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FINANCIAL  INSTITUTIONS  ACT  OF  1957 


MONDAY,  JULY  15,  1957 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  C 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence,  chairman, 
presiding. 

Present:  Chairman  Spence  (presiding),  Messrs.  Brown,  Patman, 
Multer,  Barrett,  Mrs.  Sullivan,  Mrs.  Griffiths,  Messrs.  Vanik,  Ruther- 
ford, Coad,  Breeding,  Talle,  Kilburn,  McDonough,  Widnall,  Betts, 
McVey,  Hiestand,  Henderson,  and  Chamberlain. 

(Summary  of  amendments  made  by  S.  1451  and  H.  R.  7026 
follows :) 

SUMMARY  OF  AMENDMENTS  MADE  BY  FINANCIAL 
INSTITUTIONS  ACT 

(S.  1451  and  H.  R.  7026) 


EXPLANATORY    NOTE 

The  following  is  a  summary  of  the  changes  in  existing  law  incor- 
porated in  the  Financial  Institutions  Act  of  1957  (S.  1451  and  H.  R. 
7026),  prepared  to  assist  the  members  of  the  committee  during  the 
hearings  on  these  bills. 

The  summary  does  not  cover  those  provisions  of  the  bill  which  are 
the  same  as  existing  law  or  which  make  only  formal  changes  in  existing 
law.  References  to  page  numbers  are  to  pages  of  the  bills  and  apply 
alike  to  both  bills.  There  are  two  differences  between  the  bills ;  these 
are  covered  by  paragraph  1  under  title  IV  of  the  summary,  and 
paragraph  3  of  title  V. 

TITLE  I.  NATIONAL  BANK  ACT 

l.  Deputy  Comptrollers 

Section  5  (p.  8)  authorizes  appointment  of  two  new  Deputy  Comptrol- 
lers of  the  Currency. 
£.  Conflicts  of  interest 

Section  8  (b)  (p.  9)  prohibits  the  Comptroller  and  Deputy  Comptrol- 
lers from  owning  stock  or  holding  a  position  in  any  national  bank. 
It  also  prohibits  employees  of  the  Comptroller's  Office  from  accepting 
employment  in  any  national  bank  within  2  years  after  leaving  the 
Office,  except  with  the  Comptroller's  approval. 
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S.  Capital  stock 

Section  14  (a)  (p.  10)  requires  that  100  percent  of  capital  stock  be 
paid  in  before  a  new  national  bank  may  start  business;  existing 
statute  requires  50  percent,  but  the  practice  since  1935  has  been  to 
require  100  percent. 

4.  Preferred  stock 

Section  20  (p.  14)  authorizes  national  banks  to  issue  preferred  stock ; 
present  law  authorizes  this  only  on  emergency  basis. 

5.  Dividends 

Section  21  (p.  15)  permits  national  banks  to  pay  dividends  quarterly 
or  annually,  as  well  as  semiannually.  It  forbids  payment,  without 
the  Comptroller's  approval,  of  dividends  in  any  year  which  exceed 
that  year's  net  profits,  plus  retained  net  profits  from  previous  2  years, 
minus  required  transfers  to  surplus  or  stock-retirement  fund. 

6.  Shareholders'  list 

National  banks  must  now  maintain  lists  of  all  shareholders,  and 
permit  creditors  to  see  the  lists.  Section  22  (p.  16)  repeals  the  credi- 
tor's right  to  see  the  list,  and  adds  a  requirement  that  the  bank  must 
notify  the  Comptroller  of  any  sale  of  shares  involving  more  than  10 
percent  of  outstanding  stock. 

7.  Disclosure  of  stockovmershyp 

Section  23  (p.  17)  applies  where  someone  other  than  the  record 
owner  has  a  beneficial  interest  in  stock  of  a  national  bank,  and  the 
stock  involved  is  more  than  5  percent  of  the  bank's  total  outstanding 
stock.  It  requires  the  record  owner,  in  such  a  case,  to  notify  the  Comp- 
troller of  the  name  of  the  beneficial  owner. 

8.  Cumulative  voting 

A  shareholder  in  a  national  bank  now  has  a  statutory  right,  in 
voting  for  directors  of  the  bank,  to  cumulate  his  shares.  That  is,  he 
may  give  one  candidate  a  number  of  votes  equal  to  the  number  of  his 
shares  times  the  number  of  directors,  or  distribute  his  votes  on  the 
same  principle  among  as  manv  directors  as  he  sees  fit.  Section  26  (c) 
(p.  18)  would  eliminate  cumulative  voting  unless  the  articles  of  asso- 
ciation provide  for  it. 

9.  Removal  of  officers  and  directors 

Section  29  (p.  20)  revises  the  procedure  under  which  the  Federal 

Reserve  Board  may  remove  an  officer  or  director  of  a  national  bank. 

Under  present  law,  to  remove  an  officer  or  director  the  Board  must 

find  he  "continued"  to  violate  a  banking  law  or  to  engage  in  an 

unsound  practice  after  the  Comptroller  hod  warned  him  against  it. 

Under  the  new  section,  the  Board  could  remove  him  on  the  basis  of  a 

single  violation  or  unsound  practice  after  warning.    The  new  section 

continues  existing  provisions  for  court  review  of  the  Board's  removal 

tion,  but  provides  for  review  on  the  "weight  of  the  evidence"  rather 

,n  under  the  substantial  evidence  rule  as  is  now  provided. 

Charitable  contributions 

tion  31  (a)  (8)  (p.  22)  authorizes  national  banks  to  contribute 

amunity  funds,  charitable,   philanthropic,   benevolent  instru- 

lities   conducive   to  public  welfare,   nonprofit  educational  in- 
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Btitutions,  or  other  nonprofit  organizations  established  for  civic 
improvement,  without  regard  to  State  law.  The  present  law  author- 
izes such  contributions  only  if  they  are  not  prohibited  by  State  law. 
11.  Stock  options 

Section  31  (a)  (9)  (p.  22)  would  authorize  a  national  bank  to  set  up 
a  stock  option  plan,  if  approved  by  the  Comptroller  and  the  holders 
of  two-thirds  of  the  bank's  stock,  under  which  stock  may  be  sold  to 
employees  at  not  more  than  a  15  percent  discount.  That  is,  the  price 
must  be  at  least  85  percent  of  market  value  or  book  value,  whichever 
is  greater,  as  determined  by  the  Comptroller. 
IS.  Acquisition  oj  bank  stock 

Section  32  (b)  (p.  25)  authorizes  a  national  bank  to  acquire  stock  in 
another  bank  in  connection  with  a  merger  or  consolidation  if  the 
Comptroller  approves.  This  would  be  an  exception  to  the  existing 
prohibition  against  a  national  bank  acquiring  the  stock  of  any  other 
bank. 
IS.  Transfer  oj  trust  powers 

The  Federal  Reserve  Board  now  has  authority  to  grant  trust  powers 
to  national  banks  and  to  issue  regulations  governing  the  exercise  of 
such  powers.  Under  section  33  (p.  25)  this  authority  would  be  trans- 
ferred from  the  Board  to  the  Comptroller. 

14.  Loan  limits 

As  a  general  rule,  a  national  bank  may  not  lend  more  than  W 
percent  of  its  capital  and  surplus  to  any  one  borrower.  Section  34 
(p.  28)  relaxes  this  limit  for  loans  on  frozen  food,  dairy  cattle,  and 
installment  consumer  paper  Under  the  new  section  34  (b)  (6)  (B) 
(p.  30)  a  bank  could  lend  up  to  25-percent  of  its  capital  and  surplus 
to  one  borrower  for  not  more  than  6  months,  if  the  loan  is  secured  by 
insured  frozen  or  refrigerated  readily  marketable  staples.  Under 
section  34  (b)  (7)  (B)  the  25-percent  limit  would  apply  also  to  obliga- 
tions of  dealers  in  dairy  cattle  arising  out  of  the  sale  of  dairy  cattle, 
where  the  obligations  bear  a  full  recourse  or  unconditional  guaranty 
of  the  dealer.  Section  34  (b)  (12)  applies  the  25-percent  limit  to 
consumer  installment  paper  acquired  from  one  seller  which  carries 
the  seller's  full  recourse  endorsement  or  unconditional  guaranty, 
unless  the  bank  certifies  that  it  is  relying  on  the  original  maker  of  the 
note,  in  which  case  the  basic  10-percent  limit  on  loans' to  the  maker 
would  apply  and  the  obligation  would  not  be  considered  in  deter- 
mining whether  the  25-percent  limit  on  loans  to  the  seller  of  the  note 
had  been  reached. 

15.  Maximum  interest  rate 

Section  35  (p.  32)  continues  the  existing  limits  on  interest  rates 
chargeable  by  national  banks  (roughly,  it  is  the  State  legal  limit,  or 
7  percent  if  there  is  no  State  limit),  with  one  new  provision.  The 
new  provision  exempts  certain  purchases  of  obligations  from  these 
limits:  that  is,  where  a  national  bank  purchases  an  obligation  in  a 
State  where  such  a  purchase  is  not  subject  to  the  State  usury  laws, 
tile  purchase  would  also  be  exempted  from  the  Federal  limits  pre- 
scribed by  section  35. 
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16.  Real-estate  loans 

Section  36  (p.  33)  makes  several  changes  in  existing  limits  on  real- 
estate  loans  by  national  banks.  First,  it  permits  loans  on  leaseholds 
which  run  (or  may  be  renewed  so  as  to  run)  for  10  years  beyond 
maturity  of  the  loan  (now  the  lease  must  be  for  99  years  and  renew- 
able, or  run  50  years  beyond  date  of  loan).  Second,  it  permits  18- 
month  loans  for  construction  of  commercial  or  industrial  buildings 
where  there  is  a  firm  commitment  for  permanent  financing  on  com- 
pletion of  construction.  Such  loans,  together  with  presently  author- 
ized construction  loans  for  homes  and  farms,  could  not  exceed  100 
percent  of  capital  and  surplus  (the  present  limit,  which  applies  only 
to  homes  and  farms,  is  50  percent  of  capital).  Third,  it  provides  that 
business  loans  made  primarily  in  reliance  on  the  borrower's  credit 
standing  and  forecast  of  operations  shall  not  be  subject  to  the  restric- 
tions on  real-estate  loans,  even  though  secured  by  a  mortgage  on  the 
borrower's  land.  Fourth,  a  similar  exemption  is  provided  for  36- 
month  loans  to  finance  construction  of  certain  public  buildings. 

17.  Limit  on  bank's  debt 

Section  37  (p.  36)  raises  the  limit  from  100  percent  of  capital  to 
100  percent  of  capital  plus  unimpaired  surplus. 

18.  Branches 

Section  39  (p.  37)  makes  two  changes  relating  to  branches  of 
national  banks.  Section  39  (b)  provides  that  in  case  of  a  merger  or 
consolidation  where  the  continuing  bank  is  a  national  bank,  it  may 
retain  its  branches  without  obtaining  approval  of  the  Comptroller, 
as  is  now  required.  Section  39  (f)  contains  a  new  provision  authoriz- 
ing banks  to  accept  deposits  at  schools  in  connection  with  savings 
plans,  by  providing  that  such  transactions  shall  not  be  treated  as 
operation  of  a  branch. 

19.  Moving  main  office  vrithin  city 

Section  40  (p.  39)  would  require  approval  of  the  Comptroller  before 
a  national  bank  may  move  its  main  office  within  ita  own  city  limits; 
approval  is  now  required  only  for  a  move  outside  the  city. 

20.  Statement  of  security  for  deposits  of  public  funds 

Section  42  (p.  40)  omits  a  requirement  now  in  the  law  that  the 
Secretary  of  the  Treasury  make  an  annual  public  statement  of  the 
securities  required  of  banks  as  depositaries  of  public  funds. 

21.  Investment  in  bank  premises 

Investments  by  national  banks  in  bank  premises  are  now  limited 
to  100  percent  of  capital  stock.  Section  43  {p.  40)  raises  the  limit  to 
100  percent  of  capital  stock  or  50  percent  of  capital  and  surplus, 
whichever  is  greater. 

22.  Restrictions  on  engaging  in  banking 

Section  44  (p.  40)  prohibits  any  firm  from  engaging  in  hanking  unless 
it  is  subject  to  examination  and  regulation  by  State  or  Federal  author- 
ities. It  also  prohibits  any  institution  organized  under  Federal  law 
from  advertising  that  it  is  a  bank  unless  it  is  expressly  authorized  to 
receive  demand  deposits  and  make  loans  and  discounts  or  to  use 
"bunk"  in  its  name. 
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23.  Amending  articles  of  association 

Section  47  (p.  43)  is  a  new  provision  setting  forth  a  procedure  for 
amending  the  articles  of  association.  It  provides  for  amendment  by 
majority  vote  of  the  shareholders,  at  a  meeting  called  with  10  days' 
notice. 

24.  Audits 

Section  48  (c)  authorizes  the  Comptroller  to  order  an  audit  of  a 
national  bank  by  an  independent  auditor  whenever  he  deems  it 
necessary. 

25.  Confidentiality  of  examination  reports 

Section  50  (p.  45)  makes  the  examination  reports  made  by  national 
bank  examiners,  together  with  related  information,  privileged  against 
disclosure,  although  available  to  congressional  committees. 

26.  State  examination  or  license 

Section  51  (p.  45)  exempts  national  banks  from  examination  or 
licensing  by  any  State. 

27.  Reports  to  Comptroller 

Section  52  (p.  46)  gives  the  Comptroller  greater  discretion  as  to  the 
form  and  timing  of  the  reports  he  requires  of  national  banks.  It  con- 
tinues the  basic  requirement  that  at  least  three  such  reports  shall  be 
made  each  year.  It  does  away  with  the  present  requirement  that  the 
report  must  be  filed  within  5  days  after  it  is  requested,  and  it  permits 
the  Comptroller  to  vary  the  report  form  depending  on  such  factors  as 
the  size  of  the  bank  and  the  nature  of  its  operations. 

28.  Consolidations  and  mergers 

Sections  53,  54,  and  55  (p.  47  et  seq.)  rewrites  the  existing  provisions 
on  consolidation  of  national  banks,  consolidations  of  State  banks  into 
national  banks,  and  mergers  of  State  or  national  banks  into  national 
banks,  so  as  to  achieve  more  uniformity  in  these  procedures. 

29.  Sale  of  assets  to  another  bank 

Section  58  (a)  (p.  59)  continues  the  existing  requirement  that  liquida- 
tion of  a  national  bank  must  be  approved  by  vote  of  the  shareholders 
owning  two-thirds  of  the  stock,  and  adds  a  new  requirement  that  if 
the  liquidation  involves  the  sale  of  its  assets  to  another  bank,  the 
purchase  and  sale  agreement  must  also  be  approved  by  two-thirds 
vote  except  in  emergencies. 

50.  Winding  up  business 

Section  61  (p.  61)  makes  a  number  of  changes  in  the  details  of  the 
procedures  for  winding  up  the  affairs  of  a  national  bank. 

51.  FD IC  as  conservator  for  national  bank 

Section  64  (j)  (p.  68)  provides  for  appointment  of  the  Federal 
Deposit  Insurance  Corporation  as  conservator  for  an  insured  national 
bank  when  defalcation  losses  are  heavy  in  relation  to  capital  but  not 
known  in  precise  amounts.  Under  present  law,  in  such  cases  the  bank 
must  either  be  placed  in  receivership  with  FDIC  as  receiver,  or 
arrangements  must  be  made  for  another  bank  to  acquire  its  assets  and 
assume  its  deposit  liabilities.  Under  the  new  provision,  FDIC  could 
act  as  conservator  for  30  days,  while  the  extent  of  the  defalcation  is 
determined  and  a  permanent  solution  is  worked  out. 
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St.  Lawful  reserves  in  Territories  and  possessions 

Section  68  (p.  72)  relates  to  reserves  of  certain  national  banks 
outside  the  48  States.  As  rewritten,  it  does  away  with  the  present 
requirement  that  the  Comptroller  must  approve  the  banks  where  these 
reserves  are  kept  on  deposit. 

TITLE  II.  FEDERAL  RESERVE  ACT 

/.  llranch  buildings 

Section  4  (c)  as  rewritten  (p.  74)  removes  the  existing  dollar  ceiling 
on  expenditures  for  building  branch  offices  of  Federal  Reserve  banks. 
S.  Payment  of  90  percent  of  earnings  to  Treasury 

Section  7  (b)  (p.  76)  would  require  each  Federal  Reserve  bank,  after 
payment  of  dividends  and  provision  for  reserves,  to  transfer  10  per- 
cent of  its  annual  net  earnings  to  surplus  and  pay  the  remaining  00 
percent  to  the  United  States  as  a  franchise  tax.  Virtually  the  same 
result  is  now  accomplished  by  requiring  the  Federal  Reserve  banks 
to  pay  interest  on  the  amount  of  their  outstanding  Federal  Reserve 
notes  less  the  amount  of  gold  certificates  pledged  as  collateral  security 
against  such  not**. 
S.  Rotation  of  wrtnHawAtp  on  Federal  Advisory  Council 

Section  S  (*>  <jv.  7?)  provides  that  any  member  of  the  Federal  Advi- 
sory Council  ww  Km  served  6  consecutive  terms  of  1  year  each  shall 
be  ineligible  I*  **rve  again  as  a  member  of  the  Council* for  3  years. 
4.  MayHfy  ****  •&  &mw<2  members 

Soviww  **  vp^  relates  to  discounts  by  Federal  Reserve  banks  of 
om*i«  W**MW  obligations  when  authorized  by  the  Federal  Reserve 
lV*r«  V«A»  present  law  this  authorization  "must  be  given  by  the 
*m"rw*»\v  ****  of  not  less  than  five  members  of  the  Board.  As  re- 
»-":♦■>»  *W  authorization  may  be  given  by  a  majority  of  the  Board 
nv-r*->v*"*  *  office.  Similar  changes  to  authorize  action  bv  a  majority 
,v  ,V  ttawtl  rather  than  by  a  specified  number  are  made  in  section 
«  V  Ny«,  117)  and  section  42  (p.  1211. 
v    VV#»W  of  business  loan  a uthoritu 

MytkMt  IS  (p.  83'i  omits  the  existing  authority  for  Federal  Reserve 
>*.A*  h»  make  working  capital  loans  and  commitments  to  established 
;*,i\wtri*l  or  commercial  businesses. 

A  Kv4ittion  of  director*  of  Federal  Resort  bants 

Jieelion  17  (a'i  p.  SSI  provides  that  a  director  of  a  Federal  Reserve 
Nunlt  who  has  served  2  consecutive  terms  of  3  years  each  shall  be 
ineligible  to  serve  again  as  a  director  for  3  years  except  that  the 
I'halrman  of  the  Board  of  Directors  may  serve  3  consecutive  3-vear 
terniH. 

7.  RenyitT.ee  of  director* 

Section  17  ,a">    p.  SS^  also  provides  that  each  director  of  a  Federal 
JIaserve  bank  shall  reside  within  the  banks  district  or  within  50  miles 
of  the  bank. 
8-  Federal  Reserve  aoents 

Section  19  ,p.  901  eliminates  the  present  requirement  that  Federal 
"T(  agents  and  assistant  Federal  Reserve  agents  shall  be  persons 
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1".  Issant  Uj  executive  officer* 

S*-.1kmq  2h  (e)  (p.  102)  relaxes  the  existing  prohibition  against  loans 
by  member  banks  to  their  executive  officers.  Loans  not  exceeding 
$2,500  are  now  exempt  from  this  prohibition  if  approved  by  a  majority 
of  liie  entire  board  of  directors.  The  new  act  raises  this  exemption  to 
$5,000  and  such  exempted  loans  could  be  made  without  the  prior 
approval  of  the  board  of  directors.  In  addition,  the  requirement  that 
borrowings  by  executive  officers  from  other  banks  be  reported  to  the 
executive  officer's  own  bank  would  be  eliminated  where  the  amount  of 
the  officer's  debt  does  not  exceed  $15,000  in  the  case  of  a  home  mort- 
gage loan  or  $5,000  in  other  cases. 

18.  Removal  of  officers  and  directors 

Section  29  (p.  104}  revises  the  procedure  under  which  the  Federal 
Reserve  Board  may  remove  an  officer  or  director  of  a  State  member 
bank.  Under  present  law  to  remove  an  officer  or  director  the  Board 
must  find  he  "continued"  to  violate  a  banking  law  or  to  engage  in  an 
unsound  practice  after  the  Federal  Reserve  agent  had  warned  him 
against  it.  Under  the  new  act  the  Board  could  remove  him  on  the 
basis  of  a  single  violation  or  unsound  practice  after  warning,  and  the 
warning  would  be  given  by  the  Board  instead  of  the  Federal  Reserve 
agent.  The  new  section  continues  existing  provisions  for  court 
review  of  the  Board's  removal  action  but  provides  for  review  "on  the 
weight  of  the  evidence"  rather  than  under  the  substantial  evidence 
rule  as  now  provided. 

19.  Double  liability  of  shareholders 

Section  30  (p.  104)  eliminates  the  existing  provision  for  double 
liability  of  Federal  Reserve  bank  shareholders. 

20.  Holding  company  affiliates 

The  reserve  of  readily  marketable  assets  required  to  be  maintained 
by  a  "holding  company  affiliate"  mar,  under  present  law,  be  used 
only  for  replacement  of  capital  in  affiliated  banks.  Section  33  (b) 
(3)  of  the  bill  (p.  109)  would  permit  such  reserve  to  be  used  also  for 
additions  to  capital  of  affiliated  banks.  A  new  provision  would  make 
it  necessary,  where  there  are  several  holding  company  affiliates  with 
respect  to  the  same  member  banks,  for  only  one  of  such  holding  com- 
pany affiliates  to  maintain  the  reserve  of  readily  marketable  assets, 
if  such  company  is  designated  by  the  Board  and  all  of  the  stock  of  the 
affiliated  banks  which  is  directly  or  indirectly  owned  or  controlled  by 
the  various  holding  company  affiliates  is  owned  or  controlled,  directly 
or  indirectly,  by  the  designated  company. 

21.  Audit  of  Board's  accounts 

Section  38  (h)  (p.  115)  would  require  the  Federal  Reserve  Board  to 
have  its  accounts  audited  annually  by  a  firm  of  certified  public 
accountants.  Reports  of  such  audits  would  be  required  to  be  trans- 
mitted to  the  Banking  and  Currency  Committees  of  the  Congress. 

22.  Conflicts  of  interest 

Section  38  (i)  (p.  115)  prevents  any  employee  of  the  Federal  Reserve 
Board  or  of  any  Federal  Reserve  hank  from  accepting  employment 
in  any  member  bank  within  2  years  after  terminating  his  employ- 
ment with  the  Board  or  the  Reserve  bank,  except  upon  approval  of 
the  Board. 
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23.  Audits  of  Federal  Reserve  banks 

Section  39  (m)  (p.  118)  provides  that  the  Board  shall  take  suitable 
measures  to  assure  that  examinations  of  the  Federal  Reserve  banks 
meet  the  highest  standards  of  commercial  audits;  and  for  that  pur- 
pose it  authorizes  the  Board  to  arrange  for  certified  public  account- 
ants to  review  the  adequacy  of  the  procedures  followed  in  examining 
Reserve  banks.  It  also  provides  that  copies  of  examination  reports 
shall  be  transmitted  to  the  Committees  on  Banking  and  Currency  of 
the  Congress. 
$4-  Foreign  branches 

Section  44  (f)  (p.  126)  provides  that  the  Board  by  regulation  may 
authorize  foreign  branches  of  national  banks  to  exercise  such  further 
powers  as  may  be  usual  in  connection  with  the  banking  business  in 
the  places  where  such  branches  operate. 

TITLE  III.  FEDERAL  DEPOSIT  INSURANCE  ACT 

1.  Definition  of  "deposit" 

This  definition,  in  section  2  (j)  (p.  149);  makes  two  changes  in 
existing  law.  Where  an  insured  bank  deposits  trust  funds  in  another 
bank,  these  deposits  are  now  insured  up  to  $1 0,000  whether  the  second 
bank  is  insured  or  not;  the  new  section  limits  coverage  to  cases  where 
the  second  bank  is  insured.  It  also  eliminates  a  provision  under 
which  mainland  insured  banks  may  now  exclude  from  insurance  cover- 
age deposits  in  their  branches  in  Alaska,  Hawaii,  and  the  Virgin 
Islands. 
8.  Definition  of  "insured  deposit" 

This  definition,  in  section  2  (k)  (p.  150),  extends  insurance  coverage 
to  include  interest  on  bank  deposits  which  has  accrued  but  not  been 
credited. 
S.  Definition  of  "branch" 

This  definition,  in  section  2  (m)  (p.  150),  is  broadened  to  cover 
branches  established  anywhere  (present  law  covers  United  States  and 
specified  Territories  and  possessions).  It  also  provides  that  accept- 
ance of  deposits  at  schools  in  connection  with  savings  plans  shall  not  be 
considered  as  operating  a  branch. 
4-  Management  of  corporation 

Section  6  (p.  152)  provides  for  staggered  terms  for  the  two  appoin- 
tive members  of  the  Board  of  Directors  of  the  Federal  Deposit  Insur- 
ance Corporation  (the  third  member  of  the  3-man  Board  is  the  Comp- 
troller). These  members  now  have  6-year  terms;  under  the  new 
section,  when  the  present  terms  expire,  one  of  the  new  appointments 
would  be  for  4  years,  and  the  other  for  6 ;  thereafter  all  appointments 
would  be  for  6-year  terms. 
5.  Audits  of  insured  nonmember  banks 

Section  8  (b)  (p.  154)  authorizes  FDIC  to  order  an  audit  of  any 
insured  State  nonmember  bank  by  an  independent  auditor  whenever 
FDIC  deems  it  necessary. 
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6.  Confidentiality  of  reports 

Section  10  (p.  155)  provides  that  information  about  any  bank  in 
the  possession  of  the  FDIC  shall  be  confidential,  bat  shall  be  available 
to  the  General  Accounting  Office  in  connection  with  its  audit  of  FDIC, 
and  to  committees  of  Congress. 

7.  Immunity  from  prosecution 

The  oxi sting  provision  concerning  hearings  and  investigations  by 
FDIC  states  that  no  person  shall  be  excused  from  furnishing  informa- 
tion on  the  grounds  of  self^ncrinunation,  but  that  if  he  is  required  to 
testify  after  claiming  his  privilege  against  self  incrimination  he  cannot 
be  prosecuted  for  any  matter  concerning  which  he  t«tifi«  This 
provision  is  omitted  from  the  corresponding  section  of  the  bill,  section 

11  (b)  (p.  156).    As  a  result,  witnesses  could  invoke  constitutional 
safeguards  against  self-incriminating  testimony. 

8.  Assessment  credits 

Section  IS  (p.  160)  rewrites  the  existing  provisions  under  which 
credits  are  allowed  insured  banks  when  FDIC's  income  from  assess- 
ments exceeds  its  costs,  including  reserves  and  payment  of  claims. 
The  basic  formula  for  determining  the  amount  of  credits  is  unchanged, 
but  several  technical  changes  are  made.  They  include  specific  au- 
thority for  FDTC  to  apply  the  credit  toward  payment  of  any  assess- 
ment which  is  past  due  and  not  in  dispute;  and  to  refund  the  credit 
to  an  insured  bank  in  liquidation. 

9.  Bank  mergers 

Section  23  (p.  163)  changes  existing  law  so  as  to  require  approval 
of  a  Federal  supervisory  agency  before  any  insured  bank  (whether 
State  or  National)  may  merge  or  consolidate  with  any  other  insured 
bank.  The  supervisory  agency  would  depend  on  the  nature  of  the 
acquiring,  assuming,  or  resulting  bank;  if  it  is  a  national  bank,  the 
Comptroller  would  have  jurisdiction;  for  a  State  member  bank,  the 
Federal  Reserve  Board  would  decide;  and  for  a  State  nonmember  in- 
sured bank,  it  would  be  the  Federal  Deposit  Insurance  Corporation. 
In  passim;  ou  such  transactions,  the  supervisory  agency  would  con- 
sider the  financial  history  and  condition  of  the  bank,  the  adequacy  of 
its  capital  structure,  its  future  earnings  prospects,  the  general  charac- 
ter of  its  management,  and  tbe  convenience  and  needs  of  the  com- 
munity. In  addition  to  these  banking  factors,  the  agency  would 
consider  whether  the  effect  of  the  transaction  would  lessen  competition 
unduly  or  tend  unduly  to  create  a  monopoly.  The  supervisory  agency 
having  jurisdiction  would  be  required  to  consult  with  the  other  two 
Federal  bank-supervisorv  agencies,  concerning  the  competitive  and 
monopolistic  aspects  of  the  transaction,  and  would  be  permitted,  but 
not  required,  to  ask  the  Attorney  General  for  his  opinion. 

10.  Shareholders'  list 

Section  27  (a)  (p.  165)  would  require  each  insured  nonmember  bank 
to  keep  a  list  of  stockholders;  to  transmit  a  copy  of  the  list  to  the 
FDIC  within  10  days  of  any  demand  for  it;  and  to  notify  FDIC  of 
any  single  transaction  involving  the  transfer  of  '0  percent  or  more 
of  the  outstanding  shares  of  the  bank. 
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11.  Disclosure  of  atockownership 

Section  27  (b)  (p.  165)  applies  where  someone  other  than  the  record 
owner  has  a  beneficial  interest  in  the  stock  of  an  insured  nonmember 
bank,  and  the  stock  involved  is  more  than  5  percent  of  the  outstand- 
ing stock  of  the  bank.  It  requires  the  record  owner  in  such  cases  to 
notify  FDIC  of  the  name  of  the  beneficial  owner. 

12.  Termination  of  insurance 

Section  29  (p.  166)  makes  three  main  changes  in  the  procedure  for 
termination  of  deposit  insurance  by  FDIC.  First,  existing  language 
referring  to  "continued"  unsafe  or  unsound  practices  is  changed  to 
make  it  clear  FDIC  may  act  without  waiting  for  repetitions  of  such 
practices.  Second,  under  existing  law  an  offending  bank  is  given 
120  days  to  correct  the  practices  complained  of,  unless  the  appropriate 
supervisory  agency  decides  on  a  shorter  time;  the  bill  authorizes 
FDIC  to  substitute  20  days  for  the  120-day  correction  period  where 
the  insurance  risk  of  FDIC  is  unduly  jeopardized.  Third,  the  bill 
provides  for  court  review  of  termination  proceedings  upon  "the 
weight  of  the  evidence" ;  they  are  now  reviewed  under  the  substantial 
evidence  rule. 

13.  Payment  of  claims 

Section  30  {p.  169)  makes  certain  changes  in  the  procedures  for 
paying  off  depositors  when  an  insured  bank  closes.  Existing  law 
provides  for  payment  when  the  bank  is  closed  "for  the  purpose  of 
liquidation";  the  new  section  omits  this  phrase,  and  provides  for 
prompt  payment  when  a  bank  is  closed  for  any  reason  without 
adequately  providing  for  payment  of  depositors.  Express  provision 
is  made  for  payment  where  a  Federal  or  State  receiver  or  conservator 
assumes  control.  FDIC  is  given  access  to  the  records  of  the  bank 
to  settle  claims.  Depositors  now  have  18  months  to  file  claims;  where 
a  shorter  time  limit  is  fixed  by  State  law  for  filing  claims  against 
receivers  of  closed  State  banks,  the  new  section  would  apply  the 
shorter  limit. 
14-   Temporary  employees  during  receivership 

Section  31  (e)  (p.  170)  provides  that  temporary  employees  hired  by 
FDIC  as  receiver  of  a  bank  shall  be  considered  employees  of  the 
receivership  estate,  and  not  of  FDIC.  It  would  require  FDIC  to 
obtain  insurance  protection  against  loss  resulting  from  such  em- 
ployees' wrongful  acts. 
15.  National  bank  organized  to  assume  deposits 

Section  32  (p.  173),  relating  to  the  formation  of  a  national  bank  to 
assume  the  deposits  of  a  closed  insured  bank,  is  the  same  as  existing 
law  except  for  two  changes.  Under  existing  law,  such  a  bank  has 
only  restricted  powers;  it  is  limited  to  business  "authorized  by  this 
Act  and  *  *  *  incidental  to  its  organization."  The  new  section 
would  permit  the  Comptroller  to  authorize  it  to  transact  such  other 
business  as  a  national  bank  may  transact.  Secondly,  such  a  bank  is 
now  limited  to  2  years'  existence;  under  the  new  section  the  FDIC 
could  extend  its  life  for  6-month  periods,  up  to  2  additional  years. 
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1(1,  Annual  audit  of  FDIC 

Section  38  (p.  179)  continues  the  existing  requirement  for  an  annua) 
audit  of  FDIC's  financial  transactions  by  the  General  Accounting 
Oilice,  except  that  it  provides  that  the  calendar  year  shall  be  FDIC's 
fiscal  year,  and  GAO's  audit  shall  be  on  a  calendar  year  basis. 
17.  Conflicts  of  interest 

Section  40  (d)  (p.  182)  prevents  any  employee  of  the  Corporation 
from  accepting  employment  in  any  insured  bank  within  2  years  after 
terminating  his  employment  with  the  Corporation,  except  upon  ap- 
proval of  the  FDIC  Board. 

TITLE  IV.  FEDERAL  HOME  LOAN  BANK  ACT 

/.  Advertising  by  noninmred  members 

Both  S.  1451  and  H.  K.  7026  contain  provisions  limiting  advertising 
by  savings  and  loan  associations  which  are  not  insured  but  are  mem- 
bers of  the  Federal  Home  Loan  Bank  System.  The  provisions  are 
found  in  section  4  (d)  and  page  184  of  both  bills.  S.  1451  prohibits 
off-premise  advertising  of  membership  by  such  institutions  except  as 
authorized  by  Federal  Home  Loan  Bank  Board  regulations,  and 
imposes  a  $1,000  fine  for  advertising  in  violation  of  such  regulations. 
H.  R.  7026  omits  any  reference  to  regulations  or  fines,  and  prohibits 
any  such  member  from  advertising  in  any  way  so  as  to  create  the 
impression  its  accounts  are  insured.  Under  either  bill,  the  Board 
could  remove  from  membership  any  association  violating  the  pro- 
hibitions against  advertising. 
S.  Removal  from  membership 

Section  6  (e)  (p.  186)  continues  the  provision  of  existing  law  that 
the  Federal  Home  Loan  Bank  Board  may  remove  an  institution  from 
membership  in  a  Federal  home  loan  bank  if  it  has  "a  management  or 
home-financing  policy  of  a  character  inconsistent  with  sound  and 
economical  home  financing  or  with  the  purposes  of  this  Act,"  and  adds 
authority  for  the  Board  to  define  this  term  by  regulations  or  otherwise. 
3.  Directors  of  Federal  home4oan  banks 

Section  7  (p.  187)  contains  two  new  provisions.  The  first  makes 
it  clear  that  where  a  director  ceases  to  have  the  specified  qualifica- 
tions the  office  becomes  vacant  but  he  may  continue  to  act  until  a 
successor  is  appointed  or  the  term  expires.  The  second  authorizes 
the  Board  to  appoint  interim  directors  where  a  new  bank  is  established. 
4-  Federal  Savings  and  Loan  Advisory  Council 

Section  8A  (p.  190)  permits  a  member  to  continue  to  serve  even 
though  he  ceases  to  be  a  resident  of  the  district  for  which  he  was 
elected  (the  term  is  only  1  year). 
5.  Advances  to  members 

Section  10  (p.  191)  continues  existing  authority  for  Federal  home 
loan  banks  to  make  advances  to  members,  with  two  changes.  First, 
whore  the  advances  are  secured  by  mortgages  guaranteed  by  the 
Veterans'  Administration,  they  may  be  made  in  amounts  up  to  90 
percent  of  the  unpaid  principal  of  the  mortgages;  this  is  permitted 
now  for  advances  secured  by  FHA-insured  mortgages.  Second,  a 
provision  is  added  to  provide  specific  statutory  authority  for  methods 
of  handling  collateral  which  are  now  being  followed  (sec.  10  (e)). 
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6.  Bank  presidents  banned  from  board  of  directors 

Section  12  (p.  196)  prohibits  any  compensated  officer,  employee, 
attorney,  or  agent  of  a  Federal  home  loan  bank  from  serving  on  its 
board  of  directors;  under  existing  law  an  exception  is  made  in  the 
case  of  the  president. 

7.  Actions  involving  Federal  home-loan  banks 

Section  12  (p.  196)  contains  two  new  provisions  authorizing  Federal 
home-loan  banks,  as  Federal  agencies,  to  bring  suit  in  Federal  courts 
and  remove  to  the  Federal  courts  suits  brought  against  them,  and  bar- 
ring attachments  against  such  banks  before  final  judgment. 

8.  Obligations  of  Federal  home  loan  banks  as  legal  investments 
Section  15  (p.  197)  would  broaden  the  classes  of  funds  for  which 

obligations  of  the  Federal  home  loan  banks  are  lawful  investments  or 
security.  The  existing  law  provides  that  they  shall  be  lawful  invest- 
ments or  security  for  all  funds  the  investment  or  deposit  of  which  is 
under  control  of  the  United  States.  The  broadened  categories  would 
include  funds  the  investment  or  deposit  of  which  is  under  control  of 
the  District  of  Columbia,  Puerto  Rico,  any  Territory  or  possession,  or 
any  political  subdivision  thereof.  However,  funds  of  the  Federal 
Reserve  banks  would  be  expressly  excluded  from  the  section. 

9.  Assessments  on  Federal  home  loan  banks 

Section  18  (p.  199),  deals  with  assessments  by  the  Federal  Home 
Loan  Bank  Board  upon  Federal  home  loan  banks.  It  changes 
existing  law  so  as  (1)  to  permit  reductions  in  assessments  to  the 
extent  the  Board's  expenses  will  be  borne  from  other  sources,  (2) 
to  make  clear  that  assessments  may  include  provision  for  working 
capital  and  making  up  deficits,  and  (3)  to  permit  surpluses  to  be 
deducted  from  any  later  assessment. 

10.  Conflicts  of  interest 

Section  19  (b)  (p.  200)  prohibits  any  employee  of  the  Federal 
Home  Loan  Bank  Board  or  of  the  Federal  Savings  and  Loan  Insurance 
Corporation  from  accepting  employment  with  any  member  institution 
within  2  years  after  terminating  his  employment  with  the  Board  or 
Corporation,  except  upon  approval  of  the  Board. 

11.  Powers  and  duties  of  examiners 

Section  20  (p.  200)  continues  the  existing  provision  that  examiners 
appointed  by  the  Board  to  carry  out  the  Federal  Home  Loan  Bank 
Act  shall  have  the  same  powers  and  duties  as  examiners  under  the 
National  Bank  Act  and  the  Federal  Reserve  Act.  It  also  broadens 
the  provision  to  cover  the  Federal  Home  Loan  Bank  Board's  examiners 
while  they  are  exercising  functions  under  their  other  two  basic  acts. 
IS.  Adjustments  of  districts 

Section  24  (p.  202)  authorizes  the  Federal  Home  Loan  Bank  Board 
to  transfer  assets  and  members  from  one  Federal  home  loan  bank  to 
another,  and  to  make  other  adjustments,  in  connection  with  changes 
in  bank  districts. 
IS.  Member  organizations 

The  new  act  omits  (and  therefore  repeals)  an  existing  provision 
which  makes  an  organization  of  savings  and  loan  associations  or  mutual 
savings  banks  eligible  for  membership  in  the  Federal  Home  Loan 
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Bank  System  if  a  ma  jority  of  such  institutions  in  the  State  axe  members 
of  the  organization  and  it  meets  certain  other  n 


TITLE  V.  FEDERAL  SAVINGS  AND  LOAN  ASSOCIATION 
ACT 

1 .  Regulation  of  interest  rates 

Section  4  (p.  20-3)  is  &  new  section  relating  to  the  interest  rates  and 
charges  on  loans  by  Federal  savings  and  loan  associations.  It  pro- 
rides  that  any  such  association  may,  subject  to  any  restrictions  and 
limitations  prescribed  by  Board  regulations,  make  such  charges  as  are 
allowed  by  applicable  law  to  other  lenders,  or  such  other  or  higher 
charges  as  are  allowed  bv  applicable  law  to  any  class  of  other  similar 
local  mutual  thrift  and  home-financing  institutions  or  as  are  allowed 
bv  Board  regulations.  A  saving  clause  is  included  to  prevent  any 
charge  for  home  mortgage  loans  higher  than  that  now  specified  under 
section  5  of  the  Federal  Home  Loan  Bank  Act. 

2.  Removal  of  officers  and  directors 

Section  5  id)  (3)  (p.  207)  is  a  new  provision  authorizing  the  Federal 
Home  Loan  Bank  Board  to  remove  any  director  or  officer  of  a  Federal 
savings  and  loan  association  for  any  violation  of  law  or  unsafe  or 
unsound  practice,  after  a  Board  warning.  Removal  would  be  author- 
ized only  after  a  bearing,  and  would  be  subject  to  court  review  on  the 
"weight  of  the  evidence." 
S.  Branches 

Both  S.  1451  and  H.  R.  7026  contain  new  provisions  governing 
branches  of  Federal  savings  and  loan  associations.  These  are  found 
in  section  6  fp.  211)  of  both  bills.  Under  S.  1451  a  Federal  association 
could  establish  a  branch  only  if  under  State  law  or  practice  a  State 
savings  and  loan  association  or  mutual  savings  bank  could  establish 
such  a  branch.  Under  H.  R.  7026,  the  same  rule  would  apply  until 
June  30,  1959;  after  that,  a  branch  would  be  permitted  if  under  State 
law  or  practice  a  State  savings  and  loan  association,  mutual  savings 
bank,  or  commercial  bank  or  trust  company  could  establish  such  a 
branch.  Since  there  are  several  States  where  branches  may  be  estab- 
lished by  commercial  banks  or  trust  companies  but  not  by  State 
savings  and  loan  associations  or  mutual  savings  banks;  H.  R.  7026 
would  allow  more  freedom  in  branching  after  June  30,  1959,  than 
S.  1451  would. 
4-  Restrictions  on  associations,  directors,  and  officers 

Section  7  (p.  212)  is  a  new  section  concerning  the  relations  between 
Federal  savings  and  loan  associations  and  their  directors  and  officers. 
Subsections  fa)  and  (b)  are  designed  to  protect  the  interests  of  the 
association  when  it  buys  property  from,  or  sells  propcrtv  to,  one  of  its 
directors  or  a  firm  of  which  a  director  is  a  member.  Subsection  (c) 
prevents  an  association  from  paying  a  higher  return  on  the  accounts 
of  its  directors,  officers,  attorneys,  or  other  emplovees  than  it  pays  on 
other  accounts.  Subsection  (d)*  imposes  personal  liability  on  directors 
and  officers  for  any  damages  sus tamed  where  they  knowingly  violate 
the  act  or  certain  criminal  statutes,  or  permit  any  agents,  officers,  or 
directors  to  do  so.  Subsection  (e)  prohibits  any  executive  officer  from 
borrowing  from  his  association,  except  for  home-mortgage  loans  up  to 
$15,000. 
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S.  Repeal  of  promotion  authority 

The  new  act  omits  (and  therefore  repeals)  an  existing  provision 
authorizing  funds  for  the  Federal  Home  Loan  Bank  Board  to  promote, 
organize,  and  develop  Federal  savings  and  loan  associations  and  similar 
institutions  organized  under  local  laws. 

TITLE   VI.  FEDERAL  SAVINGS  AND   LOAN   INSURANCE 
CORPORATION  ACT 

1.  Accounts  in  community  property  States 

Section  402  (b)  (p.  214)  includes  a  new  provision  the  purpose  of 
which  is  to  give  married  account  holders  in  community  property  States 
insurance  coverage  on  an  equal  basis  with  married  account  holders  in 
other  States. 
£.  Claims  and  suits  against  Corporation 

Section  403  (c)  (p.  215)  contains  new  provisions  authorizing  the 
Federal  Savings  and  Loan  Insurance  Corporation  to  settle  claims  and 
to  remove  actions  against  it  to  the  Federal  courts,  and  barring  attach- 
ments against  it  before  final  judgment. 
S.  Rules  and  regulations 

Section  403  (c)  (6)  (p.  216)  expressly  authorizes  the  Corporation  to 
make  and  enforce  rules  and  regulations  to  carry  out  the  act. 
4-  Information  and  reports 

Section  403  (c)  (7)  (p.  217)  expressly  authorizes  the  Corporation  to 
require  information  and  reports  from  insured  institutions. 

5.  Use  of  insurance  emblem 

Section  403  (f)  (p.  217)  prohibits  use  or  display  of  insurance  emblems 
in  violation  of  regulations  of  the  Corporation. 

6.  Employment  of  convicted  persons 

Section  403  (j)  {p.  219)  prohibits  service  of  any  person  convicted  of 
a  crime  "involving  dishonesty  or  breach  of  trust"  as  a  director,  officer, 
or  employee  of  any  member  institution  or  insured  institution,  except 
with  Board  approval. 

7.  Eligibility  for  insurance 

Section  404  (c)  (p.  220)  broadens  the  grounds  on  which  the  Corpo- 
ration is  expressly  authorized  to  reject  an  application  for  insurance 
and  the  factors  it  must  consider  in  acting  on  such  applications,  and 
authorizes  it  to  impose  such  conditions  upon  the  granting  of  insurance 
as  it  deems  advisable.  Conditions  previously  imposed  would  be 
validated. 

8.  Mergers  and  consolidations 

Sections  404  (e)  and  (f)  (p.  221}  prohibit  mergers,  consolidations, 
and  related  transactions  involving  insured  institutions  without  prior 
approval  of  the  Corporation. 

9.  Premium  adjustments 

Section  405  (p.  221)  includes  a  new  provision  authorizing  adjust- 
ment of  insurance  premiums  in  case  of  mergers,  consolidations,  liquida- 
tions, dissolutions,  and  purchases  of  assets. 
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10.  Termination  of  insurance 

Section  407  (p.  223)  makes  two  changes  in  the  procedure  for  termina- 
tion of  insurance  by  the  Federal  Home  Loan  Bank  Board.  First, 
existing  language  referring  to  "continued"  unsafe  or  unsound  practices 
is  changed  to  make  it  clear  the  Board  may  act  without  waiting  for 
repetitions  of  such  practices.  Second,  under  existing  law  an  offending 
institution  has  120  days  to  correct  the  practices  complained  of  (or 
such  shorter  time  as  the  supervisory  authority  may  determine) ;  the 
bill  authorizes  the  Board  to  require  correction  within  20  days,  where 
the  insurance  risk  of  the  Corporation  is  unduly  jeopardized. 

11.  Insured  institutions  in  default 

Section  408  (p.  224)  makes  certain  technical  changes  in  the  powers 
of  the  Corporation  with  respect  to  insured  institutions  in  default. 
The  Corporation  would  be  authorized  to  purchase  assets  of  any  such 
institution,  even  though  it  was  not  appointed  as  legal  custodian,  and 
to  act  as  joint  legal  custodian  for  insured  State  institutions  in  default, 
and  the  Corporation's  existing  powers  in  connection  with  liquidation 
of  such  institutions  would  be  broadened  to  cover  other  situations, 
such  as  mergers,  not  involving  liquidation.  The  Corporation's  exist- 
ing power  to  make  contributions  to  prevent  or  cure  defaults  would  be 
extended  to  cases  of  impairment,  and  the  existing  provision  limiting 
the  amount  of  a  contribution  to  that  necessary  to  save  the  "expense" 
of  liquidation  would  be  broadened  so  that  other  relevant  factors 
could  be  considered  such  as  the  probable  loss  that  would  be  involved 
if  the  institution  were  liquidated. 

12.  Regulation  of  holding  companies 

Section  409  (p.  226)  prohibits  any  holding  company  from  con- 
trolling two  or  more  insured  institutions  (except  where  control  was 
acquired  before  enactment)  and  contains  other  provisions  to  enable 
the  Board  to  deal  with  the  holding-company  situations. 

This  is  the  same  as  the  bill  introduced  by  Mr.  Spence  in  1956.  A 
revised  version  of  this  bill  (H.  R.  4135)  passed  the  House  on  March  21, 
1957. 

TITLE  VII.  FEDERAL  CREDIT  UNION  ACT 

1.  Audit 

Section  7  (b)  (p.  231)  provides  that  the  Director  of  the  Bureau  of 
Federal  Credit  Unions  snail  encourage  each  Federal  credit  union  to 
make  an  internal  audit  each  year.  It  also  authorizes  the  Director  to 
order  an  audit  of  any  Federal  credit  union  by  an  independent  auditor 
or  by  the  Bureau. 

2.  Officers 

Section  13  (p.  233)  makes  three  amendments  concerning  the  officers 
of  a  Federal  credit  union.  Existing  law  authorizes  only  one  vice 
president;  tbe  new  section  authorizes  "one  or  more."  It  also  changes 
the  name  of  the  "clerk"  to  "secretary,"  and  prohibits  compensation 
of  any  executive  officer  except  the  treasurer. 

3.  Staff  for  supervisory  committee 

Section  14  (p.  234)  includes  a  new  provision  for  compensation  of 
necessary  clerical  and  auditing  assistance  requested  by  the  super- 
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visory  committee.     Under  section  16,  this  committee  is  required  to 
make  quarterly  examinations  and  an  annual  audit  of  the  affairs  of  its 
credit  union. 
4-  Unsecured  loan  limits 

Section  15  (p.  234)  raises  the  unsecured  loan  limit  for  any  one 
borrower  from  $400  to  $500.  As  in  existing  law,  the  ceiling  is  reduced 
to  10  percent  of  paid-in  unimpaired  capital  and  surplus,  or  $200, 
whichever  is  larger,  where  such  capital  and  surplus  is  less  than  $5,000. 

5.  Dividends 

Section  18  (p.  236)  makes  the  following  changes  as  to  dividends 
declared  by  Federal  credit  unions:  (1)  dividends  will  be  declared  by 
board  of  directors  rather  than  the  union  members;  (2)  dividends  may 
be  declared  semiannually  or  annually,  rather  than  just  annually;  and 
(3)  dividend  credit  for  each  month  will  be  accrued  on  shares  fully 
paid  up  during  the  first  5  days  of  the  month,  rather  than  on  shares 
paid  up  before  the  first  of  the  month. 

6.  Conflicts  of  interest 

Section  21  (i)  (p.  239)  prohibits  any  employee  of  the  Bureau  of 
Federal  Credit  Unions  from  accepting  employment  with  any  Federal 
credit  union  within  2  years  after  leaving  the  Bureau,  except  upon 
approval  of  the  Director. 

7.  Space  in  Federal  buildings 

Existing  law  authorizes  allotment  of  available  space  in  Federa 
buildings,  rent-free,  to  Federal  credit  unions  composed  exclusively  of 
Federal  employees  and  their  families.  Section  25  {p.  241)  would 
extend  this  privilege  to  Federal  credit  unions  where  95  percent  or 
more  of  the  members  are  Federal  employees,  retired  Federal  employees, 
or  members  of  their  families. 

TITLE  VIII.  MISCELLANEOUS  AMENDMENTS 

1 .  Confidential  reports  to  intermediate  credit  banks 

Section  802  (p.  246)  repeals  the  authority  for  Federal  intermediate 
credit  banks  to  obtain  confidential  information  about  national  banks 
from  the  Comptroller  of  the  Currency. 
U.  Payments  for  procuring  loan 

Existing  law  makes  it  a  Federal  crime  for  an  officer  or  employee  of 
an  FDIC  insured  bank  or  Federal  intermediate  credit  bank  to  accept 
a  fee  or  gift  for  procuring  a  loan  from  the  institution.  Section  803  (a) 
of  the  bul  (p.  247)  extends  this  prohibition  to  cover  institutions  which 
are  members  of  the  Federal  Home  Loan  Bank  System  or  are  insured 
by  the  Federal  Savings  and  Loan  Insurance  Corporation,  and  Federal 
credit  unions. 
S.   Thefts  by  examiners 

Existing  law  makes  it  a  Federal  crime  for  Federal  examiners  to  steal 
from  a  bank  insured  by  FDIC  or  a  member  of  the  Federal  Reserve 
System.  Section  803  (b)  of  the  bill  (p.  247)  extends  this  provision  to 
cover  institutions  insured  by  the  Federal  Savings  and  Loan  Insurance 
Corporation. 
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4.  Embezzlement 

Section  803  (c)  (p.  248)  extends  the  existing  Federal  embezzlement 
statute  to  cover  institutions  which  are  members  of  the  Federal  Home 
Loan  Bank  System. 

5.  Use  of  certain  terms  in  business  name 

Section  803  (d)  (p.  248)  adds  the  letters  "U.S."  to  the  list  of  words 
which  may  not  be  used  as  part  of  the  name  of  a  firm  engaged  in  the 
banking,  loan,  building  and  loan,  brokerage,  factorage,  insurance, 
savings,  or  trust  business.  It  also  makes  the  use  of  the  words  "na- 
tional bank"  or  "national  banking  association"  by  unauthorized  firms 
a  Federal  crime. 

6.  False  entries 

Section  803  (e)  (p.  248)  extends  the  existing  criminal  provision 
regarding  false  entries  in  the  books  of  certain  financial  institutions,  so 
as  to  cover  institutions  which  are  members  of  the  Federal  Home  Loan 
Bank  System. 

7.  Disclosure  of  information 

Section  803  (f)  (p.  248)  extends  the  existing  criminal  provision 
against  disclosure  of  information  by  examiners,  so  as  to  cover  institu- 
tions insured  by  the  Federal  Savings  and  Loan  Insurance  Corporation. 

8.  Services  by  examiners 

Section  803  (g)  (p.  249)  similarly  extends  the  prohibition  against 
examiners  performing  services  for  compensation  for  the  institutions 
they  examine,  so  as  to  cover  examiners  of  the  Federal  Savings  and 
Loan  Insurance  Corporation. 

9.  Bank  robbery 

Section  803  (h)  (p.  249)  extends  the  Federal  statute  against  bank 
robbery  and  related  crimes  so  as  to  cover  Federal  credit  unions. 

10.  Bribery  and  political  expenditures 

Section  803  (i)  (p.  249)  makes  it  a  crime  for  any  bank  or  other 
institution  insured  Dy  FDIC  or  FSLIC,  or  any  officer  of  such  an 
institution,  to  make  any  gift  to  any  public  official  who  supervises  the 
institution  or  has  authority  to  deposit  public  funds  in  it.  Section  803 
(j)  extends  existing  law  against  campaign  contributions  by  national 
banks,  so  as  to  cover  banks  and  other  institutions  insured  by  FDIC 
or  FSLIC. 


The  Chairman.  The  committee  will  be  in  order. 

We  are  met  this  morning  to  consider  H.  R,  7026  and  S.  1451. 

We  have  with  us  this  morning  Chairman  Martin  of  the  Board 
of  Governors  of  the  Federal  Reserve  System,  Governor  Robertson, 
and  Mr.  Hackley. 

You  may  all  sit  at  the  table  together  and  confer  as  you  desire.  Mr. 
Martin,  you  may  proceed.  If  you  would  like  to  conclude  your  state- 
ment without  interruption,  I  am  sure  the  committee  will  accede  to 
that  request. 
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STATEMENT  OF  CHAIRMAN  WILLIAM  McC.  MARTIN  ON  BEHALF 
OF  THE  BOARD  OF  GOVERNORS,  FEDERAL  RESERVE  SYSTEM, 
ACCOMPANIED  BY  HON.  J.  L.  ROBERTSON,  GOVERNOR,  AND 
HOWARD  H.  HACELET,  GENERAL  COUNSEL 

Mr.  Martin.  The  bills  that  are  the  subject  of  this  hearing  have  for 
their  objective  a  complete  streamlining  of  Federal  statutes  relating 
to  financial  institutions,  including  national  banks,  member  banks  or 
the  Federal  Reserve  System,  insured  banks,  Federal  savings  and  loan 
associations,  and  Federal  credit  unions.  The  legislation  would  re- 
arrange provisions  of  law  on  this  subject  in  a  more  logical  order, 
eliminate  obsolete  provisions,  correct  technical  defects,  and  make  a 
number  of  substantive  changes  designed  to  clarify  ana  improve  the 
operation  of  these  statutes. 

The  Board  of  Governors  is  thoroughly  in  accord  with  the  objec- 
tives of  this  legislation  and  believes  that  enactment  of  such  a  codifica- 
tion of  the  banking  laws  would  be  in  the  public  interest.  The  Board's 
adverse  comments  on  a  few  provisions  should  not  be  construed  as 
indicating  lack  of  general  approval. 

Most  of  the  changes  which  would  be  made  by  the  bill  in  the  Federal 
Reserve  Act  are  purely  technical  and  would  merely  serve  to  bring  that 
act  up  to  date  by  eliminating  deadwood  and  clarifying  ambiguous 
provisions.  Such  changes  are  clearly  desirable  and  require  no  special 
comment.  As  to  the  changes  of  substance  which  would  be  made  in 
Federal  Reserve  law,  it  may  save  time  to  review  briefly  those  which 
the  Board  endorses  or  to  which  it  has  no  objection,  and  then  direct 
attention  to  the  few  provisions  of  the  bill  which  the  Board  would 
oppose  or  with  respect  to  which  it  would  have  serious  question. 

PROVISIONS  ENDORSED  BY  THE  BOARD 

In  the  order  in  which  they  occur  in  title  II  of  the  bill  and  not  neces- 
sarily in  the  order  of  their  importance,  the  following  provisions  would 
make  substantial  changes  in  existing  law  which  meet  with  the  approval 
of  the  Board  or  to  which  the  Board  would  have  no  objection.  Most 
of  these  changes  are  in  accordance  with  recommendations  which  were 
made  by  the  Board  last  year  to  the  Senate  Banking  and  Currency 
Committee. 

Expenditures  for  Federal  Reserve  bank  branch  buildings  (sec.  4 
(c) ) :  The  present  statutory  dollar  limitation  on  the  aggregate  costs 
of  construction  for  Federal  Reserve  bank  branch  buildings  would  be 
eliminated. 

Franchise  tax  (sec.  7  (b)) :  A  new  provision  would  require  each 
Federal  Reserve  bank  to  pay  90  percent  of  its  annual  net  earnings  to 
the  United  States  as  a  franchise  tax.  This  would  have  the  effect  of 
restoring  the  franchise  tax  provision  which  was  repealed  in  1933 
when  the  Reserve  banks  were  required  to  subscribe  half  of  their  sur- 
plus to  the  capital  stock  of  the  Federal  Deposit  Insurance  Corpora- 
tion. The  proposed  specific  statutory  direction  for  the  transfer  of 
annual  net  earnings  to  the  Treasury  would  replace  the  somewhat  com- 
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■■;-.-ii.v  !--.=  iwkwml  procedure  under  which  the  Federal  Reserve- 
'*r**v.  izv*  L-H".  nils  paid  to  the  Treasury  approximately  90  per 
-.,..(■  .--•  -r.4  ir.:msil  aec  earnings. 

-  .,  ,-,.„  ...  -tftiibep=hip  on  Federal  Advisory  Council  (sec.  8  (a) )  : 
:-■■,,  u-.-i-'J  nike  :tnv  member  of  the  Federal  Advisory  Council 

.;  -...  -.;,.!  ^,.T^,i  i^Von^etmtire  terma  of  1  year  each,  ineligible  to  serve 
i£V""i*  a  rw.'wr  of  the  Council  until  after  an  intervening  period 
.7  ..(.r  ^  rii.in  ■;  vear=  ?uch  »  provision  for  rotation  in  the  mem- 
>--  p  of  rhe  Council  would  have  the  advantage  of  obtaining  broader 
-,,  -,-,.r  r.!r  .-,1  and  wider  experience  over  a  period  of  time. 

'Mvortv  vote  of  Board  members  (sees.  10  ib).  39  (1).  and  (42)  : 
•  main  provisions  of  present  law  require  designated  actions  of  the 
I  Ward  to  be  approved  bv  a  stated  number  of  Board  members.  For 
sample.  i«ermiUon  for*  the  carrying  of  reduced  reserves  by  mem- 
'■at  (.ink-  in  outlying  ^^ctions  of  reserve  and  central  reserve  cities  re- 
Miires  the  affirWtivf  voce  of  not  less  than  five  members  of  the  Board. 
Thew  and  similar  nroviswns  would  be  modified  by  the  bill  to  require 
hk-1.  action--:  to  be  taken  on  the  affirmative  rote  of  a  majority  of  the 
mem)*!?  of  the  Board  in  office  at  the  time  the  team  is  taken. 

Ii«-|«-nl  r,f  aiithoritr  for  business  loans:  The  proposed  revision  of 
Hie  Federal  Itej«rveA<*woa'^on"t  an'*  thereby  repeal  section  13b  of 
the  pn-M-nt  Federal  B&ern  Act  authorizing  the  Federal  Reserve 
1  >nnks  Id  -ike  working  cap***!  loans  to  industrial  or  commercial  busi- 
nesses Tl's  iachority  nas  not  been  utilized  extensively  in  recent 
years  '-ii  (1  :'n  -hit  event  it  is  believed  to  be  inconsistent  with  central 

lii'i  m  l  i"fihes»  pro™!009  has  heretofore  been  recommended  by  the 
It'ismi  l  Tbei"  re£**l  would  mean  that  the  Reserve  banks  would  re- 
I'iiv  If'  I'y  Trea='arT  approximately  ?57i-2  million  which  has  been 
iiii'id  h-  tie  Treasury  to  the  Reserve  banks  under  these  provisions. 

\'<  f'"-i«  of  directors  of  Federal  Reserve  banks  isec.  17  la))  :  X*n- 
»lcr'  t*'j*  •ill  n"  director  of  a  Federal  Reserve  bank  who  has  served 
.,  Iftjjci™  terms  of  3  years  each  would  be  eligible  to  serve  again  as 
~  (I'j-p-jt  antii  after  an  intervening  period  of  not  less  than  3  years, 
wiii  i  awdincation  of  the  rule  as  to  the  chairman  of  the  board  of 
Like  the  similar  provision  with  respect  to  members  of  the 
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I.  rhi: 


„Anm  and  wider  experience  on  the  boards  of  directors  of  the  Fed- 
^'jwarre  banks. 

gIriifaace  of  Federal  Reserve  directors  (sec.  17  (a)) :  Every  Fed- 
■  l»«erve  bank  director  would  be  required  to  be  a  resident  of  the 
^v*i*i  Reserve  district  served  by  his  Federal  Reserve  bank  or  to 
■^  within  iVi  miles  of  the  Reserve  bank. 

"■^iieral  Reserve  agents  (sec.  19):  The  bill  would  eliminate  the 
^at  unnecessary  requirement  that  Federal  Reserve  agents  and 
jtant  Federal  Reserve  agents  lie  ]>ersons  of  "tested  banking  ex- 
^eatt"  Other  provisions  would  make  it  clear  that  a  Federal 
^rve  agent,  could  delegate  ministerial  functions  to  his  assistants 
*""that.  an  assistant  Federal  Reserve  agent  could  act  in  the  place  of 
JTaijent  during  a  vucuucv  in  that  oflice  as  well  a^  during  the  absence 
pisaliililyorilie.ageiit.  ' 

Kop'n-t s  of  Slide  member  banks  (sec.  23  (b)):  A  new  provision 
^«1d  authorize  the  oblaining  of  special  reports  from  State  member 
wnks  and  thereby  enable  the  Hoard  to  call  for  relatively  simple  re- 
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ports  from  smaller  banks  and  more  detailed  reports  from  the  larger 
member  banks  engaged  in  a  variety  of  banking  operations. 

Stock  acquisitions  in  connection  with  absorptions  (sec.  23  (d)) : A 
new  provision  would  permit  a  State  member  Dank,  with  the  Board's 
approval,  to  purchase  and  hold  for  not  more  than  90  days  the  stock 
of  another  bank  as  a  step  in  connection  with  the  absorption  of  such 
other  bank.  Such  temporary  stock  acquisitions  would  sometimes  be 
convenient  as  a  step  in  the  absorption  process  and  the  requirement 
for  the  Board's  approval  would  serve  to  prevent  any  abuses  of  this 
exception  from  the  general  rule  against  the  acquisition  of  corporate 
stock  by  member  banks. 

Shareholders'  lists  and  disclosure  of  stock  ownership  (sec.  23) : 
New  provisions  would  require  each  State  member  bank  to  maintain 
a  list  of  its  stockholders  and  to  notify  the  Board  of  any  single  trans- 
action involving  the  transfer  of  10  percent  or  more  of  the  outstand- 
ing shares  of  the  bank. 

In  addition,  the  record  owner  of  any  such  stock  would  be  re- 
quired to  notify  the  Board  of  the  names  of  any  persons  having  a 
beneficial  or  equitable  interest  in  such  stock  in  excess  of  5  percent  of 
the  outstanding  shares  of  the  bank.  Although  this  requirement  for 
disclosure  of  equitable  ownership  might  be  burdensome  in  some  in- 
stances, the  Board  believes  that  the  proposed  provisions  have  merit. 

Investments  in  bank  premises  (sec.  23  (h)) :  Under  the  bill,  in- 
vestments in  bank  premises  by  a  State  member  bank  would  require 
the  Board's  approval  only  if  they  exceed  100  percent  of  the  bank's 
capital  stock  or  50  percent  of  the  bank's  capital  and  surplus,  which- 
ever may  be  greater.  Existing  law  requires  Board  approval  in  all 
cases  in  which  the  investment  would  exceed  100  percent  of  the  capital 
stock. 

Audits  of  State  member  banks  (sec.  24  (c) ) :  A  new  provision  would 
authorize  the  Board,  whenever  it  deems  it  necessary,  to  require  an 
independent  audit  to  be  made  of  a  State  member  bank. 

Confidentiality  of  examination  reports  (sec.  24  (f)):  Reports  of 
examinations  of  State  member  banks  and  related  correspondence 
would  be  made  privileged  against  disclosure  without  the  Board's  con- 
sent, except  to  committees  of  Congress  upon  request. 

Loans  to  executive  officers  (sec.  28  (e)) :  Present  law  prohibiting 
loans  by  member  banks  to  their  executive  officers  includes  an  exemption 
with  respect  to  loans  not  exceeding  $2,500.  This  exception  would  be 
liberalized  by  increasing  the  dollar  limitation  to  $5,000.  In  addition, 
a  requirement  that  executive  officers  make  reports  of  their  borrowings 
from  other  banks  would  be  modified  to  make  such  reports  unnecessary 
where  the  indebtedness  does  not  exceed  $15,000,  in  the  case  of  home 
mortgage  loans,  or  $5,000  in  the  case  of  all  other  extensions  of  credit. 

Reserves  of  holding  company  affiliates  (sec.  33  (b) ) :  Under  present 
law  a  holding  company  affiliate  is  required  to  maintain  certain  re- 
serves of  readily  marketable  assets,  and  this  requirement  has  been 
interpreted  as  meaning  that  each  of  several  holding  company  affiliates 
of  the  same  member  banks  must  maintain  the  statutory  reserve. 

The  bill  would  make  it  possible,  where  such  a  multiple  holding  com- 
pany situation  exists,  for  only  one  of  the  holding  company  affiliates  to 
carry  the  required  reserve,  provided  it  is  designated  for  that  purpose 
by  the  Board,  and  provided  that  the  designated  company  directly  or 
indirectly  owns  or  controls  the  stock  of  the  affiliated  banks. 
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ecount  (sec.  88  (h) ) :  The  bill  would  require  the 
counts  audited  annually  by  a  firm  of  certified 
id  reports  of  such  audits  would  be  required  to  be 
ting  and  Currency  Committees  of  Congress. 
s  (sec.  38  (i)) :  It  would  be  made  a  criminal 
yee  of  the  Board  or  any  Federal  Reserve  bank  to 
a  member  bank  within  2  years  after  terminating 
the  Board  or  the  Reserve  bank,  except  with  the 
Tiile  the  Board  doubts  that  such  a  conflict-of-in- 
lecessary,  it  would  not  object  to  the  provision 

2Ct. 

tional  banks :  Present  provisions  of  the  Federal 

0  trust  powers  of  national  banks  would  be  trans- 

1  Bank  Act  as  revised  in  title  I  of  the  bill  and 
lg  such  powers  and  regulation  thereof  would 
ptroller  of  the  Currency  instead  of  the  Board, 
ire  under  the  supervision  of  the  Comptroller,  the 
»  objection  to  this  proposal. 

Reserve  banks  (sec.  39  (m))  :  The  Board  would 
11  to  take  measures  to  insure  that  examinations 
e  banks  meet  the  highest  standard  of  commercial 
would  be  authorized  to  arrange  for  review  by 
itants  of  the  adequacy  of  the  procedures  and  tech- 
e  examination  of  the  Reserve  banks.  Copies  of 
inations  of  the  Reserve  banks,  including  each 
/stem  open  market  account,  would  be  required  to 
>tly  to  the  Banking  and  Currency  Committees 

tes  (sec.  43) :  Present  provisions  of  law  relating 
sderal  Reserve  notes,  which  have  become  anti- 

nnd  in  many  respects  are  ambiguous,  would  be 

for  purposes  of  simplification  and  clarification, 
lake  no  substantial  change  with  respect  to  Fed- 
ilthough  existing  provisions  regarding  the  re- 
tes  would  be  eliminated  as  obsolete.  Redemp- 
il  sense  in  gold  or  gold  certificates  is  no  longer 
iy  event  Federal  Reserve  notes,  like  other  types 
n  legal  tender  for  all  purposes  since  1933. 

branches  of  national  banks  (sec.  44  (f)) :  The 
i powered  by  regulation  to  authorize  foreign 
banks  to  exercise  such  further  powers  as  might 
i  with  the  transaction  of  the  banking  business  in 

in  which  they  operate.    This  authority  is  in- 
ign  branches  of  national  banks  to  operate  more 
sign  countries  in  which  they  do  business, 
lidations:  Title  III  of  the  bill,  relating  to  in- 

in  section  23  new  provisions  which  would  make 
>ank  mergers  or  consolidations  to  be  approved 
■propriate  bank  supervisory  agency.  Thus,  the 
aid  be  necessary  in  connection  with  any  merger 
ie  acquiring  or  resulting  institution  would  be  a 

The  Board  would  be  required  in  such  a  case  to 
ie  usual  banking  factors  stated  in  the  Federal 
ct,  but  also  whether  the  effect  of  the  proposed 
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transaction  might  be  to  lessen  competition  unduly  or  to  tend  unduly 
to  create  a  monopoly. 

On  the  question  of  competition,  the  Board  would  be  required  to 
consult  the  Comptroller  of  the  Currency  and  the  Federal  Deposit 
Insurance  Corporation  and  would  be  authorized  to  request  the  At- 
torney General's  opinion  with  respect  to  that  question. 

The  Board  believes  that  these  provisions  would  fill  a  gap  in  the 
present  law.  They  would  insure  consideration  by  the  Federal  bank 
supervisory  agencies,  on  a  substantially  uniform  basis,  of  the  impact 
of  bank  mergers  upon  competition  in  the  banking  field.  A  separate 
bill  along  the  lines  of  these  provisions  of  section  23  of  title  III  of  the 
pending  Dill  was  passed  by  the  Senate  last  year  and  was  endorsed  by 
the  Board,  as  well  as  by  the  other  Federal  bank  supervisory  agencies. 

PROVISIONS  OF  TITLE  D  QUESTIONED  BY  THE  BOARD 

Now,  there  are  two  provisions  in  title  II  of  the  bill,  Mr.  Chairman, 
which,  while  not  of  the  greatest  importance,  would  make  changes  in 
present  law  which  in  the  Board's  opinion  would  not  be  desirable. 

Removal  of  officers  and  directors  (sec.  29) :  Provisions  for  the  re- 
moval of  directors  and  officers  of  member  banks,  which  are  now  con- 
tained in  section  30  of  the  Banking  Act  of  1933,  would  be  repeated 
in  substance  in  section  29  of  title  II  of  the  bill  as  far  as  State  member 
banks  are  concerned.  Certain  changes  would  be  made  in  these  pro- 
visions as  to  which  the  Board  would  have  no  objection. 

The  Board  would,  however,  object  to  one  of  the  proposed  changes. 
Under  the  Administrative  Procedure  Act,  agency  action  may  be  set 
aside  on  judicial  review  if  the  reviewing  court  finds  that  such  action 
was  "unsupported  by  substantial  evidence."  Despite  this  provision, 
the  bill  would  include  a  statement  that  any  hearing  held  in  connection 
with  the  removal  of  a  director  or  officer  of  a  State  member  bank  shall 
be  held  in  accordance  with  the  provisions  of  the  Administrative  Pro- 
cedure Act  and  be  subject  to  review  as  therein  provided,  except  that 
the  review  by  the  court  shall  be  upon  the  "weight  of  the  evidence." 

The  Board  sees  no  sound  reason  for  this  departure  from  the  general 
rule  laid  down  in  the  Administrative  Procedure  Act  and  the  Board 
questions  whether  its  is  desirable  to  single  out  the  type  of  action  here 
involved  as  an  exception  from  the  "substantial  evidence"  rule  uni- 
formly applied  in  the  case  of  all  other  agency  actions. 

Application  of  the  "weight  of  the  evidence"  rule  would,  of  course, 
mean  that  the  decision  of  an  expert  administrative  agency  in  proceed- 
ings for  the  removal  of  a  bank  director  or  officer  could  be  upset  by  a 
reviewing  court  even  though  that  decision  was  clearly  supported  by 
substantial  evidence. 

Use  of  reserves  of  holding  company  affiliates  {title  II,  sec.  33)  : 
Mention  has  already  been  made  of  one  change  which  would  be  made 
by  the  bill  with  respect  to  the  reserve  of  readily  marketable  assets 
required  by  present  law  to  be  maintained  by  holding  company  affili- 
ates. Another  proposed  change  in  this  respect  would  be  to  permit  a 
holding-company  affiliate  to  use  such  reserve  for  additions  to  capital 
of  affiliated  banks  as  well  as  for  the  replacement  of  capital  in  such 
banks.  This  reserve  was  originally  intended  to  enable  a  holding 
company  affiliate  to  come  to  the  aid  of  its  subsidiary  banks  in  times 
of  stress  or  emergency.    The  Board  questions  whether  the  proposed 
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i.iMiuii't.itu.  11:  :i.i»  provision  to  permit  the  reserve  to  be  used  for 
until  mull:  mi:;-  would  he  consistent  with  the  purposes  of  the  law. 
•11. .t  .  i:  i-itt  iisni  :n  norma]  times  for  such  purposes,  it  micht  well 
i* ■•Miii  iii-iih-ifi.  stud  not  be  available  when  it  would  be  needed  in 
mill-nil  .  i:'.'iiii]s;!iin-e>  m  order  to  maintain  the  sound  condition  of 
iin  iwjiiliit£  .Mii.juiiiV  ufiilmteV  subsidiary  bunks, 

"II."  IM.'\-    OF   TTTLE   1    yTTSTlOITED   BT  THE  BOABD 

ti.*,.  .:  ::.:  pivvtaiuii*  uf  i.lu=-  bill  outside  of  title  II  have  no  direct 
:!•:■.'.  ii. i. £.  Tin  Federal  lieaerve  !»ysifiu,.  Title  I  of  the  bill,  however, 
■vsi.:. iij  :.  ■..:.;  !.i'.i:il  IwuKn.  includes  mo  provisions  which  «*  of  «m- 
1.-1   :.  -.:•:  ivm:-ii  Ins-mi*'  id  Uicir  ]atasible  effect  upon  the  soundness 

."-. ;.:  .it  iLii.:i£    Under  i-ivst-nt  law  cumulative  votiiur  in  elec- 

i.i..-  ..:  ..  tv.:.<:>  .-f  iiuti.mi.1  :«ii:kf  is  mandatory,  and  this  ha?  been 
'.v  -J.*  >....>i'  .:Vv"\  I'niiiiiisijTr  ViAUu:  if  baited  on  the  principle  of 
■.*.  -..   .:  .-.j;  ...tr  iv.^vsriiTnTjiU.  i***  minority  shareholders  on  a  corpora- 

\\  .  .'■.  iV  . .  '   .■■  :  :*■  1  ,'f  Titf  ':■."  wnulc  iieniiit  cumulative  voting 

,i         .'A'.  ..;\.   :.\-.         :-e  :.*'.•■.*..*'.  back's  ankles  of  association. 

1    ;•  S.v-.\.  :-.«;■.-  . :  -;  :  v  y£  ■-■.  v'tr  .f  .u=.*^lat:T*  Toting  is  sound  and 

.;■.-.  .■  -  «:.s ■."-!■.   ."f  '.isv&^mv.  ."::i".jt  »'ito£  :<e  made  unless  Con- 

^:.\--    -  -*.  -:■....  :■  *.:  . .;;.  „\*".  v-  v-.c  .-.^  ;.*s  pr>>in;«3  undesirable  re- 

..  :-  -,•  i  a.*:    .-  .*•  .«..:»*jl  -.;*  „«-vV.i*  ™ss»e  of  civing  proper 

S. ■,.-.■  -. ■  v  ...  -.y;  :-  ,>i  :  :*■  *:*.•.  .ts  of  v.,vri« Tati'tr: ■: i  a  raiioaal  bank 
Hi'  «u'U-:;..  t.I  '.■>  i  ■:  *>«  :y  of  ".■■rf  iw:_k"*  -harehoiaeES.  h  ii  obvious 
'■.  u  I'm-  i ■:...-.  .  .  -."'iv:  .'t  ;■.*  ■.■:'.■;.•■."* r-i  '.hang*  would  :*  ~-r- r*:ta^r.»w 
i1'  .  „  ...-1  ..'*,■  «..■:  ■  i.'  '  ?'«.*.■*.>:.-  of  j.aiiujiaj  bank  c;r*«.:ors.  AJ- 
is.iii^'s  !■:■■!■■  -..■■.«  '.-f  '.•■'.•  .-:.i:.ye  have  i/*;j tended  iLa:  .-^i^itive 
i.iui-.u  '- i-  -  *»"  '■'  ■**  tw  vV-iatioii";  in  wbi'-Ji  jnJnoritT  fj.  ire  holders 
i.  ii,-  Ikv:-.  i'-'v  '..■  t.luv  a.';  un*l -,iiabb;  individual  on  the  i-a?:  ->f  di- 
i.vini-  •■!  i  ■  ii  ••'ii  bunk,  the  Hoard  doubts  whether  ar*i=ts  of  this 
i,'.li,1  b  it.'  !>>■.":  ■■>  irreat  a1;  to  justify  abandoiimeni  of  tj.*  basicallv 
..mid  [iiin.  "p!v  i.f  t-umuJaitiy**  v«>iitij.'.  It  -hould  be  \*sn.-c  :r_  mir.d  ir. 
[|i<  .i.timiiii.ri  that  minority  cJix-ied  dip-f-tor-  often  car.  simulate 
lilbi-r  iliivrtoit  to  gitttiit<i'  activity  in  behalf  of  a  bank  ar.d.  farther- 
I... in-,  i  but  if  a  minority  e|i*-ted  dinx-tor  '■Imuld  eneace  :r.  tir.Atuiid 
H  mil  n-j-.  In-  would  Ih-  Mibji-'-i  lo  I'l-iiiovul  under  the  law. 
I  ii-bt  limit  of  iiational  banks:   S-Miori  IS"  of  title  I  would  increase 

ili>-  niii^i n  liinit  of  iiatjoiml  bunk's  total  indebtedness  from  1<» 

|.<ir.-nl  of  lis  cupilal  >-lj»-k  to  J'rfl  jn-nent  of  its:  capital  Stock  and 
milium  'I'lm  corihidt-mbltf  expansion  in  the  bon-owinp  ability  of 
iiiiliiniti!  bunks  would,  in  I  lift  Hoiud's  opinion,  bt>,  unnecessary  and  un- 
ilt'siiiible.  Allhoiiffh  bank  borrowiii(fH  tuny  occasionally  be  "necessary 
in  llinitiil  tiiMinitilM  mid  fur  limited  periods  in  nrrler  to  avoid  liqitiila*- 
limi  of  libels  lliiil  niif/lil  dllicrwisi^  In!  ncii'SMirv,  it  is  a  practice  that 
hould  riot  be  etiiminip-d  beeiui^)  it  IcihIh  to  "dilute  the  cushion  of 
inoti'ilioii  wliich  ihiifl'iiided  di-jiosilois  by  u  Imnk'n  capital  and  surplus. 
iMiliirp-iMi'iil  of  I lut  boriowiriff  limits  ns  here  proposed  might  well 
enroll  ni(.ii  nut  if  inn  I  I  in  ii  kh  lo  I  kiIi  I  siiinlliT  iiiiioiiiitx  of  liquid  assets  and 
to  rely  unduly  upon  boniiwiii'/s  for  iiiifwary  adjustments.  In  the 
lii-H'oriiiieiuerjp'iicy  nt|uiriiu{ isitul  lairniwiiig,  the  discount  facili- 
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ties  of  the  Reserve  banks  are  readily  available.  To  encourage  the 
ability  of  national  banks  to  borrow  outside  the  Reserve  banks  would 
tend  to  diminish  the  restraining  influence  that  the  Reserve  banks  are 
directed  by  law  to  exert  upon  borrowing  member  banks  which  may  be 
making  undue  use  of  credit  for  speculative  purposes. 

ADDITIONAL  PROVISIONS  RECOMMENDED  BT  THE  BOARD 

Before  concluding  this  statement,  the  Board  would  like  to  bring 
to  the  attention  of  the  committee  certain  proposed  changes  in  the 
-  Federal  Reserve  law  which  are  not  included  in  the  pending  bills  but 
which,  in  the  Board's  opinion,  should  appropriately  be  incorporated 
in  this  legislation. 

Repurchase  agreements :  For  many  years  the  Federal  Reserve  banks 
in  connection  with  their  open  market  operations  have  utilized  repur- 
chase agreements  as  a  convenient  and  flexible  means  of  helping  to 
smooth  out  temporary  irregularities  in  the  money  market.  These 
agreements  are  in  the  form  of  a  purchase  and  sale  and  they  are  used 
only  to  implement  open  market  operations  pursuant  to  regulations  of 
the  Federal  Open  Market  Committee. 

However,  such  transactions  admittedly  have  some  of  the  attributes 
of  a  loan  and  present  law  contains  no  specific  reference  to  these  trans- 
actions. Accordingly,  the  Board  believes  that  a  clarifying  amend- 
ment which  would  specifically  authorize  such  repurchase  agreements 
by  the  Federal  Reserve  banks  would  be  desirable. 

Fiscal  agency  operations  by  the  Federal  Reserve  banks:  Under 
various  provisions  of  present  law,  the  Federal  Reserve  banks  are  au- 
thorized or  directed  to  act  as  fiscal  agents  of  the  United  States  and 
of  a  number  of  departments  and  agencies  of  the  Federal  Government. 

The  activities  of  the  Reserve  banks  as  such  fiscal  agents  have  in- 
creased tremendously  in  recent  years.  An  equivalent  of  more  than 
3,100  of  the  approximately  18,600  employees  of  the  Federal  Reserve 
banks  are  now  engaged  full  time  in  fiscal  agency  operations  on  behalf 
of  more  than  25  governmental  agencies  in  some  50  different  capacities. 
It  has  become  increasingly  evident  that,  in  addition  to  the  general  au- 
thority of  the  Board  to  supervise  the  Reserve  banks,  the  law  should 
contain  some  more  specific  authority  for  the  overall  coordination  of 
the  fiscal  agency  operations  of  the  Reserve  banks.  In  five  instances 
such  authority  now  exists;  and  it  would  be  helpful  if  it  existed  in  all 
cases  so  as  to  make  certain  that  the  many  activities  which  the  Reserve 
banks  are  required  to  perform  on  belialf  of  Government  departments 
and  agencies  do  not  become  inconsistent  with  the  overall  purposes  of 
the  Reserve  banks  or  unduly  burdensome. 

The  Board,  therefore,  recommends  that  this  legislation  include  at 
an  appropriate  place  a  provision  making  all  fiscal  agency  operations 
of  the  Reserve  banks  specifically  subject  to  supervision  and  regulation 
by  the  Board. 

Payment  of  interest  on  deposits :  Since  1933,  the  law  has  prohibited 
member  banks  from  paying  interest  on  demand  deposits,  directly  or 
indirectly,  by  any  device  whatsoever,  and  has  required  the  Board  of 
Governors  to  fix  maximum  rates  of  interest  which  may  be  paid  by 
member  banks  on  time  and  savings  deposits. 

Similar  provisions  are  contained  in  the  Federal  Deposit  Insurance 
Act  with  respect  to  payment  of  interest  on  deposits  by  nonmember 
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insured  banks.  For  many  years,  the  matter  of  determining  whether 
particular  practices  involve  a  payment  of  interest  on  deposits  has  pre- 
sented substantial  and  almost  impossible  administrative  problems. 

Questions  arise,  for  example,  as  to  whether  the  furnishing  of  free 
parking  facilities,  special  printing  of  checks,  lower  rates  of  interest 
on  loans  to  depositors,  and  numerous  other  practices  constitute  indi- 
rect payments  of  interest  under  the  broad  language  of  the  statute. 
In  order  to  make  the  law  more  workable,  the  Board  recommends  that 
the  words  "directly  or  indirectly,  by  any  device  whatsoever"  be  de- 
leted from  the  statute  and  that  the  words  "payment  of  interest"  be 
expressly  defined  as  including  only  cash  payments  made,  or  credits 
given,  by  a  bank  for  the  account  or  benefit  of  a  depositor. 

In  the  Board's  opinion  such  a  change  would  carry  out  the  basic  pur- 
poses of  the  statute  and  at  the  same  time  make  posible  a  more  prac- 
tical administration  of  the  law. 

In  this  connection  the  Board  also  recommends  that  the  law  be 
clarified  so  as  to  make  the  same  rules  as  to  what  constitutes  a  payment 
of  interest  on  deposits  apply  to  member  banks  and  nonmember  insured 
banks  alike.  Obviously  this  was  the  intent  of  Congress  when  the  law 
was  originally  enacted.  However,  in  the  application  of  the  statute,  the 
Board  has  ruled  that  absorption  of  exchange  charges  by  member  banks 
is  a  payment  of  interest,  wnereas  the  Federal  Deposit  Insurance  Cor- 
poration has  taken  the  opposite  position  with  respect  to  nonmember 
insured  banks. 

As  a  result,  member  banks  in  some  sections  of  the  country  have  been 

{ilaced  at  a  serious  competitive  disadvantage  with  respect  to  nonmera- 
ier  banks,  and  the  check  collection  process  has  been  slowed  up  by  the 
unnecessary  circuitous  routing  of  checks  drawn  on  nonpar  banks. 
If  the  law  should  be  amended  as  previously  suggested  by  the  Board 
to  define  interest  as  including  only  cash  payments  or  credits,  it  is  be- 
lieved that  absorption  of  exchange  would  come  within  that  definition. 
However,  if  the  law  should  not  be  amended  to  include  such  a  defini- 
tion, the  Board  believes  that  the  law  should  be  amended  either  by  in- 
cluding an  explicit  statement  regarding  absorption  of  exchange 
charges  by  both  member  and  nonmember  banks,  or,  in  the  alternative, 
by  authorizing  either  the  Board  or  the  FDIC  to  define  a  "payment  of 
interest"  for  Both  classes  of  banks. 

It  should  be  emphasized  that  this  recommendation  is  made  only  for 
the  purpose  of  removing  existing  inequities  which  have  arisen  in  this 
field  and  not  for  the  purpose  of  forcing  "par  clearance"  upon  banks 
that  now  charge  exchange.  The  Board's  proposal  relates  not  to  the 
making  of  exchange  charges  but  to  the  absorption  of  such  charges  as  a 
device  for  paying  interest  on  deposits.  The  purpose  is  simply  to  make 
the  same  rules  applicable  to  all  insured  banks  and  to  preclude  situa- 
tions in  which  nonmember  insured  banks  are  permitted  to  absorb  ex- 
change while  competing  State  and  national  member  banks  are  not 
allowed  to  do  so. 

With  respect  to  this  matter,  the  report  of  the  Senate  Banking  and 
Currency  Committee  recognized  that  the  law  should  apply  uniformly 
to  both  classes  of  banks,  but  stated  that  the  Board  ana  the  FDIC 
should  resolve  the  question  by  developing  uniform  regulations  for  both 
member  and  nonmember  insured  banks.  However,  all  efforts  for  such 
uniform  regulations,  over  a  period  of  many  years,  have  proved  fruit- 
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less.   In  the  Board's  opinion,  the  problem  is  one  which  can  be  resolved 
only  by  specific  legislation. 

CONCLUSION 

In  view  of  the  length  of  this  statement,  it  may  be  appropriate  in 
conclusion  to  say  again  that  the  Board  endorses  the  general  objectives 
of  the  pending  legislation.  With  the  few  exceptions  that  have  been 
indicated,  the  Board  approves  the  provisions  of  the  bill  insofar  as 
they  affect  the  Federal  Reserve  System.  Enactment  of  such  a  codifica- 
tion of  Federal  statutes  relating  to  financial  institutions  is  long  over- 
due and  the  Board  hopes  that  it  will  be  approved. 

Sow,  Mr.  Chairman,  I  would  like  to  indicate  that  Governor  Rob- 
ertson, who  is  with  me,  is  working  on  Operation  Alert,  and  he  handled 
this  subject  on  behalf  of  the  Board  in  the  Senate  Banking  and  Cur- 
rency Committee,  and  I  would  urge  that  as  many  as  possible  have 
an  opportunity  to  question  him  this  morning  because  he  will  have  to 
leave  after  this  morning. 

The  Chairman.  I  trust  the  committee  will  ask  questions  with  refer- 
ence to  the  bills  before  us,  and  Chairman  Martin  and  Governor  Rob- 
ertson will  be  able  to  come  back  and  answer  questions  as  to  policy  and 
other  matters  tomorrow  or  the  next  day. 

Mr.  Martin.  Yes,  sir ;  I  will  be  available  whenever  you  want  me. 

The  Chairman.  What  is  the  purpose  of  the  provision  that  a  State 
member  bank  may  purchase  stock  in  other  banks  in  contemplation  of 
merger  or  absorption?    Wouldn't  that  make  mergers  a  little  easier? 

Governor  Robertson.  May  I  answer  that,  Mr.  Chairman  I 

This  is  a  very  insignificant  portion  of  the  bill,  and  we  really  don't 
urge  it  one  way  or  the  other.  It  comes  up  because  of  a  situation  in 
California,  for  example,  where  this  procedure  has  been  used  in  the 
past. 

If  it  is  used,  we  say  that  the  acquiring  bank  should  have  to  get  the 
consent  of  the  Board  before  it  enters  into  an  agreement  to  purchase 
the  stock,  but  if  this  is  merely  incidental  to  it,  we  see  no  reason  to 
stand  in  the  way  of  using  this  device.  But  it  is  not  important.  It 
is  a  very  limited  sort  of  proposition,  and  we  wouldn't  urge  it  or 
oppose  it. 

The  Chairman.  Is  it  the  policy  of  the  Federal  Reserve  System  to 
make  mergers  easier  or  to  make  the  laws  more  restrictive? 

Governor  Robertson.  I  would  not  say  the  policy  of  the  Board  is  to 
make  mergers  easier  or  more  liberal.  But  1  think  the  policy  of  the 
Board  is  to  see  that,  mergers,  to  the  extent  that  they  are  entered  into, 
are  in  the  public  interest;  neither  more  liberal  nor  more  restrictive. 
We  think  we  should  act  upon  them  in  the  light  of  the  public  interest 
in  the  particular  circumstances. 

The  Chairman.  Could  you  furnish  us  some  statistics  as  to  the 
mergers  which  have  been  effected  in  the  last  5  years  ? 

Governor  Robertson.  I  am  sure  we  could.  I  don't  have  them  with 
me.  But  we  have  submitted  those  same  figures  in  connection  with 
other  hearings,  and  I  am  sure  we  could  get  them. 

The  Chairman.  Whether  or  not  they  have  increased  or  diminished 
in  the  past  5  years. 

Governor  Robertson.  I  am  sure  we  can  do  that. 
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(The  data  requested  above  is  as  follows :) 

Bank  consolidations,  mergers,  and  absorptions,  1952-56 


Year 

Number    of    banks    and 
branches  In  the  United 
Slates  as  or  end  of  yean 
19S1-56.  Inclusive ' 

Reduction  in 
ntimbfj  of  bank! 
in  the  United 
States  due  to 
consolidation*, 

Banks 

Branchea 

1051 

14,618 
14.57S 

14,387 
14.243 
14.167 

6.J24 
8.8B7 

7!  723 

1SS2 

100 
116 

En 

n  Alaska  which  benami 


ot  the  Ki.'ik-nil  K'Servf,  Systcici  {lalilc  N 


orlcs  and  possession.1!  e*cept,  beginning  with 
le  Federal  Reserve  System  on  that  date.  Also 
provided  at  military  and  other  Government 

1  a  ii  cniiol  reports  of  Board  of  Qo  vernora 


The  Chairman.  We  will  call  the  committee  under  the  5-minute 
rule. 

Dr.  Talle,  do  you  have  any  questions ! 

Mr.  Talle.  Yes,  sir,  Mr.  Chairman. 

Chairman  Martin,  it  is  always  a  pleasure  to  have  you  as  a  witness, 
and  I  want  to  say  the  same  for  all  members  of  your  Board. 

Mr.  Martin.  Thank  you,  sir. 

Mr.  Talle.  You  have  made  an  excellent  statement,  a  concise  state- 
ment, of  the  position  of  the  Board  on  the  various  proposals  contained 
in  the  Financial  Institutions  Act. 

I  should  like  to  refer  to  what  you  say  in  your  statement,  on  page 
17  and  also  18. 

I  am  particularly  interested  in  the  comments  you  make  beginning 
at  the  top  of  page  17  and  continuing  to  page  18,  with  reference  to 
absorption  of  exchange  by  banks. 

There  appears  to  be  a  conflict  of  opinion,  because,  as  pointed  out, 
the  Federal  Reserve  takes  the  position  that  absorption  of  exchange 
is  in  effect  a  payment  of  interest  to  deposits,  and  tDIC  holds  a  con- 
trary view;  and  I  agree,  Mr.  Martin,  that  that  is  something  that 
should  be  clarified  by  law. 

Xow,  may  1  refer  to  experience  on  this  point,  in  my  own  area. 

Mv  district  borders  on  Minnesota  to  the  north. 

All  banks  in  Iowa,  whether  they  are  members  or  nonmembers  of 
the  System,  clear  checks  at  par,  and  do  not  make  exchange  charges. 

At  the  end  of  last  year  we  had  G67  banks  in  the  State  of  Iowa. 

In  Minnesota  there  were  681  banks,  and  of  these,  approximately 
60  percent  or  403  banks  were  not  on  the  par  list.  We  have  both 
small  and  large  banks  in  Iowa,  just  as  there  are  small  and  large 
banks  in  Minnesota.  If  the  banks  in  Iowa  can  operate  on  a  par 
system  of  check  clearance,  the  question  may  be  raised  as  to  why  they 
cannot  lie  managed  in  the  same  way  in  Minnesota. 

When  one  looks  at  the  figures  nationally,  one  finds  that  11,815  of 
the  13,569  banks  clear  checks  on  a  par  basis.  That  is  more  than  87 
percent  of  all  the  banks  operating  in  the  country. 
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Now,  over  the  years  I  have  had  complaints  from  some  member 
banks,  that  since  they  are  not  permitted  to  absorb  exchange,  they 
face  competition  from  banks  in  neighboring  communities,  where  the 
banks  do  absorb  exchange  as  an  inducement  to  attract  deposit 
accounts. 

I  think  it  might  be  of  interest,  for  the  record,  if,  Mr.  Martin,  you 
would  supply  an  actual  illustration  of  the  collection  charge  made  by 
a  bank,  in  a  transaction  in  which  the  bank  does  not  clear  checks  at 
par. 

Mr.  Martin.  I  will  ask  Governor  Robertson. 

Governor  Robertson.  By  actual  illustration,  I  assume  you  mean 
a  hypothetical  one. 

Mr.  Talle.  Yes,  sir;  I  should  have  said  a  hypothetical  one,  but  nev- 
ertheless realistic. 

Governor  Robertson.  Yes,  sir. 

To  show  you  exactly  how  it  would  work,  a  given  bank  will  solicit 
deposits  from  other  institutions,  whether  they  are  banks  or  other- 
wise, and  agree  on  condition  that  they  will  maintain  adequate  de- 
posits with  it,  to  absorb  the  exchange  on  all  checks  which  they  send 
through  for  collection,  drawn  against  banks  on  the  nonpar  list. 

That  would  mean  that  the  bank,  then,  of  collection  would  receive 
from  the  nonpar  banks  less  than  100  cents  on  the  dollar,  and  it  would 
absorb  the  difference.  It  would  credit  the  depositor,  however,  with 
the  full  100  cents  on  the  dollar.  Therefore,  it  would  be  paying  some- 
thing to  the  depositor  for  whom  it  was  collecting  checks,  in  considera- 
tion for  the  amount  of  his  deposit  held  in  that  bank. 

That  means  that  financial  institutions  and  others  will  send  checks 
drawn  on  nonpar  banks  to  a  distant  bank  in  order  to  get  that  bank  to 
absorb  the  exchange  so  that  they  can  get  the  full  100  cents  on  the 
dollar,  which  they  could  not  get  if  they  sent  it  through  an  institution 
which  did  not  absorb  the  exchange. 

Therefore,  the  insured  State  bank,  which  is  not  a  member  of  the 
Federal  Reserve  System,  is  in  a  favored  position  over  the  member 
bank,  because  it  can  absorb  exchange  without  it  being  regarded  as  a 
payment  of  interest,  whereas,  a  member  bank  cannot. 

Mr.  Talije.  My  time  has  expired,  Mr.  Robertson,  I  wish  I  had 
more  time,  in  order  to  summarize  our  discussion  in  mv  own  words,  so 
as  to  be  sure  that  what  I  understand  the  situation  to  be  is  that  which 
you  understand  it  to  be  also. 

Thank  you. 

The  Chairman.  Mr.  Brown. 

Mr.  Brown.  I  notice,  Mr.  Martin,  on  page  17  of  your  statement, 
you  say  it  should  be  emphasized  that  this  recommendation  is  made 
only  for  the  purpose  of  removing  existing  inequities  which  have 
arisen  in  this  field  and  not  for  the  purpose  of  forcing  par  clearance 
upon  banks  that  now  charge  exchange. 

Yon  are  suggesting  doing  away  with  the  charging  of  exchange;  are 
you  not  ? 

Mr.  Martin.  Mr.  Robertson  will  answer  that. 

Governor  Robertson.  I  don't  think  so.  I  think  par  clearance,  as 
such,  is  coming  about,  and  nonpar  clearance  in  a  few  years  will  be 
abandoned  completely  because  it  is  contrary  to  the  public  interest. 
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But  this  particular  provision  would  not  prohibit  the  drawee  bank 
from  charging  exchange  if  it  otherwise  could.  All  it  will  do  will 
prohibit  the  collecting  Dank  from  absorbing  exchange. 

Mr.  Brown.  The  sum  and  substance  of  what  you  say  here  is  that  a 
bank -cannot  charge  exchange ! 

Governor  Robertson.  No,  it  does  not.  It  means  that  the  bank  can 
charge  exchange,  but  a  collecting  bank  can't  absorb  it.  It  must  remit 
exactly  what  it  gets. 

The  Chairman.  Mr.Kilburn. 

Mr.  Kilbukn.  Mr.  Martin,  it  is  always  a  pleasure  to  have  you  and 
Governor  Eobertson  before  our  committee. 

I  can't  quite  understand,  on  page  12,  why  your  Board  is  for  cumu- 
lative voting  of  national  banks.  Every  time  I  have  ever  seen  it 
operate,  because  some  foul  ball  wants  to  force  himself  upon  a  board, 
then  he  goes  out  and  talks  about  the  bank,  against  the  bank's  interest. 

On  the  other  hnnd;  I  can't  imagine  any  bank,  where  some  depositor 
has  10  percent,  and  if  he  be  a  good  member  of  the  board,  why,  they 
would  be  delighted  to  have  him  come  on. 

Yet,  this  provision,  this  mandatory  provision,  makes  it  possible 
for  somebody  who  in  the  past  has  been  turned  down  for  loans  at  the 
bank  or  something  and  through  inheritance  gets  10  percent,  to  force 
himself  on  the  board  and  go  in  and  hurt  that  bank,  and  why  you 
make  it  mandatory,  I  can't  understand.  I  can  understand  where  the 
bank  wants  it,  sure. 

Mr.  Martin.  It  is  a  mutter  of  principles.  I  will  ask  Governor 
Eobertson  to  comment  on  it  in  a  minute,  but  I  think  the  foul  ball  that 
you  refer  to  is  one  of  our  problems  in  a  democracy.  If  he  is  really  a 
■foul  bull,  he  ought  to  be  removed  by  a  section  30  proceeding,  from  the 
hoard  of  directors,  us  being  unsound  and  not  contributing  to  the  wel- 
fare of  the  bank. 

Now,  generally  speaking,  we  haven't  taken  any  firm  position  on  this 
because  (here  are  t«  o  sides  to  it. 

I  know  a  good  many  instances  where  I  think  minority  stockholders 
have  not  performed  as  they  should,  but  on  the  broad  basic  principles 
of  cumulative  voting,  I  think  the  Board  stands  squarely  behind  the 
view  that,  by  and  large,  the  advantages  are  greater  than  the  disad- 
vniigpfl. 

Now  I  will  ask  Governor  Eobertson  to  comment  more  at  length 
on  that. 

Governor  Eohf.htsox.  I  would  say,  Mr.  Congressman,  that  there  are 
instances,  no  doubt,  in  which  an  unworthy  individual  has  gotten  him- 
sel  f  placed  on  a  hoard  of  directors  or  has  misused  information  in  some 
way  or  other,  and  that  is  unfortunate. 

But  1  have  probably  seen  more  boards  of  directors  than  most 
people.  T  have  lieen  in  bank  supervisor;"  work  for  25  years,  and  I 
have  met  with  many  many  directors.  I  have  seen  many  instances 
in  which  a  board  of  directors  has  lieen  spurred  to  much  greater  ac- 
tion by  someone  who  comes  on  who  wasn't  wanted  by  the  little  group 
that  wa<  in  control,  who  owned  the  majority  of  the  stock. 

It  seems  to  me  that  as  a  matter  of  principles,  it  is  very  desirable, 
as  evidenced  by  the  laws  of  many  of  the  States  which  authorize  in 
other  typos  of  corporations  the  use  of  cumulative  voting,  that  minor- 
ity shareholders  have  a  say-so  in  the  operation  of  a  corporation,  and 
I  see  no  difference  between  the  ordinary  corporation  and  a  bank,  ex- 
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cept  that  I  think  in  the  case  of  a  bank  it  is  probably  even  more  im- 
portant, because  they  are  dealing  with  other  people's  funds. 

Mr.  Kilburn.  That  is  why  a  foul  ball  on  a  board  of  directors — we 
had  testimony  here  last  year,  that,  according  to  the  people  on  the 
bank,  that  man  forced  himself  on  the  board  and  then  went  out  and 
made  public  statements  against  the  bank,  that  the  management  was 
poor,  and  that  he  didn't  trust  the  bank,  and  so  on.  And  that  fellow, 
I  heard  afterward,  was  turned  down  on  a  loan. 

Now,  you  say  you  can  remove  him.  I  am  not  sure,  but  that  re- 
moval, I  think  is  pretty  difficult  to  bring  about. 

Governor  Robertson.  Perhaps  for  the  very  few  cases  that  are  in- 
volved, yon  need  some  sort  of  a  statute  which  would  penalize  the 
individual  for  misusing  the  information  in  his  possession,  rather 
than  making  it  impossible  for  any  minority  shareholder  to  be  repre- 
sented on  a  board  of  directors,  if  the  little  group  in  the  board  of  direc- 
tors don't  want  him.  And  that  is  what  happens,  if  you  let  the 
majority  control. 

Mr.  Kit.burn".  Of  course,  my  experience  has  been  with  country 
banks.  In  most  country  banks,  they  see  an  individual  coming  up 
in  the  community,  who  is  a  live  wire  and  respected,  and  even  if  he 
doesn't  own  any  stock,  they  ask  him  to  buy  qualifying  shares  and 
they  make  him  a  director,  and  he  helps  the  bank  and  community. 

Governor  Robertson.  That  is  right. 

Mr.  Kilburn.  That  is,  those  are  the  kind  of  people  most  people 
want  to  get  on  a  bank  board,  not  just  someone  who  will  make  trouble. 

The  Chairman.  Your  5  minutes  have  expired,  Mr.  Kilburn. 

Mr.  Patman. 

Mr.  Patman.  Mr.  Chairman,  I  would  like  to  preface  the  questions 
I  shall  expect  to  ask  during  this  hearing  with  a  statement  which 
is  not  long,  about  the  purpose  of  the  bills. 

The  stated  purpose  of  these  bills  is  to  modernize  and  bring  up  to 
date  existing  statutes.  The  Senate  report  states  that  the  commi- 
tee — 


In  reality,  these  bills  contain  many  changes  in  substantive  law.  The 
significance  of  a  great  number  of  these  changes  is  not  immediately  ap- 
parent. It  is  apparent,  however,  that  many  of  these  changes  are  out- 
side the  committee's  purpose.  They  are  in  the  nature  of  "sleepers," 
the  effect  of  which  the  Senate  committee  did  not  perhaps  appreciate. 

I  am  certainly  not  questioning  the  motives  of  any  member  of  the 
other  body ;  neither  am  I  questioning  the  motives  of  the  distinguished 
author  of  the  bill  on  this  side,  the  distinguished  gentleman  from 
Georgia,  Mr.  Brown. 

The  general  effects  of  the  bills  would  be  to  create  special  benefits 
for  the  Dankers.  In  short,  the  bills  would  permit  the  banks  to  make  a 
great  deal  more  profit,  but  without  making  corresponding  increases  in 
their  services  to  the  public.  On  the  contrary,  the  increased  banker 
profits  would  result  from  repeals  of  safeguards  to  the  public  interest. 

Some  of  the  changes  in  these  bills  are  quite  far  reaching  and  a  little 
shocking.  For  example,  throughout  the  Christian  era,  the  banking 
laws  of  most  civilized  countries  have  contained  limitations  on  usury, 
and,  of  course,  our  own  National  Bank  Act  contains  very  definite 
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usury  provisions  which  clearly  state  maximum  interest  rates  which  the 
national  banks  may  charge.  But  the  bills  before  us  create  a  loophole 
in  the  usury  law  big  enough  for  the  whole  banking  system  to  slide 
through. 

We  have  long  recognized  the  public  interest  in  keeping  the  banks 
solvent  and  in  prohibiting  or  limiting  banking  practices  which  are 
known  to  lead  to  a  general  state  of  insolvency.  Widespread  financial 
difficulties  in  the  banking  system  quickly  lead  to  crisis,  crisis  to  panic, 
and  panic  to  a  breakdown  of  the  whole  economic  organization.  Our 
history  is  replete  with  these  instances,  and  our  banking  laws  contain 
safeguards  against  abuses  of  banking  privileges  which  nave  triggered 
these  panics. 

For  example,  present  law  limits  the  percentage  of  its  capital  which 
a  national  bank  may  invest  in  real  estate,  for  the  simple  reason  that 
real  estate  loans  are  the  least  liquid,  and  historically  depressions  have 
been  triggered  by  the  banks  having  too  much  invested  in  real  estate. 
Yet  the  Dills  before  us  practically  take  the  lid  off  real-estate  invest- 
ment. 

Likewise,  present  law  limits  the  percentage  of  capital  which  can 
be  invested  in  any  one  class  of  commodity.  The  bills  oefore  us  create 
several  notable  exceptions,  and  for  commodities  that  are  subject  to 
perhaps  the  widest  market  fluctuations. 

To  take  another  example,  we  know  that  when  a  general  recession 
hits,  consumer  installment  paper  is  among  the  first  subject  to  general 
default.  Yet,  the  bills  before  us  take  the  lid  off  lending  on  consumer 
installment  paper.  We  all  like  to  hope  that  there  will  be  no  recessions 
in  the  future.  But  we  have  no  assurance  that  we  are  now  in  possession 
of  a  magic  formula  which  would  prevent  recessions;  nor  that  the  Con- 
gress and  the  administration  would  do  the  necessary  tilings  quickly 
enough  and  fully  enough  to  make  such  a  formula  effective  if  we  had 
it. 

The.  possibility  of  an  economic  setback  should  be  considered  against 
these  facts.  Today  the  banks  are  operating  on  a  very  low  margin  of 
safety.  They  have,  by  their  own  computations,  an  average  of  oidy 
$1  of  capital  and  surplus  per  $20  of  deposits,  that  is  a  ratio  of  5  per- 
cent. \et  10  percent  of  capital  and  surplus  has  traditionally  been 
considered  the  minimum  for  safe  operations.  Furthermore,  if  an 
account  were  taken  of  the  recent  decline  in  bond  prices,  we  would 
find  that  the  actual  capital  to  back  up  the  banks'  investment  of  de- 
positors' money  is  considerably  less  than  5  percent.  As  to  the  ade- 
quacy of  deposit  insurance,  the  FDIC  has  only  about  $1.44  for  each 
$100  of  insured  deposits. 

There  are  other  provisions  in  these  bills  which  are  of  special  benefit 
to  commercial  banks  by  limiting  or  excluding  competition  to  these 
banks.  For  example,  there  is  a  provision  winch  would  make  it  im- 
possible for  Federal  building  and  loan  associations  to  have  branches 
in  about  half  of  the  States,  although  the  commercial  banks  would  be 
free  to  establish  branches  in  most  of  these  States. 

Since  it  is  apparent  that  these  bills  contain  many  dangerous  pro- 
visions, the  committee  should  do  either  of  two  things.     It  should 


either  remove  from  the  bills  all  of  those  provisions  which  would  make 
substantive  changes  in  existing  law,  or  it  should  take  plenty  of  time 
to  study  all  these  changes  very  carefully,  to  make  sure  that  the  signifi- 
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cance  of  each  one  is  fully  understood,  and  that  all  of  the  unwhole- 
some provisions  are  removed. 

Now,  I  assume  my  time  has  expired,  Mr.  Chairman,  so  I  will  wait 
until  the  next  go-around  to  ask  questions. 

The  Chairman.  Mr.  McDonough. 

Mr.  McDonough.  No  questions. 

The  Chairman.  Mr.  Barrett. 

Mr.  Barrett.  No  questions. 

The  Chairman.  Mr.  Belts. 

Mr.  Betts.  I  would  just  like  to  ask  a  few  questions,  Mr.  Martin, 
particularly  with  reference  to  section  29,  the  removal  of  directors 
and  officers. 

In  response  to  the  questions  that  Mr.  Kilburn  directed  to  you  about 
a  director  elected  under  cumulative  voting  and  who  went  out  and 
violated  confidences,  is  that  an  unsound  practice,  under  which  a  di- 
rector may  be  removed? 

Governor  Robertson.  The  removal  statute  has  been  used  in  a  very 
limited  way,  and  consequently  I  do  not  have  any  body  of  precedent 
which  would  enable  you  to  determine  in  advance  what  is  an  unsafe  or 
unsound  practice. 

This  proposed  change  in  the  bill,  itself,  would  change  it  from  a 
continuing  violation  or  activity  to  an  existing  violation  or  activity. 
It  would  eliminate  the  present  requirement  that  the  offensive  activity 
be  a  continuing  one. 

I  would,  in  my  own  opinion,  be  very  sure  that  an  unsound  practice 
would  be  involved  if  a  director  were  taking  action  in  his  own  self- 
interest  against  the  bank's  own  interest  and  against  the  public  good. 

Now,  in  order  to  determine  whether  or  not  a  given  situation  would 
result  in  that,  you  would  have  to  look  at  the  particular  facts. 

Mr.  Betts.  The  reason  I  asked  that  was  because  I  gathered  from 
the  remarks  that  Chairman  Martin  made  that  that  was  one  of  the 
reasons  for  retaining  the  mandatory  cumulative  voting  rule. 

Governor  Robertson.  We  certainly  think  that  if  it  is  an  unsound 
practice,  the  director,  like  any  other  director,  is  subject  to  removal, 
and  that  would  mean  that  he  would  be  the  subject  of  a  complaint  to 
the  supervisory  authorities  and  they  in  turn  would  ask  us  to  take 
steps  for  removal. 

Mr.  Betts.  I  think  that  is  important  to  get  in  the  record,  because,  as 
I  recall,  when  we  had  hearings  on  this  mandatory  cumulative  voting 
provision  last  year,  that  particular  point  was  not  brought  out. 

Governor  Robertson.  I  am  sure  it  wasn't  brought  out.  But  it 
should  have  been. 

It  probably  also  wasn't  brought  out,  Mr.  Congressman,  that  in 
many  many  situations  over  the  country,  minority  directors  have  ac- 
complished a  great  deal  of  good  in  banks.  It  wasn't  brought  out 
because   ■-  - 

Mr.  Betts.  I  would  like  to 

Governor  Robertson.  Excuse  me. 

Mr.  Betts.  I  would  like  to  ask  this  point,  not  from  the  standpoint 
of  cross-examination  but  clarification : 

Did  your  Board  take  this  position  the  last  time  we  had  the  matter 
up? 

Governor  Robertson.  You  see,  this  is  not  one  that  is  primarily  of 
our  own  interest,  because  it  relates  only  to  national  banks. 
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(ii-i-t.uiMV\.  But  we  have  taken  the  position  throughout 

■■..  '•.[>]#  is  sound;  that  Congress  shouldn't  act  unless  it  is 

i. ■■.  hearing  all  the  evidence  available — maybe  there  is  evi- 

« ,•  .'.\>n'\  know  about — after  it  has  heard  all  the  evidence  as  to 

..-:  i'.io  disadvantages  of  having  cumulative  voting  outweigh  the 

\|i ,  Bm'w.  Now,  with  respect  to  section  29,  again,  as  I  understand, 
i,«  mechanics  are  that  a  charge  is  made  against  a  director  or  official, 
:tiul  then  a  hearing  can  be  had  before  the  Board  or  a  designated  mem- 
bor  t  hereof ;  is  that  right  ? 

Governor  Robertson.  Well,  in  practice,  our  whole  Board  would 
reach  its  decision  on  the  facts  brought  out  at  the  hearing. 

Mr.  Betts.  The  purpose  of  appeal  is  from  the  decision  of  the 
Board;  is  that  correct? 

( lovernor  Robkrtson.  To  the  courts ;  yes,  sir. 

Mr.  Betts.  I  am  wondering  if  the  section  really  provides  that.  As 
I  rend  the  section,  it  really  provides  for  an  appeal  from  a  hearing. 
Jt  Kiivs  nothing  about  an  appeal  from  a  decision.  It  seems  to  me  that 
.should  be  clarified. 

Governor  Robertson.  I  don't  see  how  you  could  have 

Mr.  Brits.  You  would  have  to  have  both,  wouldn't  you? 

Governor  Robertson.  I  think  you  do. 

Mr.  Beits.  I  think  the  section  only  refers  to  hearings.  It  seems  to 
me  that  is  a  technicality,  because  actually,  what  you  contemplate  is 
an  appeal  from  a  decision. 

Governor  Robertson.  Absolutely  so. 

Mr.  Betts.  Now,  with  respect  to  the  remarks  of  the  Chairman  on 
pages  16  and  17,  there  apparently  was  some  difference  between  the 
thinking  of  your  Board  and  the  FDIC  on  what  does  and  what  does 
not  constitute  interest. 

JJo  you  have  an  amendment  prepared  which  would  satisfy  your 
contention  there! 

Governor  Robertson.  Oh,  yes,  sir;  we  have  made  specific  recom- 
mendations as  to  language,  which  would  do  it. 

Mr.  Bktts.  I  sec.    Could  that  be  submitted  to  the  committee? 

Governor  Kokektson.  Oh,  yes;  definitely  so.  We  would  be  very 
glad  to. 

Mr.  Bktts.  And  in  connection  with  your  remarks  on  page  17,  about 
absorption  and  exchange,  could  you  furnish  for  the  record  an  example 
of  the  difference  between  charge  for  absorption  and  exchange! 

( lovrruor  Robertson.  I  would  be  glad  to. 

Mr.  Betts.  That  is  all,  Mr.  Chairman,  at  this  time. 

(The  data  requested  above  is  as  follows:) 

Exchange  Ciiaboeb  akd  the  Ahaorption  op  Such  Chakges 

It  litis  been  requested  that  examples  be  given  of  the  making  of  exchange  charges 
unit  (lie  absorption  of  such  charges. 

!-:.ii-!i'i>u/f-  r,h<ir<it:8. — The  term  "exchange  charge"  la  sometimes  used  to  mean 
(HflVri'iit  things  in  different  situations.  As  used  in  discussions  of  par  clear- 
iince,  iibsorption  of  exchange  charges,  and  simllnr  matters,  the  term  "exebnuge 
I'harge"  i«  used  to  mean  a  charge  made  by  a  bank  for  remitting  for  a  check  drawn 
hy  iis  eustomi-r  when  the  check  Is  presented  through  the  mails  for  payment.  The 
ciiai'iie  takes  the  form  of  a  deduction  made  by  the  bank  from  the  face  amount 
of  tile  check.     Hanks  which  make  such  charges  are  known  as  nonpar  banks. 
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To  illustrate  the  workings  of  exchange  charges,  assume  that  John  Smith,  of 
Town  A,  wishes  to  pay  a  debt  of  $1,000  which  he  owes  to  Richard  Jones,  of 
Town  B.  John  Smith  draws  a  check  in  that  amount  on  his  bank,  the  nonpar 
bank  of  Town  A,  payable  to  Richard  Jones.  Jones  receives  the  check  and  deposits 
It  In  his  own  bank,  the  depository  bank  of  Town  B.  Depository  bank  may  then 
send  the  check  for  payment  directly  to  the  bank  on  which  it  is  drawn  or  It  may 
send  the  check,  along  with  other  checks  on  banks  In  or  near  Town  A,  to  a  col- 
lecting bank  in  a  large  city  near  Town  A.  Usually  it  will  do  the  latter.  Assume, 
therefore,  that  depository  bank  sends  the  check  to  the  collecting  bank  for  collec- 
tion. The  collecting  bank  will  then  mall  the  check  to  the  nonpar  bank  for  pay- 
ment. The  latter  bank  remits  payment  for  the  check,  but  because  it  charges 
exchange  at  the  rate  of  one-tenth  of  1  percent,  it  deducts  {1  from  the  amount 
of  its  remittance.     Consequently,  the  collecting  bank  actually  receives  only  $999. 

It  Is  to  be  noted  that  this  exchange  charge  which  is  Imposed  by  the  nonpar 
bank  is  different  from  a  collection  charge  which  might  have  been  Imposed  by 
either  the  depository  bank  or  the  collecting  bank  for  services  in  collecting  the 
check.  It  also  differs  from  a  service  charge  which  might  have  been  made  by 
the  nonpar  bank  directly  against  Its  depositor,  John  Smith. 

Abaorpticn  of  exchange  charges. — Continuing  the  example  given  above,  If 
either  the  collecting  bank  or  the  depository  bank  pays  out  of  its  own  pocket  all 
or  part  of  the  $1  Charge  which  was  levied  by  the  nonpar  bank,  instead  of  passing 
the  charge  back  to  Richard  Jones  who  received  the  check,  the  bank  that  does 
this  could  be  said  to  have  absorbed  all  or  part  of  the  exchange  charge.  Such 
absorption  is  usually  done,  if  at  all,  by  the  collecting  bank.  It  might  have  an 
understanding,  for  example,  with  depository  bank  that  It  will  absorb  exchange 
charges  on  checks  sent  by  that  bank  to  it  for  collection,  provided  depository  bank 
maintains  with  It  a  sufficient  compensating  balance.  Pursuant  to  this  under- 
standing, the  collecting  bank  may  absorb  the  charge  of  SI  which  it  had  to  pay 
to  the  nonpar  bank  ;  tbe  depository  bank,  therefore,  receives  full  credit  for  the 
$1,000  face  amount  of  the  check ;  and  It  In  turn  credits  Richard  Jones  with  the 
same  amount. 

The  circumstances  may  vary  with  the  principle  remaining  the  same.  Thus  it 
may  be  that  the  collecting  bank  will  absorb  only  a  part  of  the  exchange  Instead 
of  the  entire  $1.  It  may  not  absorb  any  of  the  exchange,  but  the  charge  may 
be  absorbed  by  the  depository  bank,  and  in  that  event,  Richard  Jones  would  still 
receive  full  credit  for  the  amount  of  the  check.  As  a  matter  of  fact,  however, 
exchange  charges  are  seldom  absorbed  by  a  bank  for  Its  individual  customers. 
The  typical  case  is  that  given  in  tbe  example  above  where  the  charge  Is  absorbed 
by  a  city  correspondent  bank  for  a  country  bank  which  maintains  a  compensating 
balance  with  the  city  correspondent. 

The  Chairman.  Mrs.  Sullivan. 

Mrs.  Sullivan.  No  questions  at  this  time,  Mr.  Chairman. 

The  Chairman.  Mr.  Hiestand. 

Mr.  Hlestand.  Mr.  Chairman,  apropos  of  Mr.  Betts'  question,  Gov- 
ernor Robertson,  wouldn't  you  say  that  it  would  be  perhaps  harder 
and  perhaps  more  embarrassing  to  the  individual  to  have  to  institute 
removal  proceedings  than  to  allow  a  free  election,  instead  of  manda- 
tory cumulative  voting,  to  prevent  him  getting  on  in  the  first  place? 

Governor  Robertson.  I  would  say  in  a  particular  case  that  is  prob- 
ably true,  but  by  making  it  permissive,  you  would  prevent  hundreds 
of  people  from  getting  on  who  might  be  good,  and  I  would  say  that 
on  account  of  one  individual,  you  shouldn't  take  an  action  contrary 
to  the  public  interest. 

Mr.  Hiestand.  Do  you  concur  in  that,  Chairman  Martin? 

Mr.  Mabttn.  I  do.  I  have  thought  about  this  a  great  deal.  I  think 
there  are  advantages  and  disadvantages,  but  the  broad  principle,  in 
my  mind,  is  weighted  in  favor  of  the  provision. 

The  Chairman.  Will  the  gentleman  yield? 

Mr.  Hlestand.  I  shall  be  happy  to. 

The  Chairman.  Would  the  fact  that  the  American  Bankers  Asso- 
ciation, and  the  Independent  Bankers  Association,  have  endorsed  the 
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provisions  in  the  bill  with  reference  to  cumulative  voting  indicate 
that  they  had  a  different  experience  than  Governor  Robertson  with 
reference  to  this  matter? 

Governor  Robertson.  I  would  say  that  that  would  indicate  that 
someone  argued  persuasively  enough  so  that  they  came  out  with  that 
conclusion. 

The  difficulty  is  that  in  a  case  like  this  you  never  have  anyone 
arguing  from  the  contrary  point  of  view.  The  few  who  are  affected 
by  some  man  getting  on  the  board  of  directors  whom  they  don't  like 
and  who  goes  out  and  talks  in  a  way  that  is  not  consistent  with  the 
bank's  position  puts  them  in  a  spot  where  they  can  argue  vehemently 
about  this  and  no  one  argues  against  it,  because  in  most  cases  they 
are  all  satisfied  and  they  don't  realize,  as  a  mntter  of  fact,  in  many 
parts  of  the  country,  that  this  bill,  as  now  drawn,  would  completely 
abolish  cumulative  voting  in  every  instance,  where  a  majority  of  the 
directors,  of  the  shareholders  ratner?  did  not  want  it. 

Consequently,  I  am  not  overly  impressed  by  the  fact  that  the 
American  Bankers  Association  and  Independent  Bankers  Association 
have  come  out  in  favor  of  the  proposal. 

The  Chairman.  That  is  the  general  sentiment  of  the  banks  of  the 
country,  isn't  it? 

Governor  Robertson.  I  don't  think  it  is,  sir. 

The  Chairman.  Then  the  organizations  don't  express  the  opinions 
of  the  members. 

Governor  Robertson.  Perhaps  that  is  not  always  the  case. 

Mr.  IIiestand.  Mr.  Chairman,  I  would  like  further  to  comment, 
if  I  might,  upon  the  objectivity  of  this  rather  comprehensive  analysis 
and  say  that  I  am  very  much  impressed  with  it,  the  point  of  view 
being  cleiirly  in  the  public  interest  rather  than  any  other  interest. 

I  further  would  like  to  commend,  while  I  have  a  minute,  the  policy 
of  the  Federal  Reserve  System  in  conservative  restraint  over  the 
last  some  months,  and  ask  if  there  is  anything  in  this  bill  that  would 
in  any  way  restrict  the  Board  in  its  policy,  such  as  has  been  exempli- 
fied in  the  past  6  or  8  months — a  very  necessary  and  valuable  policy 
as  far  as  the  country  is  concerned  % 

Mr.  Martin.  Nothing  in  this  bill,  as  we  see  it.  Congressman. 

Mr.  Htestand.  Do  you  see  any  likelihood  of  any  amendments 
coming  in  that  might  in  any  way  restrict  the  Board  % 

Mr.  AI  Aici'iN.  "U  c  know  of  none  at  this  time. 

Mr.  Hiestand.  Thank  you  very  much. 

The  Chairman.  Mrs.  Griffiths. 

Mr.  Griffiths.  Mr.  Chairman. 

Under  section  37  of  title  I,  would  it  increase  inflation  to  permit 

Governor  Robertson.  Would  you  please  repeat  that? 

Mrs.  Griffiths.  You  have  stated  here  section  37  of  title  I  would 
increase  the  maximum  limits  of  national  banks. 

Governor  Robertson.  Yes,  I  see  it. 

Mrs.  Griffiths.  Is  that  inflationary  ? 

Governor  Robertson.  I  think  it  would  be.  If  you  had  an  infla- 
tionary situation  and  the  bank  wanted  to  extend  more  credit,  this  is 
a  very  easy  way  in  which  it  could  do  it,  because  its  borrowing  limit 
would  be  increased  by  almost  200  percent. 
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Mrs.  Griffiths.  Well,  then  couldn't  you  write  in  a  provision  that 
under  certain  circumstances,  when  the  economy  had  reached  a  certain 
point,  it  would  curtail  such  a  right  S 

Governor  Robertson.  I  suppose  you  could  do  that.  But  it  seems 
to  me  that  it  would  be  much  easier  not  to  grant  the  power  in  the 
first  place,  because  I  don't  think  they  need  it.  They  don't  need  that 
additional  borrowing  privilege.  As  a  matter  of  fact,  there  is  almost 
no  bank  in  the  country  that  ever  reaches  its  present  ceiling. 

Mrs.  Griffiths.  Well,  then  how  did  this  get  in  here? 

Governor  Robertson.  Not  by  our  recommendation. 

Mrs.  Griffiths.  Somebody  must  have  wanted  it. 

Governor  Robertson.  Yes,  I  am  sure  that  is  so. 

Mrs.  Griffiths.  Thank  you. 

The  Chairman.  Mr.  Henderson. 

Mr.  Henderson.  Chairman  Martin,  pursuing  that  question  just 
one  point  further,  what  do  you  feel  is  the  motivation  behind  that 
provision  with  regard  to  the  enlargement  of  borrowing  limits?  I 
would  like  to  know  what  is  the  reason  behind  it. 

Mr.  Martin.  Well,  I  can't  speak  for  the  motivation,  but  I  think 
it  is  obviously  just  to  have  access  to  more  credit. 

Governor  Robertson  might  want  to  comment  more  extensively. 

Governor  Robertson,  I  would  think,  Mr.  Congressman,  that  your 
question  should  be  addressed  to  those  who  proposed  it.  Because  I 
don't  know  what  information  they  had  behind  them. 

I  have  attempted  to  go  over  the  banking  system  as  a  whole  in  an 
endeavor  to  ascertain  whether  it  is  necessary.  We  don't  think  it  is 
necessary.     We  think  it  would  be  undesirable. 

Mr.  Henderson.  Do  you  know  of  any  cases  in  the  banking  indus- 
try where  it  might  be  necessary? 

Governor  Robertson.  No;  I  do  not.  There  may  be,  but  I  do  not 
know  of  them. 

Mr.  Henderson.  I  mean,  looking  at  it  from  the  banker's  point  of 
view. 

Governor  Robertson.  I  have  tried  to  do  that,  and  I  don't  see  it. 

Mi-s.  Griffiths.  Will  you  yield? 

Mr.  Henderson.  Certainly. 

Mrs.  Griffiths.  Would  it  get  them  out  from  under  your  control  to 
a  certain  extent? 

Governor  Robertson.  To  a  certain  extent,  it  would,  because  they 
wouldn't  have  to  borrow  from  a  Federal  Reserve  bank. 

Mr.  Kilburn.  Will  the  gentleman  yield? 

Mr.  Henderson.  I  yielcL 

Mr.  Kilburn.  What  provision  are  you  talking  about? 

Mr.  Henderson.  Section  37  of  title  I. 

Now,  turning  for  a  moment — on  page  15  you  make  this  statement: 

The  Board,  therefore,  recommends  that  this  legislation  Include  at  an  appro- 
priate place  a  provision  making  all  fiscal  agency  operations  of  the  reserve  banks 
specifically  subject  to  supervision  and  regulation  by  the  Board. 

First,  could  we  have  for  the  record  a  list  of  the  more  than  25  gov- 
ernmental agencies,  in  some  50  different  capacities,  in  which  the  Fed- 
eral Reserve  banks  are  now  engaged  full  time  in  fiscal  agency  opera- 
tions? 
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Governor  Robertson.  I  have  the  list  prepared  but  not  in  form  to 
submit.    I  will  submit  it,  however. 

(The  information  requested  above  is  as  follows :) 


Chairman  Martin's  original  statement  was  as  follows :  "An  equivalent  of  more 
tban  3,100  of  the  approximately  18,600  employees  of  the  Federal  Reserve  banks 
are  now  engaged  full  time  In  fiscal  agency  operations  on  behalf  of  more  tlian 
25  governmental  agencies  In  some  60  different  capacities." 

The  list  of  agencies  for  which  the  Federal  Reserve  banks  act  as  fiscal  agents  and 
the  capacities  In  which  they  act  include  the  following : 
For  Treasury  Department 

Handle  Issuance,  servicing,  and  retirement  of  Treasury  issues  (other  than 
United  States  savings  bonds). 

Handle  issuance,  servicing,  retirement,  and  safekeeping  of  United  States 
savings  bonds. 

Maintain  Treasury  tax  and  loan  accounts  and  hold  collateral  securities  there- 
for. 

Maintain  United  States  Treasurer's  general  account. 

Process  Government  checks. 

Pay  United  States  Government  coupons. 

Receive  and  process  deposits  of  withheld  income,  employment  (social  security), 
railroad  retirement,  and  excise  taxes. 

Verify  and  destroy  unfit  United  States  paper  currency. 

Receive  and  forward  to  the  Treasury  reports  of  unusual  currency  transactions. 

Purchase  and  sell  gold,  silver,  and  foreign  exchange  for  account  of  the  stabili- 
zation fund ;  perform  work  incident  to  the  operation  of  the  stabilization  agree- 
ment; and  handle  work  incident  to  the  purchase  of  silver  pursuant  to  the  Silver 
Purchase  Act  (New  York  only). 

Perform  miscellaneous  foreign  activities  such  as  certification  of  foreign  ex- 
change rates,  purchase  and  sale  of  foreign  exchange  for  various  Government 
agencies  (other  than  the  stabilization  fund),  and  report  data  relative  to  foreign 
exchange  transact  inns  ( New  York  only ) . 

Execute  orders  for  purchase  and  sale  of  securities  for  account  of  the  Treasury 
Department  (New  York  only). 

Administer  foreign  assets  control  regulations. 
For  Post  Office  Department 

Receive,  punch  in  amounts,  prove,  and  settle  for  postal  money  orders. 

Receive,  prove,  and  account  for  surplus  funds  deposited  by  postmasters. 
For  Commodity  Credit  Corporation 

Receive  notes,  warehouse  receipts,  and  producers'  loan  statements;  and  make 
(lisliui  Hi'meriU  iwrtuining  to  cotton  loan  program. 

Handle  similar  matters  pertaining  to  commodity  programs  other  than  cotton. 

Iliisi'lle  issuance,  servicing,  and  retirement  Of  Commodity  Credit  Corporation 
certificates  of  interest. 
For  Department  of  the  Army 
Department  of  the  Navy 
Department  of  the  Air  Force 
Atomic  Energy  Commission 
General  Services  Administration 
Department  of  Agriculture 
Department  of  the  Interior 
Department  of  Commerce 

Receive  and  function  loan  applications,  make  credit  Investigations,  and  collect 
interest  and  other  fees  on  behalf  of  the  guaranteeing  agencies  incident  to  the 
program  for  guaranteeing  defense  production  loans  under  the  Defense  Produc- 
tion Act  of  1050,  as  amended. 
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For  Banks  for  Cooperative! 

Central  Bank  for  Cooperative* 
Federal  Deposit  Insurance  Corporation 
Federal  Farm  Mortgage  Corporation 
Federal  Home  Loan  banks 
Federal  Housing  Administration 
Federal  Intermediate  Credit  banks 
Federal  land  banks 

Federal  National  Mortgage  Association 
Production  Credit  Corporation 
Handle  work  relative  to  the  custody,  delivery,  exchange,  and  redemption  of 
securities  and  to  the  payment  of  coupons  detached  therefrom. 
For  Housing  and  Home  Finance  Agency 

Receive  securities  from  regional  representatives  of  HHFA  and  provide  custody 
therefor. 

Forward  securities  and  coupons  for  collection  and  receive  payment  therefor. 
For  Public  Housing  Administration 

Maintain  records  and  handle  safekeeping  transactions  in  connection  with 
Housing  Authority  bonds  owned  by  the  Administration. 
For  General  Services  Administration 

Maintain  records  and  handle  transactions,  Including  safekeeping,  relative  to 
the  bonds  and  other  valuables  owned  by  the  Administration. 
For  Office  of  Alien  Property 

Handle  work  In  connection  with  receiving  and  releasing  securities  Impounded 
under  Executive  order. 
For  Small  Business  Administration  (HFC  loan  pool) 

Handle  work  in  connection  with  liquidation  of  assets  of  the  Reconstruction 
Finance  Corporation. 
For  International  Bank  for  Reconstruction  and  Development 

Handle  the  Issuance,  exchange,  registration,  transfer,  and  redemption  of  secu- 
rities of  International  Bank  and  the  payment  of  coupons  detached  therefrom. 

Mr.  Henbeksox.  Now,  do  you  have  in  writing  any  recommendation 
for  an  amendment  making  all  fiscal  agency  operations  of  the  Reserve 
banks  specifically  subject  to  supervision? 

Governor  Robertson.  Yes,  sir,  we  do,  and  we  will  submit  that, 
also. 

(The  information  requested  above  is  as  follows:) 

Su guested  Amendment 

Section  11  of  the  Federal  Reserve  Act  (12  TI.  S.  C.  248)  Is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  paragraph: 

"(o)  Notwithstanding  any  other  provision  of  law,  the  operations  of  a  Fed- 
eral Reserve  bank  pursuant  to  authority  of  law  as  fiscal  agent,  depositary,  or 
custodian  of  the  United  States  or  any  instrumentality  thereof  or  of  any  other 
organization  shall  be  subject  to  the  supervision  and  regulation  of  the  Board  of 
Governors  of  the  Federal  Reserve  System." 

Mr.  Henderson-.  And,  finally,  you  made  mention  of  repurchase 
agreements  on  page  14  of  your  testimony. 

Have  those  repurchase  agreements  been  regarded  as  irregularities 
and  more  or  less  as  outside  of  the  authority  ? 

Governor  Robertson.  No,  they  have  not. 

Let  me  say,  with  respect  to  repurchase  agreements,  that  they  have 
been  used  by  the  System  for  many  years — 20  or  25  years.    Within  the 
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System  there  are  some  of  us  who  believe  they  are  loans  and  others 
who  believe  they  are  purchases  and  sales.  Certainly,  our  Legal  Di- 
vision lias  come  to  the  conclusion  that  this  is  a  perfectly  legaluse  of 
existing  authority. 

The  purpose  of  this  provision  would  be  merely  to  clear  up  any  ques- 
tion which  may  exist  with  respect  to  the  use  of  repurchase  agree- 
ments. It  must  be  said  that  they  are  a  very  useful  device  for  putting 
in  reserves  and  taking  out  reserves  without  creating  any  big  problem. 

You  can  do  it  through  this  sort  of  a  medium  in  a  way  which  helps 
develop  the  market,  because  you  are  helping  a  dealer  carry  a  port- 
folio, which  he  has  to  do  to  make  a  market,  and  you  are  also  doing 
it  in  a  way  so  that  it  automatically  reverses  itself  at  the  expiration 
of  some  period  within  15  days,  because  they  are  never  made  for  more 
than  15  days. 

Mr.  Henderson.  Finally,  where  in  this  legislation  is  there  any  pro- 
vision or  is  there  any  possible  loophole  for  usurious  practices  as 
referred  to?     Do  you  know  of  any? 

Governor  Robertson.  I  don't  know  of  any.  If  there  is  any  such 
thing,  it  must  be  in  title  I  with  respect  to  national  banks. 

Mr.  Henderson.  That  is  all. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Mr.  Vanik. 

Mr.  Vanik.  What  specific  public  purpose  would  be  served  by  the 
new  provision  in  section  35  which  prevents  certain  purchases  from 
usurious  limits? 

I  am  referring— 

Governor  Robertson".  That  really  doesn't  relate  to  us.  It  relates 
to  national  banks.    Hut  I  would  like  to  deal  with  your  question. 

Mr.  Vanik.  I  would  like  to  have  the  answer. 

Governor  Robertson.  Yes,  sir,  and  I  think  you  ought  to  get  it  from 
Comptroller's  office,  because  they  have  gone  into  it  thoroughly.  But 
I  will  he  glad  to  give  you  my  views. 

This  is  merely  to  put  national  banks  on  a  parity  with  other  insti- 
tutions in  acquiring  obligations.  I  don't  think  it  has  anything  to  do 
with  trying  to  evade  usury  laws. 

Mr.  Vanik.  Is  there  any  public  service  that  is  served  by  this  lan- 
guage in  the  law?  This  is  new  language.  It  is  a  substantial  change. 
Would  you  say  it  improves  the  situation  and  is  the  public  served  by  it? 

Governor  Robertson.  Obviously,  it  was  thought  by  the  Comp- 
troller's Office  that  the  public  would  be  served  better  because  it  would 
bring  the  facilities  of  national  banks  to  the  aid  of  a  certain  segment 
of  busi  ness  of  the  country,  which  it  isn't  able  to  do  now. 

But  I  would  prefer  that  someone  else  argue  that  point  rather  than 
us.    They  would  be  better  prepared. 

Mr.  Vanik.  Well,  going  to  the  next  question,  on  section  36,  on 
oage  33,  the  section  which  is  referred  to  in  previous  questioning,  the 
language  that  provides  that  business  loans  made  primarily  in  reliance 
of  the  borrower's  credit  standing,  and  forecast  of  operations,  shall  not 
be  subject  to  restrictions  to  real -estate  loans. 

Governor  Robertson.  I  would  be  glad  to  deal  with  this  because  this 
is  one  I  have  lived  with  for  years  and  years. 

Under  the  law  as  it  is  at  the  present  time,  a  real-estate  loan  is  a 
real-estate  loan,  regardless  of  what.  So  that  if  you  have  real  estate 
pledged  to  secure  a  loan,  it  is  a  real-estate  loan,  even  though  that 
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real  estate  is  completely  incidental  and  remote,  and  that  you  are  not 
really  looking  to  that  security. 

There  are  situations  in  which  loans  are  based  upon  the  produc- 
tivity of  a  business,  but  out  of  abundance  of  caution,  perhaps,  if  you 
wish,  you  take  a  mortgage,  the  bunk  takes  the  mortgage  on  the  real 
estate  as  well.  It  automatically  becomes  a  real-estate  loan  when  it 
shouldn't  be  regarded  as  such. 

The  loan  ought  to  be  regarded  as  the  kind  of  a  loan  it  actually  is, 
based  on  the  productivity  of  that  business,  and  that  is  what  tins  is 
designed  to  do. 

Mr.  Vanik.  Well,  wouldn't  it  provide  an  advantage  for  a  business 
investor  in  real  estate,  over  and  above  any  other  group  $ 

Governor  Robertson.  Not  in  the  least.  All  this  does  is  to  take  away 
one  limitation  on  the  extent  of  the  power  of  a  national  bank  to  lend 
on  real  estate  as  incidental  security. 

Mr.  Vanik.  Would  it  affect  the  liquidity  of  the  national  bank's 
investment ! 

Governor  Robertson.  To  a  very  small  degree. 

Mr.  Vanik.  You  see,  the  real-estate  mortgage  would  be  a  long-term 
mortgage. 

Governor  Robertson.  Oh,  yes,  sir. 

Mr.  Vanik.  That  would  affect  the  ability  of  the  bank  to  recoup  its 
assets. 

Governor  Robertson.  Only  in  a  theoretical  sense,  because  you  are 
not  looking  to  that  real  estate.  If  you  were  looking  to  that  real 
estate  as  collateral  to  that  loan,  and  for  repayment  of  the  loan,  it 
should  be  a  real-estate  loan.  It  isn't.  Furthermore,  from  the  point 
of  view  of  liquidity,  you  never  can  look  at  any  one  little  item.  You 
have  got,  to  look  at  the  entire  portfolio  of  the  bank. 

Mr.  Vanik.  Why  not  let  any  individual  borrow  money,  if  you  are 
looking  to  his  entire  portfolio;  why  are  you  concerned '( 

Governor  Robertson.  You  do,  sir.  You  let  anybody  borrow  money 
that  the  bank  is  willing  to  lend  to.  All  you  are  saying  is  this  partic- 
ular loan  shouldn't  be  limited  by  the  real  estate  provision. 

Mr.  Kilburn.  Isn't  it  true  that  in  a  great  many  business  loans  you 
just  take  a  collateral  mortgage  on  real  estate,  for  extra  protection, 
and  secondly,  so  that  he  cant  mortgage  that  property  elsewhere? 

Governor  Robertson.  It  is  to  protect  your  real  collateral  in  most 
instances. 

Mr.  Vanik.  That  might  be  the  case,  but  suppose  it  is  to  create  lend- 
ing facilities  which  otherwise  wouldn't  exist?  Suppose  the  business 
credit  of  the  institution  borrowing  the  money  was  not  sufficient  to 
warrant  the  loan?  Then  the  real  estate  collateral  would  be  making 
possible  a  credit  espanison  that  otherwise  would  not  exist,  isn't  that 
true? 

Governor  Robertson.  I  don't  think  so,  sir.  I  think  that  the  indi- 
vidual, if  he  needs  the  credit,  is  going  to  go  to  several  banks,,  as  many 
many  as  he  needs  to  get  the  amount  of  money.  In  this  particular 
case,  under  existing  law,  he  couldn't  go  to  a  given  bank,  because  it  has 
too  many  real-estate  loans.  It  could  not  legally  make  any  more  real 
estate  loans.  So  all  you  are  doing  is  saying  that  in  this  particular 
case,  since  you  are  really  making  your  loan  on  the  basis  of  other  col- 
lateral, not  real  estate,  and  merely  taking  that  out  of  an  abundance  of 
caution,  this  need  not  be  included  in  the  limitation  on  real-estate  loans. 
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Mr.  Va>-tk.  Well,  the  section  doesn't  limit  the  consideration  of 
real-estate  loans  to  a  collateral  use.  does  it! 

Governor  Robertson.  It  can't  be  anything  else,  if  I  understand 
your  question.  You  only  take  the  real  estate  as  collateral.  Yon 
don't  acquire  the  real  estate. 

Mr.  Vaxik.  That  is  all. 

Thank  you. 

The  Chairman.  Mr.  Kutherford. 

Mr.  Rutherford.  No  questions  at  this  time. 

The  Chairman.  Mr.  Coad. 

Mr.  Coad.  Xo  questions  at  this  time. 

The  Chairman'.  Mr.  Breeding. 

Mr.  Breeding.  Yes,  sir,  Mr.  Chairman. 

Mr.  Robertson,  doesn't  this  bill  provide  for  new  changes  for  elec- 
tion of  board  members  and  their  length  of  service  on  this  ooard? 

Governor  Robertson.  You  mean  on  the  Federal  Reserve  bank! 
boards '. 

Mr.  Breeding.  Yes,  sir. 

Governor  Robertson.  Yes,  sir;  it  does.  It  limits  the  length  of  time 
that  they  can  serve  on  the  boards. 

Mr.  Breeding.  Do  you  agree  with  the  changes  in  this  bill? 

Governor  Robertson.  Very  much  so.  I  think  it  is  very  desirable, 
as  a  matter  of  fact. 

You  see,  we  hud  situations  where  men  have  served  on  the  boards  of 
directors  of  Federal  Reserve  banks  for  many,  many  years. 

The  same  is  true  of  the  Federal  Advisory  Council,  and  they  have 
served  very  well,  excellently. 

But  against  that  advantage  you  weigh  the  other  side.  What  you 
try  to  do.  on  these  boards  of  directors  of  Federal  Reserve  banks,  is  to 
get  as  widespread  understanding  of  the  Federal  Reserve  System  as 
possible.  You  do  that  by  getting  as  many  people  as  possible  really 
m  a  i«)siti«n  to  understand  the  Federal  Reserve  System.  You  do 
that  if  you  curtail  the  period  for  which  they  can  serve  on  the  boards 
and  bring  in  new  Mood  all  the  time.  We  think  the  advantages  of 
that  outweigh  the  disadvantages,  but  there  are  certainly  two  sides  to 
this;  question. 

We  very  definitely,  the  whole  board,  very  definitely  is  in  favor  of 
these  rotation  provisions,  both  with  respect  to  the  Federal  Advisory 
Council  and  the  boards  of  directors  of  the  Federal  Reserve  banks. 

Mr.  Breeding.  I  have  a  letter  from  a  constituent  in  my  district 
who  is  a  director,  I  presume. 

Governor  Robertson.  Yes,  sir:  it  would  be. 

Mr.  Breeding.  lie  is  objecting  to  this  change. 

Governor  Robertson.  Yes,  sir:  that  is  right. 

Mr.  Breeding.  Would  it  change  the  length  of  time  and  rotation? 

Governor  Robertson.  That  would  be  a  situation  where  a  director 
has  served  !>  years,  and  he  wants  to  run  again  for  the  next  3  or  4  or  5. 
It  is  perfectly  normal  and  natural  for  a  person  to  want  to  stay  there. 
It  is  a  very  nice  position  to  be  in.  And  he  has  performed  a  service. 
I  suspect  I  know  the  one  you  have  in  mind. 

Mr.  Breeding.  Doesn't  this  limit  him  to  2  years  of  service? 

Governor  Robertson.  Six. 

Mr.  Breeding.  Has  it  been  12  years? 
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Governor  Robertson.  It  has  been  unlimited,  and  all  we  are  trying 
to  do  is  cut  it  down  to  six. 

Mr.  Breeding.  That  is  all,  Mr.  Chairman. 

The  Chairman.  Mr.  Mc Vey. 

Mr.  MoVet.  No  questions  at  this  time,  Mr.  Chairman. 

The  Chairman.  Mr.  Multer. 

Mr.  Multer.  Thank  you,  Mr.  Chairman. 

I  will  address  my  questions  to  both,  without  naming  either  Chair- 
man Martin  or  Governor  Robertson,  Either  of  you  may  answer  the 
questions. 

The  bill  as  presented  here  is  primarily  to  recodify  the  various 
banking  acts  and  the  Federal  Reserve  Act,  and  as  you  have  so  very 
well  indicated,  there  are  many  changes  of  substance  in  the  bill,  and 
I  think  that  most  of  the  testimony  for  and  against  will  be  directed 
to  the  substantive  changes. 

Don't  you  gentlemen  think  that  a  better  way  of  handling  this  matter 
would  have  been  to  consider  one  bill  just  covering  the  codification  and 
changes,  which  were  technical  changes,  or  eliminated  obsolete  pro- 
visions, and  to  consider  a  separate  bill  or  bills  to  cover  the  substantive 
.matters  ?  Wouldn't  that  have  been  a  better  way  of  presenting  this 
subject  t 

Governor  Robertson.  There  are  very  great  advantages,  of  course, 
because  if  we  had  one  which  dealt  only  with  eliminating  the  obsolete 
provisions  and  recodifying  it,  it  would  be  a  very  simple  thing  to  get 
through,  and  it  was  originally  felt  that  that  should  oe  the  purpose, 
but  little  by  little,  other  provisions  got  into  it,  and  then,  as  you  will 
.remember,  there  was  a  general  idea  at  the  time  that  what  we  ought  to 
have  is  a  real  study  of  the  whole  banking  structure  of  this  country, 
and  that  the  substantive  portions  should  be  incorporated. 

Well,  it  has  dragged  and  dragged  and  dragged,  and  finally  you 
have  what  we  have  here.  I  wouldn't  undertake  to  say  which  legis- 
lative procedure  would  be  better. 

Mr.  Multer.  I  am  in  complete  agreement  with  those  who  urge  that 
these  two  things  should  be  handled  separately.  Both  results  sought 
to  be  attained  should  be  attained.  As  a  matter  of  fact,  for  several 
years  I  have  been  putting  in  separate  resolutions,  one  for  what  you 
might  call  a  so-called  monetary  study,  which  would  be  an  overall 
study  of  the  substantive  provisions,  in  connection  with  the  economic 
conditions  and  banking  conditions  generally,  and  the  other  for  a 
codification  of  the  law. 

I  had  the  same  difficulty  that  every  lawyer  has,  and  as  the  members 
of  the  staff  of  the  Library  of  Congress  have.  You  go  looking  for  a 
provision  and  Lord  knows  where  you  will  find  it.  You  have  pro- 
visions for  organizations  of  new  national  banks,  in  the  FDIC  Act,  and 
similar  misplaced  provisions. 

So  when  it  comes  to  recodification,  I  think  that  should  have  been  that 
precise  problem,  and  the  two  things  should  have  been  kept  separate. 
We  have  them  here  together,  however,  and  I  suppose  as  we  try  to  meet 
the  issues  presented,  somewhere  along  the  line  someone  is  going  to  get 
into  discussions  of  monetary  policy,  and  we  are  going  to  go  off  on  a 
tangent  and  the  whole  bill  may  get  lost. 

Governor  Robertson.  I  am  afraid  that  is  so. 

Mr.  Multer.  May  I  now  try  to  get  down  to  specifics  of  this  bill  ? 
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On  the  question  of  your  Advisory  Council,  don't  yon  think  it  might 
better  give  you  a  much  wider  diversification  of  opinion  if,  instead  of 
having  fJ  consecutive  terms  of  1  year,  you  limited  their  terms  on  the 
Advisory  Council  to  3  years  instead  of  6  i  Wouldn't  you  get  more  rota- 
tion and  more  diversity  of  opinion  from  the  banking  fraternity! 

Governor  Robertson-.  You  would  get  a  greater  diversification  of 
opinion  and  precaution,  and  what  we  tried  to  do  in  thinking  this 
through  was  to  he  as  reasonable  as  possible,  and  base  our  decision  on 
actual  experience. 

Actual  experience  shows  that — from  my  point  of  view,  and  I  sup- 
pose every  member  of  the  IJoard  would  have  a  different  point  of  view — 
my  point  of  view  is  that  the  first  year  that  an  individual  service  on  the 
Federal  Advisory  Council,  lie  is  apt  to  be  like  a  freshman  Congress- 
man, I  sup|Mjse :  lie  sits  lack  a  little  and  it  takes  a  little  time  before  he 
really  starts  to  produce,  to  dig  in  and  make  a  major  contribution,  and 
we  felt  that  ft"  years  was  a  reasonable  period,  and  we  wouldn't  contend 
that  it  is  the  only  period  that  would  be  right.  It  could  be  shorter  or 
longer. 

.Mr.  Mi;i.tkr.  I  am  in  complete  agreement  with  you  as  to  the  length 
of  time  it  takes  a  man  to  get  acclimated  to  what  he  is  called  upon  to  do. 

What  strikes  ine  with  reference  to  this,  however,  is  that  vou  suggest 
the  Advisory  Council  service  for  6  years,  and  you  suggest  the  members 
of  the  Uitinls  of  the  Federal  Reserve  banks  serve  for  6  years.  I  am 
suggesting  diversification  there,  so  that  you  won't  have  the  same  people 
serving  together. 

( Jovernor  Korkkthox.  I  don't  quite  see  what  you  mean,  because,  you 
see,  the,  lioards  of  directors  of  the  Federal  Reserve  banks  are  rotated. 
They  don't  all  serve  for  the  same  period  and  go  off  at  the  same  time. 

Mr.  Mi.i.TKK.  That  would  answer  the  question. 

(Jovernor  KoKKKTHON.  Yes,  sir. 

Mr.  Mi ;r,TK».  All  I  have  before  me  at  the  moment  is  the  provision, 
service  of  directors,  and  no  referent*  to  rotation.  You  limit  them  to 
•J,  consecutive  terms  of  3  years,  which  is  6  years. 

Governor  Rnimfrrsox,  Well,  the  terms  don't  coincide. 

Mr.  Mit/iKH.  Then  that  answers  my  question. 

Now,  with  reference  to  the  business  loans,  I  have  enough  practical 
experience  to  realize  how  often  it  is  necessary  to  look  for  additional 
seciuil  v.  You  may  have  a  marginal  loan,  and  if  you  had  just  a  little 
bit.  additional  security,  the  bank  or  any  lender  would  feel  that  this 
would  make  it,  a  good  loan,  and  therefore  he  would  say,  "Let  me  have 
this  mortgage  on  this  property  and  that  will  give  me  the  additional 
security  I  need  to  make  this  loan." 

That,  is  line  in  that  kind  of  an  instance,  but  in  every  instance  the 
loan  committee  or  the  hoard  of  directors  or  lending  officer  is  exercising 
business  judgment,  and  while,  by  and  large,  they  are  honest,  and  doing 
a  good  honest  job  for  the  benefit  of  the  stockholders  and  depositors 
and  the  general  public,  what  is  to  prevent  a  man  who  is  leaning  a  little 
bit,  I  he  other  way,  a  lending  officer,  or  a  loan  committee,  to  say,  "Well 
now,  we  can  make  this  business  loan.  We  can't  make  that  mortgage 
loan.  Let's  combine  them.  We  will  actually  exceed  our  limit  of  real 
estate  loans  by  doing  it  in  this  way,  but  this  stratagem  lets  us  do  it." 

Don't  we,  unless  we  put  in  some  precautionary  provisions,  give  the 
hanks  the  opportunity  to  go  beyond  their  limit  of  real  estate  loans, 
under  the  guise  of  business  loans? 
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Governor  Robertson.  I  don't  think  so,  Congressman.  I  think  what 
you  do — and  I  may  be  prejudiced  about  this,  because  I  look  at  it  from 
the  supervisory  point  of  view  rather  than  the  banker's  point  of  view — 
in  the  absence  of  a  provision  like  this,  the  banker  is  apt  to  go  ahead 
and  make  the  loan  without  the  benefit  of  the  additional  real  estate 
security.  So  it  is  a  less  sound  loan  than  if  they  had  had  the  protecting 
mortgage  on  real  estate.  I  would  be  more  concerned  about  that  than 
I  would  be,  that  it  be  categorized  as  a  real  estate  loan  and  thus  be 
held  within  the  limit  of  the  real  estate  loans  of  the  banks. 

The  Chairman.  The  gentleman  has  concluded  his  5  minutes. 

I  would  like  to  ask  a  question. 

Is  it  not  a  debatable  question  as  to  whether  or  not  the  experience 
a  man  has  had  by  long  service  as  a  director  outweighs  the  advantage 
you  state,  that  more  people  would  get  knowledge  or  the  workings  of 
the  Federal  Reserve  System  if  there  were  more  directors? 

Governor  Robertson.  It  certainly  is  debatable. 

The  Chairman.  It  is  a  debatable  question,  isn't  it? 

Governor  Robertson.  Very  debatable.  I  can  think  of  some  people 
who  have  served  for  years  and  years.  You  couldn't  have  found  better 
men  any  place,  and  the  contribution  they  made  was  great.  But  we 
have  attempted  to  weigh  against  that  the  advantages  of  having  more 
people  develop  a  gooa  understanding  of  Federal  Reserve  functions. 

Mr.  Martin.  Mr.  Chairman,  I  might  say  I  have  just  returned  from 
a  meeting  of  the  Kansas  City  board  that  was  held  in  Denver  over 
the  weekend,  on  Saturday,  and  there  were  differences  of  opinion  on 
this  matter  among  members  of  that  board.  I  think  the  majority  think 
that  we  are  on  the  right  track,  but  there  were  some  differences  of 
opinion. 

The  Chairman.  To  what  extent  have  the  banks  made  use  of  the 
privileges  permitting  them  to  make  20-year  amortized  loans  on  real 
estate?  Could  you  give  us  some  statistics  on  that?  If  you  can,  put 
them  in  the  record. 

Mr.  Martin.  I  will  be  very  glad  to. 

Governor  Rorehtson.  I  will  be  glad  to  give  you  the  figures  of  the 
volume  of  real  estate  loans,  but  1  might  say  that  there  is  hardly  a 
national  hank  in  the  country  which  today  does  not  have  its  real 
estate  loans  on  an  amortized  basis  rather  than  the  way  we  had  them 
25  years  ago,  on  an  unamortized  basis. 

(The  data  requested  above  is  as  follows :) 

Twbkty-Veab  Amortized  Real-Estate  Loans 

In  August  1055,  an  amendment  to  tbe  United  States  Code  and  section  24 
of  tbe  Federal  Reserve  Act  provided  that  national  banks  may  now  make  "loans 
on  real  estate  In  an  amount  not  to  exceed  66%  percent  of  the  appraised  value 
of  tbe  real  estate  offered  as  security  and  for  a  term  not  longer  than  20  years 
if  the  loan  is  secured  by  an  amortized  mortgage,  deed  of  trust,  or  other  such 
instrument  under  tbe  terms  of  which  the  installment  payments  are  sufficient 
to  amortize  the  entire  principal  of  the  loan  within  a  period  of  not  more  than  20 
years."  (Limitation  does  not  apply  to  loans  insured  under  provisions  of  National 
Housing  Act). 

As  you  will  note,  this  provision  with  respect  to  loans  relates  to  national  banks 
and  upon  inquiry  at  the  Office  of  tbe  Comptroller  of  the  Currency,  we  have 
been  informed  that  they  have  no  statistics  with  respect  to  tbe  extent  banks  have 
made  use  of  the  privilege  permitting  them  to  make  20-year-a mortized  loans 
on  real  estate. 
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Stat*  banks.  Inclnding  member  bantu  which  in  examined  by  the  Federal  Re- 
serve examiners,  are  subject  to  various  Stabs  laws  with  respect  to  limitations 
on  looiia  on  real  estate. 

The  Chairman.  That  concludes  the  questioning  under  the  5-minufce 
rule. 

Mr.  Patman-.  Will  you  call  the  members  again,  Mr.  Chairman,  or 
shall  they  ask  for  recognition  f 

Mr.  Kilhukv.  I  have  a  short  question. 

The  Chairman.  Mr.  KUbuni. 

Mr.  Kiuuks.  I  just  wanted  to  ask  Mr.  Martin,  as  head  of  the 
Federal  Reserve  System,  if  vou  were  sitting  on  this  committee,  with 
this  hill  before  you,  and  if  there  were  some  minor  changes  in  it, 
such  as  you  suggest,  would  you  support  it  or  not  ? 

Mr.  Martin-.  I  would  definitely  support  the  bill ;  yes,  sir. 

Mr.  Kilburx.  That  is  all. 

Mr.  Beits.  Could  I  ask  one  short  question,  Mr.  Chairman? 

The  Chairman-.  Mr.  Betts. 

Mr.  Betts.  Going  back  to  the  references  I  made  about  section  29, 
would  you  be  in  a  position  to  tell  us  how  many  hearings  there  have 
been  before  the  Board  with  respect  to  removal  of  officers  I 

Governor  Robertson-.  Very  few,  and  you  can  almost  count  them  on 
your  fingers.  I  would  have  to  look  at  the  record  to  make  sure,  but 
it  has  been  used  almost  not  at  all. 

Mr.  Betts.  When  was  the  last  one:  do  you  recall? 

Governor  Robertson-.  There  is  one  pending  now,  and  that  is  all. 
Most  of  the  time  this  has  been  on  the  basis  of  a  warning,  and  a  warn- 
ing is  usually  sufficient.  You  don't  have  to  go  through  the  hearing. 
No  one  wants  to  be  brought  up  before  an  organization  on  a  charge  of 
unsafe  and  unsound  banking  practice. 

The  Chairman".  Mr.  Patman. 

Mr.  Patman.  Mr.  Martin,  I  want  to  ask  you  some  questions  about 
your  statement,  first.  Now,  on  the  expenditures  for  Federal  Re- 
serve bank  buildings,  there  will  be  no  limit  as  to  Federal  Reserve 
buildings,  will  there? 

Mr.  Martin.  No,  sir. 

Mr.  Patman.  And  this  bill  would  take  the  limit  off  the  branches, 
too; 

Mr.  Martix.  That  is  right.    It  would  be  capitalized. 

Mr.  Patman.  I  notice  the  Senate  committee  said  that  the  money 
you  will  spend  is  the  Federal  Reserve's  money,  anyway.  Don't  you 
consider  this  Government  money,  Mr.  Martin? 

Mr.  Martin-.  I  most  certainly  do. 

Mr.  Patman.  In  other  words,  the  money  that  is  used  to  build  build- 
ings is  Government  money? 

Mr.  Martin.  Well,  it  is  money  which  is  capitalized  for  this  pur- 
pose. Now,  it  is  very  difficult  to  define.  All  money  is  Government 
money. 

Mr.  Patman*.  Well.  I  will  get  back  to  that  later,  as  I  have  several 
questions  along  that  line. 

Now,  as  to  the  provision  which  would  require  the  Federal  Reserve 
to  pay  into  the  Treasury  90  percent  of  its  profits.  If  you  will  recall, 
when' the  act  was  up  in  1935, 1  offered  an  amendment  to  do  that,  and 
the  amendment  was  adopted,  hut,  before  the  bill  got  through,  the 
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flection  to  which  that  amendment  was  tied  got  lost,  and  the  provision 
was  not  put  into  the  law.  It  should  have  been  there,  and  I  think  you 
are  right  in  asking  that  it  be  put  in. 

I  wonder,  however,  since  you  have  about  three-quarters  of  a  billion 
dollars  in  the  surplus  fund  of  the  Federal  Reserve  banks,  why  you 
want  10  percent  more  each  year.  What  will  you  do  with  it?  It 
doesn't  serve  any  purpose.  It  is  idle,  unused.  What  do  you  want 
to  put  it  aside  for? 

Governor  Robertson.  May  I  answer  that  ? 

Mr.  Patman.  Certainly. 

Governor  Robertson.  There  is  no  magic  in  any  90  percent  or  10 
percent  or  anything  else. 

Mr.  Patman,  Why  do  you  want  any  percent  ?  Why  do  you  want 
any  amount,  as  long  as  you  have  a  certain  amount  in  the  surplus  fund 
of  a  bank?  Why  are  you  not  satisfied  with  that?  Why  do  you  want 
to  keep  piling  up  more  money,  which  is  unused  and  doesn't  serve  any 
purpose? 

Governor  Robertson.  The  only  thing  we  were  trying  to  do  here 
was  to  follow  out  the  original  concept  of  the  statute.  It  did  provide 
for  a  surplus.  This  contemplates  building  up  the  surplus,  not  be- 
cause you  needed  it  today  but  because  you  might  need  it  some  other 
time. 

Mr.  Patman.  What  would  you  need  it  for? 

Governor  Rohertson.  I  can't  imagine.  I  hope  there  is  never  a 
situation  to  need  it. 

Mr.  Patman.  To  keep  you  from  coming  back  to  Congress  for  an 
appropriation;  that  is  the  only  thing. 

Governor  Robertson.  Oh,  no ;  we  would  never  have  to  come  back  for 
appropriations. 

Mr.  Patman.  Well,  you  would  if  you  ran  out  of  funds. 

Governor  Robertson.  We  are  not  going  to. 

Mr.  Patman.  You  almost  did  at  one  time. 

Governor  Robertson.  Well,  we  will  never  have  another  such  situa- 
tion. 

Mr.  Patman.  You  have  too  much  money  piled  up. 

Governor  Robertson.  Maybe  that  would  be  a  good  purpose  to  serve, 
so  we  wouldn't  have  to  come  back. 

Mr.  Patman.  Maybe  we  should  make  it  possible  for  you  to  pay  a 
hundred  percent  into  the  Treasury,  as  long  as  there  is  a  surplus  equal 
to  a  specified  amount  in  each  Federal  Reserve  bank.  Don't  you  think 
that  would  be  reasonable? 

Governor  Robertson.  We  suggested  this  in  the  alternative,  as  you 
know.  We  suggested  we  be  authorized  to  turn  over  to  the  Treasury 
amounts,  or  put  it  in  franchise  tax,  and  that  was  the  one  selected. 
We  don't  care  which  way  it  is.  We  think  the  money  must  go  to  the 
Treasury. 

Mr.  Patman.  Now,  as  to  the  merger  provisions 

Governor  Robertson.  The  alternative  suggestions  are  in  the  recom- 
mendations which  the  agencies  made.     You  will  find  it  in  those. 

Mr.  Patman.  As  to  the  merger  provisions,  these  are  for  the  pur- 
pose of  placing  in  the  Federal  supervisory  banking  agencies  the  power 
to  determine  whether  or  not  there  is  a  merger;  isn't  that  correct? 

Governor  Robertson.  Whether  a  merger  can  be  consummated. 
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Mr.  Rvnux.  Does  that  prohibit  the  Department  of  Justice  from 

lAMtiEuKing  a  suit  to  prevent  a  merger,  in  a  case  where  it  feels  that  the 
rr;*;rfF*r  l-.  in  violation  of  the  law » 

G*>«rnoc  Robertson.  Xo;  the  Department  has  that  right  today,  un- 
'ifcr  rhft  Clayton  Act. 

Mr.  Patxas.  I  am  not  talking  about  that.  I  am  talking  about  if 
rr, :.-.  \k  enacted,  does  this  bill  take  the  place  of  the  antitrust  law  ? 

Governor  Robertson.  It  certainly  doesn't  take  the  place  of  anti- 
rri-t  laws.     I  did  not  say  that  the  antitrust  laws  are  not  applicable. 

Mr.  I  atman.  Are  not  applicable? 

Governor  Ei.bf.rts.is.  That  is  right. 

Mr.  Patmax.  Well,  there  are  some  laws  that  are  applicable  now. 

Governor  Ri •bertsmx.  In  part.  The  Clayton  Act  is  applicable  only 
to  itock  acquisitions. 

Mr.  Patmax.  It  is  referred  to  as  an  antitrust  law. 

Governor  Robertson.  That  is  right. 

Mr.  Patmax.  Here  you  provide  that  the  Attorney  General  may  be 
consulted,  hut  you  do  not  require  that  he  be  consulted,  nor  do  you  give 
him  power  to  bring  suit. 

Governor  Robertson.  That  is  right. 

Mr.  Patmax.  So  the  effect  of  it  is  to  take  it  out  of  the  Department 
of  Justice  and  place  it  under  the  Federal  supervisory  banking 
agencies. 

Governor  Robertson.  That  is  not  true.  We  take  nothing  out  of  the 
Department  of  Justice. 

Mr.  Patmax.  Well,  the  way  it  is  now.  the  Department  of  Justice  has 
power  with  respect  to  the  merging  of  financial  institutions. 

Governor  Robertson.  It  would  have  exactly  the  same  power  later. 

Mr.  Patmax.  I  know,  but  you  have  a  setup  here  in  which  the  At- 
torney General  is  only  conferred  with. 

Governor  Robkrtsox.  Not  necessarily. 

Mr.  Patmax.  But  you  stated  here  he  will  be. 

Governor  Rmisertsox.  He  can  be. 

Mr.  Patmax.  Maybe. 

Governor  Robertson.  Mavbe;  in  the  discretion  of  the  agency. 

Mr.  Patmax.  Knowing  wliat  good  tine  public-relations  people  you 
are.  I  know  you  wouldn't  overlook  that.  You  would  get  him  right  in 
there  and  make  him  a  party  to  it.  and  he  wouldn't  bring  any  suit.  But 
I  think  the  effect  of  it  is  to  put  into  the  Federal  supervisory  banking 
agencies  all  the  power  concerning  mergers.  I  think  that  would  be  the 
net  effect. 

Now  as  to  the  auditors,  who  selects  them  i 

It  is  a  fact  that  the  Federal  Reserve  System  has  never  been  audited 
by  an  outside  auditor,  is  it  not.  Mr.  Martin  ? 

Mr.  Martin.  I  will  ask  Governor  Robertson  to  answer  this.  I  have 
been  com  men  ting  on  this  for  years. 

Mr.  Patmax.  I  wanted  you  to  answer  that,  because  I  have  asked 
you  the  question  before,  and  I  know  what  your  answer  will  be. 

Mr.  Marti x.  Go  right  ahead. 

Governor  Robertson.  Never  in  recent  years  by  an  outside  auditor. 

Mr.  Patmax.  In  fact,  you  didn't  have  any  audit  of  the  Board  until 
I  jumped  on  you  a  few  years  ago. 

Governor  Robertson.  Not  until  we  both  came  over  to  the  Board. 

Mr.  Patmax.  That  is  right,  about  4  years  ago 
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Mr.  Martin.  Six  years  ago. 

Mr.  Patman.  The  first  audit  of  the  Federal  Reserve  Board  was 
made  at  that  time? 

Mr.  Martin.  Oh,  no;  we  were  audited,  but  the  outside  auditor  was 
5  years  ago. 

Mr.  Patman.  I  don't  consider  him  an  outside  auditor,  if  you  select 
him  and  give  him  his  instructions.  I  have  never  seen  these  instruc- 
tions, although  I  have  asked  for  them. 

Mr.  Martin.  We  sent  the  instructions  up  to  you. 

Mr.  Patman.  I  never  did  receive  them. 

Governor  Robertson.  We  will  cure  that. 

(Instructions  discussed  above  are  as  follows:) 

Boabd  or  Govern obb,  or  the 

Federal  Reserve  System, 
Washington,  D.  C,  November  7, 1956. 
Abthcb  Andersen  &  Co., 

Washington,  D.  C. 

Gentlemen  :  It  la  requested  that  your  firm  undertake,  as  promptly  after 
January  1,  1957,  as  is  convenient,  an  audit  of  the  books  and  accounts  of  the 
Board  of  Governors  of  the  Federal  Reserve  System  for  the  year  1958. 

As  in  previous  audits,  no  restrictions  have  or  will  be  placed  by  the  Board 
upon  your  firm  as  to  the  scope  of  the  audit  or  the  manner  in  which  it  is  to  be 
conducted,  and  you  will  make  the  audit  as  extensive  and  in  such  manner  as 
appears  to  you  to  be  desirable  in  accordance  with  generally  accepted  auditing 
standards.  Compensation  will  be  on  the  same  basis  as  for  the  audit  for  the 
year  1955.  The  Board  will  appreciate  written  confirmation  that  you  will  under- 
take the  audit  on  these  terms. 

The  suggestion  has  been  made  from  time  to  time  that  the  firm  selected  by 
the  Board  to  audit  its  accounts  be  changed  every  3  or  4  years.  The  Board  is 
Inclined  to  agree  with  this  suggestion  and  it  may  be  that  another  firm  will  be 
selected  for  the  1957  audit.  A  decision  to  employ  another  firm  would  not  in 
any  way  reflect  on  the  audits  made  by  you  because  they  have  been  entirely 
satisfactory ;  rather,  it  would  reflect  a  desirable  policy  for  the  Board  to  follow 
as  the  central  banking  agency  of  the  Federal  Government. 
Sincerely  yours, 

Wm.  McC.  Martin,  Jr. 

Mr.  Patman.  The  Federal  Reserve  System  has  never  been  audited 
by  the  General  Accounting  Office  or  any  outside  auditor  appointed 
by  someone  else. 

Governor  Robertson.  That  is  very  fortunate. 

Mr,  Patman.  It  is  a  self -audit,  not  an  outside  audit,  and  it  involves 
hundreds  of  billions  of  dollars.  With  no  appropriations  needed  from 
the  Congress,  you  don't  have  to  go  back  to  Congress  for  anything, 
according  to  your  peculiar  setup.  I  hope  to  bring  this  out  in  these 
hearings  and  to  show  some  of  the  things  about  the  Federal  Reserve 
System  that  you  don't  tell,  even  when  you  say  that  you  want  a  gen- 
eral understanding  of  the  Federal  Reserve  System,  which  there  should 
be.  I  believe  in  the  Federal  Reserve  System,  but  there  are  a  lot  of 
things  about  it  that  you  are  not  telling,  and  a  lot  of  things  about  it 
that  I  think  are  important  for  the  people  and  the  Members  of  Con- 
gress to  know. 

Now  then,  about  the  repurchase  agreements : 

There  might  be  two  kinds,  Mr.  Martin,  and  I  would  like  to  know 
which  kind  you  have  reference  to. 

One  kind,  I  assume,  is  where  the  member  bank  sells  to  the  Federal 
Reserve  bank  and  retains  the  right  to  repurchase;  and  the  other  is 
where  the  Federal  Reserve  bank  can  sell  to  the  member  bank  with 
the  right  of  repurchase. 
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Are  those  two  instances  correctly  stated  or  are  they  incorrectly 
stated! 

Governor  Robertson.  The  second  one  never  exists. 

Mr,  Patmax.  The  second  one  never  exists  f 

Governor  Eobektson.  That  is  right. 

Mr.  Patmax.  In  other  words,  the  Federal  Reserve  bank  never  sells 
to  the  member  bank  with  a  repurchase  right  ? 

Governor  Robertsox.  Never. 

Mr.  Patmax.  Well,  we  have  our  definition  straight.  It  is  only  in 
cases  where  the  member  bank  sells  to  the  Federal  Reserve  bank  and 
retains  the  right  to  repurchase. 

Governor  Robertsox.  As  a  matter  of  fact,  it  never  happens  in  the 
case  of  a  bank.  It  always  happens  in  the  case  of  a  dealer  in  Govern* 
ment  securities. 

Mr.  Patmax.  A  dealer  in  Government  securities. 

Governor  Robertsox.  Yes,  sir,  the  man  who  is  making  the  markets 
for  Government  securities. 

Mr.  Patmax.  You  mean  he  deals  with  the  Federal  Reserve  bank. 

Governor  Robertsox.  Definitely  so.  The  Federal  Reserve  bank  will 
take  the  Government  securities  from  him  under  a  repurchase  agree- 
ment and  provide  liim  with  money. 

Mr.  Patmax,  Do  you  mean  dealers  who  are  not  bankers? 

Governor  Robertsox.  Nonbank  dealers,  that,  is  right, 

Mr.  Patmax.  I  am  learning  something.  I  thought  the  Federal  Re- 
serve was  a  bank  for  bankers.  I  didn;t  know  it  was  a  bank  for 
others. 

Governor  Robertsox.  The  Federal  Reserve  has  two  functions  in 
this  field.  What  it  does  is  provide  service  for  member  banks,  and 
also  helps  to  provide  a  Government  securities  market. 

Mr.  Patmax.  You  mean  in  aiding  in  the  open  market? 

Governor  Robertsox.  It  is  part  of  the  Open  Market  Committee's 
ope  nit  ions. 

Mr.  Patmax.  Part  of  the  Open  Market  operations? 

( iovenior  Robertsox.  Yes,  sir. 

Mr.  Patmax.  But  there  is  no  supervision  of  that  Open  Market  op- 
eration, is  there,  like  the  SEC  jurisdiction  over  a  number  of  markets? 
There  is  no  supervision  over  this  market,  is  there? 

Governor  Roiieutsox.  Probablv  the  Itest  supervision  that  ever 
exited. 

Mr.  Patmax.  Who  does  it? 

Governor  Robertson.  The  Federal  Reserve  System,  itself. 

Mr.  Patmax.  Now,  the  Open  Market  Committee  is  in  the  New  York 
hank,  isn't  it? 

Governor  Robertsox.  The  desk  is  in  the  New  York  bank. 

Mr.  Patmax.  Who  is  at  that  desk,  somebody  selected  by  the  Fed- 
eral Reserve  Hoard  or  somebody  selected  by  representatives  of  the  pri- 
vate banks  in  New  York? 

Governor  Robertsox.  That  is  a  very  misleading  statement  of  your 
question.    The  answer  to  your  question  is  this 

Mr.  Patmax.  You  don't  think  it  is  a  true  statement  ? 

Governor  Robertsox.  No:  it  isn't  true. 

Mr.  Patmax.  Let's  see  if  it  isn't  true. 

Governor  Robertsox.  If  I  may  answer  your  question,  the  individ- 
ual who  sits  on  the  desk  is  selected  by  the  Federal  Reserve  Bank  of 
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New  York,  but  he  must  first  be  approved  by  the  Open  Market  Com- 
mittee, a  majority  of  whose  members  are  members  of  the  Board  of 
Governors  of  the  Federal  Keserve  System. 

Mr.  Patman.  I  beg  your  pardon? 

Governor  Robertson.  A  majority  of  the  members  of  the  Open  Mar- 
ket Committee- 
Mr.  Patman.  That  is  right,  but  that  is  only  for  approval.  You 
have  just  the  veto  right.  I  am  not  attacking  this  gentleman.  But 
I  am  telling  you  that  the  system  is  sucli  that  you  don't  have  the  power 
even  to  appoint  the  person  who  runs  this  big  operation  involving  bil- 
lions of  dollars  a  year.  He  is  appointed  in  New  York  by  representa- 
tives of  the  private  banks  of  that  Federal  Reserve  district,  and  he 
runs  this  great,  huge  Government  operation  of  billions  of  dollars  every 
year.  If  anyone  should  happen  to  have  knowledge  of  what  is  going 
to  happen  the  next  day  in  this  Government  bond  market,  he  could 
make  millions  of  dollars,  and  yet  you  have  no  regulations  as  to  sb- 
crecy,  and  probably  over  a  hundred  people  know  what  is  going  to 
happen. 

Do  you  think  any  of  those  hundred  people  woiddn't  tell?  I  don't 
know.  But  if  they  were  a  hundred  Members  of  Congress,  I  wouldn't 
guarantee  it,  because  we  are  inclined  to  talk ;  so  there  is  no  protection 
m  the  open  market  that  you  mention. 

In  the  Senate  hearings  I  notice,  Mr.  Robertson,  you  stated  that 
about  3,300  employees  of  the  banks  were  engaged  in  taking  care  of 
the  operations  for  25  agencies  of  the  Government. 

This  morning  I  noticed  that  Mr.  Martin  said  that  3,100  of  the  ap- 
proximately 18,600 — there  is  no  material  difference 

Governor  Robertson.  The  number  of  employees  has  dropped  down. 

Mr.  Patman.  Yes,  sir;  that  is  not  material.  The  point  is,  these  25 
agencies  pay  the  Federal  Reserve  System  for  carrying  checks  and  for 
all  other  services  rendered  by  the  Federal  Reserve  banks ;  don't  they  ? 

Governor  Robertson.  No.  The  Federal  Reserve  banks  do  perform 
services  for  the  Government  on  a  reimbursable  basis  as  well  as  with- 
out charge. 

Mr.  Patman.  Well,  name  the  services  that  are  without  charge. 

Governor  Robertson.  I  would  be  very  glad  to,  because  it  is  the  sub- 
stantial part,  and  the  part  which  has  been  overlooked  by  many  people 
who  have  made  statements  on  this  subject. 

The  Federal  Reserve  banks,  in  serving  the  Government,  in  the 
whole  check  collection  operation,  do  so  on  a  cost-free  basis. 

The  same  extent  to  which  commercial  banks  deal  with  their  de- 
positors on  a  cost-free  basis,  the  Federal  Reserve  banks  deal  for  the 
Government  on  a  cost-free  basis.  But  comparable  to  the  situation 
where  a  trust  department  of  a  bank  acts  as  agent  for  a  depositor, 
or  to  the  extent  to  which  it  provides  services  by  acting  as  agent,  so  in 
the  case  of  the  relationship  between  the  Federal  Reserve  banks  and 
the  Government,  the  Federal  Reserve  acts  on  a  reimbursable  basis, 
and  that  amounts  to  about  $18  million  a  year. 

Mr.  Patman.  I  don't  want  to  continue  on  that  question  because  I 
want  to  go  over  briefly  these  other  questions  first  and  then  come 
back  to  it  later.  I  have  a  lot  to  say  on  the  other  side  of  what  yon 
have  said,  Mr.  Robertson.  I  am  not  disputing  what  you  say,  but 
there  are  some  things  about  it  that  I  don't  understand. 
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Now,  mi  ilio  quest ion  of  demand  deposits,  owners  of  deposits  on 
demand  liiivt>  not  lnvn  reeeiving  interest  since  1933.  Since  the  Bank- 
ing Art  of  Itlitil,  it  litis  Ih'imi  unlawful  to  pay  interest  on  a  demand 
deposit.  I'lml  law  lias  continued  on,  and  the  language  is  very  well 
MUToiuiiliil.  "No  member  hank  shall  directly  or  indirectly,  by  any 
ili>\  ice  n lintxiH'i or,  pay  any  interest  on  any  deposit  which  is  payable 

Dial  is  supposed  to  include  interbank  deposits,  too.  is  it  not  * 

t!i>\cnior  Kiwursos.  Anv  wn  of  demand  deposit  would  be  in- 
cluded. 

Mr.  1'mm  v\,  1\>  j on  moan  to  say  that  banks  that  now  deposit  with 
other  bank*  don't  receive  anything  in  return  for  those  deposits! 

tio\ornor  Uoiwkvson.  I  ivrtainiy  do  not.  I  don't  contend  that  at 
all.  What  1  !\\>r.\  contend  ;.s  that  this  statute  is  completely  unen- 
loivoablc 

Mr.  I'wmw.  Is:-."!  :i  better  jo  have  it  as  strict  as  it  is  than  to 
oh :»!»:%» :t  a*.  \ .",;  ?'.:i-ivsT  w  here  :;  w;"  s:;~'  tie  possible  to  furnish  park- 
iv.t  t ::,:"  •.  cv,  :.•  *..',\c  .  ::i\ks  prir.ieo..  sr.d  r.-.sylie  to  cram  loans  at  a 
i\\!':.w.  :.'.:e'  ^  o.  *;'■:!,; "  s\  e  v.o  "aw  s:  s"  :r.a:  way.  Why  not  take 
i'v  «■.'.• .'      i  .-:'  : :.-.•"  >:  :v  iv.~k*  ray  i:.:<res:  or.  aesand  deposits  i 

\'.-\  .••.■,-  :?...«  ••-•>  v    1  :;•;.'.  va  >".:ty  :*"s:  ;':.&'  vcc-Mz'i  heriffht. 

«.:."..•■     .-:   "..,-.-  *.->     N. 

V-    '.*i  v  .\    '  -v  >  :.-  - .■-;  :*:.*.:  >■:■«*«-  :r~  :■»-:  :>.•*-  payment  of 

.•  ■>   ■'  ■.-;-.■«.■>   t-  ■"  .v."-.-.  yry.'t.r'\-  bt  7«f«"tr"j«.  because  it 

s.v  •.-■.■  :■  -.-*.■■-■  :".■-  *"v  "■■  ■:  *t*  t-t'":.  r-:?e>H  5"Wsl't  exist 

.  ■■  *'■'--  :    ■■  z  :    :  ■».*.*  •.-:-:r>:?t.Tj  -trjjfr.  it  was 

*  -  ■'         .-•■•       .-*  -    .'■'■'■  i'-'-'.A  .c:.KT*-f>  fell 


-    V-  Mi-r-'f  a-.d 
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to  what  they  can  do  and  what  they  cannot  do  in  their  mutual  self- 
interest. 

Now,  you  were  talking  a  while  ago  about  being  out  at  Kansas  City. 
I  just  want  to  take  last  year's  report  and  analyze  it  from  the  stand- 
point of  Kansas  City. 

Well,  I  don't  have  Kansas  City,  but  I  have  Dallas,  which  is  right 
next  to  it. 

Mr.  Martin.  It  is  a  long  distance  from  Kansas  City.  I  didn't  get 
down  there. 

Mr.  Patman.  Let's  see  about  their  earnings,  about  how  much  they 
need,  and  what  their  requirements  are. 

It  is  stated  here  that  last  year  the  total  earnings  of  the  Dallas  bank 
were  $23,543,065. 

That  sounds  like  a  pretty  big  business,  and  would  justify  officers 
getting  paid  $375,000  and  employees,  $3.5  million.  It  looks  like  a 
pretty  big  business.  But  when  you  consider  that  out  of  that  $23,543,- 
065,  nearly  all  of  it  came  from  one  source,  and  that  was  interest  on 
United  States  Government  securities.  In  fact,  $22,699,000  came  from 
interest  on  such  securities.  What  did  the  Dallas  bank  do  that  re- 
quired any  discretion  or  effort  or  work  on  the  part  of  any  person 
down  there  to  collect  that  $22,699,000  ? 

Mr.  Martin.  The  Dallas  bank  has  performed  yeoman  service 

Mr.  Patman.  I  am  talking  just  about  this  one  item,  Mr.  Martin. 
What  did  they  do  toward  earning  this  amount  of  money  that  required 
the  moving  of  a  finger  or  use  of  a  brain  cell,  or  in  other  words,  any 
discretion  or  judgment  of  any  kind  whatever  ? 

Mr.  Martin.  Mr.  Patman,  the  president  of  the  Dallas  bank  has 
been  a  regular  attendant  at  the  Open  Market  Committee  meetings. 

Mr.  Patman.  You  are  not  answering  the  question,  Mr.  Martin. 
You  know  this  hearing  is  going  to  be  very  long  unless  you  are 
responsive. 

Mr.  Martin.  I  am  trying  to  be  as  responsive  as  I  can. 

The  Chairman.  Answer  the  question  in  your  own  way. 

Mr.  Martin.  The  president  of  the  Dallas  bank  comes  on  every  3 
weeks.  We  receive  from  the  directors  of  that  bank  straws  in  the 
wind  with  respect  to  conditions  in  the  area,  and  their  comments  with 
respect  to  general  business  conditions,  and  we  sit  around,  all  of  us, 
every  3  weeks,  and  consider  what  our  operations  on  the  open  market 
ought  to  be. 

Now  all  of  that  is  a  part  of — what  the  earning  factor  is,  all  of  that, 
there  is  nothing  in  the  Federal  Reserve  System  that  you  can  just  pin- 
point and  say,  "This  is  allocated  to  that,"  unless  you  are  talking 
about  the  guard  service,  or  some  static  operation. 

We  are  operating  a  system  here,  as  I  keep  emphasizing,  where  we 
are  trustees  for  the  money  supply  of  the  country. 

Now,  on  the  Dallas  banks'  contribution,  you  have  pin-pointed  them 
and  trying  to  put  them  on  a  pro-rated  basis.  I  don't  think  it  can  be 
put  in  terms  of  $22  million  or  $1  million,  but  they  have  certainly  con- 
tributed on  that  basis,  in  my  judgment,  to  the  Open  Market  Com- 
mittee's operations  in  Government  securities. 

Mr.  Patman.  That  is  your  answer? 

Mr.  Martin.  That  is  my  answer. 

Mr.  Patman.  So  he  hasn't  moved  a  finger  to  earn  this  money.  Now, 
isn't  that  a  fact? 
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Mr.  Martin.  Well,  now 

Mr.  Patman.  Just  a  minute.    Isn't  it  a  fact 

Mr.  Martin.  Well,  now,  he  moved  his  head,  not  his  finger. 

Mr.  Patman.  Well,  he  moved  it  here  in  Washington,  where  it 
didn't  count.     Up  there  in  New  York  is  where  it  would  count. 

Mr.  Martin.  On,  no;  that  is  an  allegation,  Mr.  Patman.  The 
Open  Market  Committee  has  been  actively  directing  the  manager  of 
the  account,  and  has  been  very  careful  in  the  directives  it  gives- 
Mr.  Patman.  Isn't  it  a  fact,  Mr.  Martin,  that  the  Open  Market 
Committee  has  charge  of  nil  the  bonds  of  all  12  banks,  which  the  man- 
ager handles,  and  that  no  bank  can  buy  or  sell  any  bonds  of  any  kind  i 
The  manager  handles  even'  one  of  them.  He  buys  and  sells  for  each 
bank,  and  he  pro  rates  to  each  hank  the  amount  of  interest  earned 
from  those  Government  bonds.     Isn't  that  correct. 

Mr.  Martin.  Each  bank  could,  but  they  don't.  It  is  a  matter  of 
delegation  to  the  New  York  bank,  where  we  have  placed  the  open 
market  account. 

And  to  revert,  to  your  earl  ier  question,  the  manager  of  the  account — 
I  have  repeatedly  testified,  as  you  know — and  I  think  that  some  day 
we  may  change  that  operation,  where  the  manager  of  the  account  will 
be  selected  by  the  initiative  of  the  Open  Market  Committee,  and  then 
approved  by  the  board  of  directors  of  the  New  York  Reserve  bank; 
we  are  presently  discussing  that  with  the  New  York  bank,  and  may 
work  that  out.  But  practically,  the  control  of  the  manager  of  the 
account  is  clearly  in  the  hands  of  the  Open  Market  Committee,  and 
not  in  the  control  of  New  York  bankers  or  the  Board  of  the  New  York 
Reserve  bank. 

Mr.  Patman.  Well,  who  pays  him  ? 

Mr.  Martin.  He  is  paid  like  all  the  rest  of  us  in  the  system. 

Mr.  Patman.  By  the  New  York  bank. 

Mr.  Martin.  But  the  New  York  bank  is  an  integral  part  of  the 
Federal  Reserve  system. 

Mr.  Patman.  Yes,  sir;  that  is  correct.  And  he  has  complete 
control 

Now  then,  Mr.  Martin,  out  of  that  $23  million  plus  that  the  Dallas 
bank  is  supposed  to  have  earned  last  year,  $22,600,000  came  from 
ihiterest  on  the  Government  bonds  controlled  in  New  York,  over 
which  it  had  no  control  and  which  it  didn't  have  to  touch,  to  clip  any 
coupons  or  to  do  anything  else.  It  just  received  that  much  money 
without  putting  forth  any  effort. 

Now  then,  it  did  perform  some  duties  in  addition  to  that.  It  col- 
lected $13,26-1  for  something,  and  it  collected  $830,142  on  discounts 
n ml  advances.  But  on  investigation  I  find  that  all  those  discounts  and 
advances  were  made  on  Government  securities,  except  for  $13,264.  So 
it  required  no  discretion  on  the  part  of  anybody  to  make  advances  on 
Government  bonds.  I  would  consider  that  a  slide-rule  operation 
which  a  clerk  could  do. 

The  only  part  where  they  exercised  discretion  was  on  two  items, 
advances  of  $13,000  and  $830,000  where  Government  securities  were 
not  used  as  security. 

Now,  I  will  admit  there  has  been  discretion  used  as  to  those  two 
items.  But  you  have  expenses  of  the  Dallas  bank  aggregating  about 
$6  million  for  last  year,  but  it  charged  certain  agencies  of  the  Govern- 
ment a  million  dollars,  which  reduces  it  to  $5,620,000. 
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Now,  tliese  statements  of  the  Federal  Reserve  Board,  covering  the  12 
Federal  Reserve  banks,  shows  that  96  or  97  percent  of  all  the  earnings 
of  all  the  Federal  Reserve  banks  comes  from  interest  on  Government 
bonds. 

Now,  Mr.  Martin,  in  acquiring  those  bonds  for  the  12  Federal  Re- 
serve banks,  isn't  it  a  fact  that  you  don't  use  as  backing  for  the  money 
which  you  exchange  for  those  bonds,  for  instance  $23  million  worth  for 
the  Dallas  bank,  you  didn't  use  the  reserve  of  the  member  banks;  did 
you? 

Mr.  Martin.  That  is  correct. 

Mr.  Patman.  You  did  not  use  the  capital  stock  of  the  member 
banks;  did  you? 

Mr.  Martin.  That  is  correct. 

Mr.  Patman.  You  did  not  use  the  reserves  or  the  surplus  funds  of 
the  member  banks? 

Mr.  Martin.  That  is  correct. 

Mr.  Patman.  Isn't  it  a  fact  that  the  only  thing  you  used  was  money 
that  you  created  which,  of  course,  you  have  a  right  to  do  under  the  law  ? 
You  created  $23  million  in  Federal  Reserve  notes.  Whether  you 
actually  transferred  them  physically  or  not,  the  result  was  that  you 
created  that  much  in  Federal  Reserve  notes  and  traded  them  for 
United  States  Government  bonds.    That  is  correct;  is  it  not? 

Mr.  Martin.  That  is  one  way  of  stating  it. 

Mr.  Patman.  Now  then,  how  do  you  distinguish  between  that  and 
a  hypothetical  situation  like  this :  The  Chairman,  here,  has  a  thousand- 
dollar  mortgage  on  his  home — which  lie  doesn't,  this  is  just  a  hypo- 
thetical question — and  the  chairman  trusts  me  to  take  a  thousand 
dollars  of  his  money,  which  he  gives  me  from  his  pocketbook,  and  he 
says,  "Take  this  money  to  John  Doe,  who  holds  the  mortgage  on  my 
house,  and  pay  oil'  my  mortgage." 

I  take  the  chairman's  thousand  dollars  and  I  go  pay  John  Doe  that 
thousand  dollars,  and  John  Doe  hands  over  the  mortgage  to  me,  which 
then  1  keep  and  thereafter  I  charge  Hie  chairman  interest  every  year, 
just  as  though  that  mortgage  really  belonged  to  me  and  the  chairman 
had  not  paid  it  off. 

How  do  you  distinguish  between  the  two  transactions,  Mr.  Martin? 
In  other  words,  why  should  you  be  allowed  to  create  and  issue  a  Gov- 
ernment obligation — a  United  States  Government  promise  to  pay— 
and  to  take  that  obligation  and  buy  with  it  another  Government  obli- 
gation which  bears  interest,  just  as  the  chairman's  mortgage  bears 
interest,  and  instead  of  canceling  that  interest-bearing  obligation,  you 
keep  it  and  charge  the  Government  interest  on  it,  which  the  taxpayers 
have  to  pay,  amounting  to  about  $600  million  a  year. 
'  Will  you  tell  us  what  the  difference  is  between  the  two  cases,  and  why 
one  is  right  and  the  other  wrong? 

Mr.  Martin.  I  can  only  do  that,  Mr.  Patman,  by  going  back  to  what 
our  currency  system  is. 

Now  the  base  of  our  currency  is  gold.  We  went  on  the  gold  stand- 
ard in  1873. 

We  did  not  have  a  managed  currency  preceding  the  Federal  Reserve 
Act.  The  Federal  Reserve  Act  was  a  major  change  in  the  handling 
of  our  currency,  in  1913. 

Now  under  the  Federal  Reserve  Act,  the  Federal  Reserve  can  create 
money,  it  can  create  money  within  the  limits  that  the  notes  which  it 
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puts  out — the  Federal  Reserve  notes — previously  notes  could  be  issued 
by  individual  commercial  banks,  but  since  that  time  almost  85  percent 
of  the  notes  in  circulation  are  Federal  Reserve  notes — it  can  issue  with- 
in the  limits  set  by  Congress,  it  can  create  money  so  long  as  the  note  and 
deposit  liabilities  of  the  Federal  Reserve  System  do  not  exceed  25  per- 
cent of  its  holdings  of  gold  certificates — not  gold  now,  because  since  the 
Gold  Reserve  Act  of  1934,  we  can  only  have  gold  certificates. 

Now  the  creation  of  money,  in  that  sense,  should  not  be  without  limit, 
nor  should  be  the  credit  that  we  are  trying  to  supply  here — we  are 
trying  to  regulate  this  money  supply  in  such  a  way  that  we  can  have  it 
related  to  the  supply  of  goods  and  services  so  that  it  facilitates  high 
levels  of  employment  and  stable  prices,  rather  than  upsetting  them. 

That  is  the  only  answer  that  I  can  give  to  that  type  of  question,  be- 
cause the  mere  fact  that  we  use  securities  as  backing  for  notes  is  not 
similar  to  an  illustration  of  borrowing  a  thousand  dollars — and  I  am 
sure  I  would  certainly  trust  the  chairman,  as  you  would,  completely 
on  that — is  not  the  question  that  you  are  really  asking.  You  are  talk- 
ing now  about  mechanics. 

Mr.  Pathan.  Yes ;  I  am.     I  am  not  impugning  anyone's  motives. 

Mr.  Martin.  I  am  talking  about  credit  policies. 

Mr.  Vanik,  Mr.  Chairman. 

Mr.  Multer.  Mr.  Chairman,  it  is  now  after  12.  I  know  many  of 
us  have  some  questions  after  Mr.  Patman  gets  through. 

When  do  you  propose  that  Mr.  Martin  and  Mr.  Robertson  will  come 
back. 

Mr.  Martin.  Mr.  Robertson  cannot  come  back,  but  I  will  be  at  your 
service  as  long  as  you  want,  Mr.  Multer.  Mr.  Robertson  is  working 
on  Operation  Alert,  the  Defense  Mobilization  effort  at  the  moment, 
and  cannot  return. 

Mr.  Multeii,  I  do  not  mean  today.     But  the  House  is  in  session. 

The  Chairman.  The  House  is  now  in  session,  and  there  are  some 
hills  in  which  we  are  interested  on  the  floor. 

Mi\  Patman.  Mr.  Chairman,  may  I  have  permission  to  insert  into 
the  record  anything  that  is  germane  to  my  questioning  of  the  witness, 
without  making  the  request  every  time? 

'Hie  Chairman.  Have  you  decided  they  are  germane? 

.Mr.  Patman.  Certainly. 

The  Chairman.  If  they  are  pertinent,  you  may  insert  them.  Mr. 
Martin, you  can  return  tomorrow;  can  you  not? 

Mr.  Martin.  Yes,  sir;  I  am  at  your  service  as  long  as  and  whenever 
you  want  inc. 

The  Chairman.  We  will  adjourn  to  reconvene  tomorrow  at  10 
o'clock. 

(Whereupon,  at  12:10  p.  m.,  the  committee  adjourned  to  reconvene 
Tuesday,  July  16, 195",  at  10  a.  m.) 
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TUESDAY,  JOXY  16,  1957 

House  of  Representatives, 
Committee  on  Banking  and  Cobrency, 

Washington,  D.  C. 

The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman)  pre- 
siding. 

Present :  Chairman  Spence,  Messrs.  Brown,  Patman,  Multer,  Mrs. 
Sullivan,  Mrs.  Griffiths,  Messrs.  Ashley,  Vanik,  Coad,  Breeding,  Talle, 
Kilburn,  Widnall,  Betts,  McVey,  Bass,  Seely-Brown,  Henderson,  and 
Chamberlain. 

The  Chairman.  The  committee  will  be  in  order. 

Mr.  Patman.  Mr.  Chairman. 

The  Chairman.  Just  a  minute. 

I  want  to  ask  Chairman  Martin  a  question. 

Mr.  Martin,  what  authority  has  the  Federal  Reserve  Board  now 
with  reference  to  mergers? 

FTJKTHEF.  STATEMENT  OF  CHAIEMAN  WILLIAM  McC.  MARTIN; 
ACCOMPANIED  BY  WOODLIR?  THOMAS,  ECONOMIC  ADVISES  j  AND 
D.  B.  HEXTER,  ASSISTANT  GENERAL  COUNSEL,  ON  BEHALF  OF 
THE  BOARD  OF  GOVERNORS,  FEDERAL  RESERVE  SYSTEM 

Mr.  Martin.  Only  so  far  as  stock  acquisitions  are  concerned,  Mr. 
Chairman.  We  do  not  have  it  and  we  cannot  pass  on  it  if  assets  are 
involved. 

I  would  like  to  interject,  Mr.  Chairman,  that  due  to  the  alert,  Gov- 
ernor Robertson  and  Mr.  Hackley  cannot  be  with  me  today,  but  I  have 
Mr.  Thomas,  Economic  Adviser  to  the  Board,  and  Mr,  Hexter,  Assist- 
ant General  Counsel,  whom  I  would  also  like  to  use  at  any  time. 

The  Chairman.  You  may  do  that.  You  may  have  whomever  you 
please  to  assist  you. 

Mr.  Martin.  Thank  you. 

The  Chairman.  What  powers  have  you  to  approve  branches  as  a 
result  of  a  merger  ?     You  do  have  that  power  ? 

Mr.  Martin.  We  have  that  power ;  yes,  sir. 

The  Chairman.  That  power  is  exercised ;  is  it  not? 

Mr.  Martin.  Yes,  sir;  that  power  is  exercised.  We  pass  on  it 
regularly. 

The  Chairman.  Is  that  the  only  power  you  have  with  reference  to 
mergers  and  resultant  mergers? 

Mr.  Martin.  We  have  to  approve  the  merger  if  there  is  a  diminu- 
tion of  capital.  Now,  this  will  broaden  it  to  include  assets  as  well  as 
stock. 
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^„W>*  »  >lh  W«WW»^»«"llntJNM««llf«^BJI    Have 

V^*>>VAH,\v  »*»*.  dG*  ewa**l  in  the  refusal  to  consent  to 

'  Sj^'stwi-v  ^v;i,-tlw*.s«»W»«goneiitothe=t»pe^«eweh»TB 

,.;sx"tv    .-,,-MvA  itiJfuMti  il>  but  we  have  privately  mfiated  that  it 
V  ;.•    >.  *.\\'jX*iM»* 

I  ii%  v'  'Ivuh'V   Bui  whether  or  not  there  is  a  diminution  of  capital 

.  irnvt-t'twi  r*'*'  ^wu  (•>  decide.  They  would  all  hare  to  be  submitted 
,  wl'iv  ^\u*i'uihw«  facts* 

\|t;  Mahuv  Yea,  air, 

\Ji  \U  i  iMt.  I  think  we  are  talking  about  two  different  things. 
,  uTamati  SlH'Ucv  i*  talking  about  all  mergers,  and  you,  Mr.  Martin 
it-  ..u\  Utknifi  about  mergers  by  means  of  the  acquisition  of  stock. 

fi.iJi.it  rightTVr.  Martini      "  . 

Mi.  M.vui'iN.  That  is  right.  This  law  would  broaden  it  to  include 
,  i-o  i  looking  acquisition  of  assets. 

\lr.  Vli  i.ruu.  Yes,  sir:  but  I  think  the  chairman  is  c 
,H  wuli  tlw  existing  law,  and  under  existing  law  yon  are  c 
nilv  with  mergers  by  means  of  the  acquisition  of  stock. 

Mi.  Mauii.x.  That  is  stock. 

IV  t'uAiKMAN.  There  are  not  many  mergers  that  result  from  the 
miiiisitiiui  of  stock;  isn't  that  true  I 

\Ir.  Mahtix.  There  are  some;  yes.  sir.    I  don't  know  how  n 

Tin-  Chaikmax.  But  the  great  majority  of  them  do  not  result  i 
i  In-  acquisition  of  stock:  isn't  that  true* 

\li.  Mautix.  '-ft  me  ask  Mr.  Hester  to  comment  on  this,  because  he 
'.a-  worked  actively  with  this. 

Mr.  Hextkb.  In  accordance  with  the  Board's  supervisory  powers, 
Mr.  Chairman,  whenever  a  merger  of  banks  is  to  take  place,  in  which 
ilu-rv  will  be  new  branches  established  by  a  member  State  bank,  the 
Board  is  required  by  law  to  pass  on  that  question. 

Also,  if  there  is  to  be  a  merger  of  banks  involving  a  member  State 
hank,  in  which  the  capital  stock,  or  the  surplus  of  the  continuing  bank 
will  1h>  less  than  the  aggregate  capital  stock  or  aggregate  surplus  of 
i  In' t  wo  banks  merging  together,  the  Board  is  also  required  by  section 
|,s  ic)  of  the  Federal  Deposit  Insurance  Act  to  give  its  approval  before 
Mich  a  merger  can  take  place. 

This  matter  of  acquisition  of  stock  has  to  do  with  the  Clayton  Act 
provision,  section  7  of  the  Clayton  Act?  under  which  the  Board  has 
jurisdiction  with  respect  to  possible  violations  of  the  Clayton  Act 
through  acquisition  of  bank  stock. 

The  Chairman.  What  proportion  of  the  mergers  are  the  result  of 
acquisition  of  stock  and  what  proportion  are  a  result  of  purchase  of 
assets* 

Mr.  Hkxto.  In  connection  with  bank  holding  companies,  quite 
frequently,  a  bank  holding  company  in  a  State,  with  banks  in  a 
State  which  permits  branch  banking,  will  acquire  the  stock  of  another 
bank,  and  after  such  acquisition,  will  merge  it  with  one  of  its  existing 

nks,  making  it  a  branch  of  that  existing  bank. 
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The  Chairman.  And  that  would  be  submitted  to  the  Federal 
Reserve  Board  ? 

Mr.  Hexter.  That  would  be  within  the  jurisdiction  of  the  Federal 
Reserve  Board  as  well  as  the  Department  of  Justice  under  section  7 
of  the  Clayton  Act. 

Mr.  MuiTER.  Mr.  Chairman,  will  you  yield  ? 

Does  that  apply  to  all  cases,  or  does  that  apply  only  to  national 
banks? 

Mr.  Hester.  That  applies  to  the  entire  field  of  banking  under  sec- 
tion 7  of  the  Clayton  Act. 

Mr.  Mdxter.  I  am  not  referring  now  to  the  Clayton  Act.  I  am 
referring  to  the  Federal  Reserve  Board's  authority  under  existing  law 
to  review  the  proposed  merger  or  consolidation. 

Isn't  your  activity  limited  presently  by  law,  aside  from  the  Anti- 
trust Act  sphere?  Isn't  your  activity  presently  limited  by  law  to 
national  banks  ? 

Mr.  Hexter.  It  doesn't  apply  to  national  banks. 

Mr.  Multer.  I  mean  to  member  banks. 

Mr,  Hexter.  Member  State  banks. 

Mr.  Mtjlter.  It  does  not  apply  to  national  banks  1 

Mr.  Hexter.  The  Comptroller  of  the  Currency  lias  jurisdiction 
over  mergers  involving  national  banks.  The  Federal  Reserve  Board 
has  jurisdiction  to  the  extent  I  have  described  over  mergers  involving 
member  State  banks. 

Mr.  Multer.  What  about  the  situation  where  a  national  bank  and 
a  State  bank  are  involved  in  a  merger  ? 

Mr.  Hexter.  It  depends  on  which  bank  is  to  be  the  continuing  in- 
stitution. 

But  I  wish  to  make  clear,  whereas  the  Comptroller  is  required  by 
law  to  approve  any  merger  in  which  the  continuing  bank  is  a  national 
bank,  the  Federal  Reserve  Board  has  no  such  power.  The  basic  power 
over  a  merger  involving  State  banks  is  in  the  State  supervisory  au- 
thority rather  than  the  Board  of  Governors. 

The  Chairman.  AH  of  those  mergers  are  submitted  to  the  Board? 

Mr.  Hexter.  If  they  involve  a  dimunition  of  capital  or  surplus  or 
if  they  involve  establishment  of  branches,  they  must  be  passed  on  by 
the  Board. 

The  Chairman.  The  Bank  Holding  Company  Act  prevents  bank 
holding  companies  from  crossing  State  lines,  but  there  is  no  prohibi- 
tion against  them  going  across  the  district  lines  of  a  State? 

Mr.  Hexter.  That  is  correct. 

The  Chairman.  What  is  the  attitude  of  the  Federal  Reserve  Board 
with  respect  to  that?  Do  you  favor  the  holding  companies  having 
the  privilege  of  going  across  State  district  lines  ? 

Mr.  Hexter.  Are  you  referring  to  a  situation  in  which  a  particular 
State  happens  to  be  divided  by  a  district  line  ? 

The  Chairman.  Yes,  sir. 

Mr.  Hexter.  It  wouldn't  seem  to  me,  expressing  my  own  view,  that 
the  fact  that  a  district  line  happens  to  cut  through  a  State,  should 
affect  the  law  in  that  respect.  I  should  think  if  there  was  to  be  a 
division  made,  it  would  be  on  State  lines  rather  than  State  plus 
district  lines.    That  would  just  confuse  the  situation. 

The  Chairman.  Yes,  sir. 
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vinr  ubetft  Federal  Reserve  districts.    I  tun  +**fc™g 
*    ;Ci^«r^i**r**s* cnmte^  m  tine  State. 
>  ■       *...    j»   3?.  sw^  *  St*68  ■s  ^ew  York  State ! 
'"    \*..«*iv*  Yes.  sir. 

"^  -„    ".v  .*»-#«*«  l*wt  ti>e  folding  companies  are  forbidden  to 

x\.»    «*•»  -a  the  acquisition  of  banks.    Should  the;  be  limited 

v*.w   ,»twt*e6Wtts  to  the  State  banking  district  where  they  are 

\iV,  HK\twc  That  is  a  matter  on  which  the  Board  of  Governors, 

v'.tctvi,  has  not  expressed  itself. 

Mr.  \1  umx.  The  Board  has  not  expressed  itself,  and  is  reserving 
> -...uuiuMtt  iMt  that  to  make  a  report,  as  we  are  required  to  do  by  Con- 
•  lvss,  under  the  Bank  Holding  Company  Act,  after  we  have  had  more 
iwpoi'iwH'*  with  this.  We  will  come  back  within  2  years  with  some 
iwoiiuiwndations  on  this. 

The  Chairman*.  Could  we  have  a  tentative  declaratory  judgment 
on  that  subject? 

Mr.  Martin'.  I  can't  speak  for  the  other  members  of  the  Board, 
and  there  may  be  some  differences  of  opinion  on  that. 

'Die  Chairman.  That  question  has  been  submitted  to  the  Board! 

Mr.  Martin.  Oh,  yes,  sir;  that  is  a  question  that  the  Board  has,  and 
the  Board  is  working  on  it  at  the  present  time. 

Mr.  Multeb.  Will  you  yield,  Mr.  Chairman? 

The  Chairman.  I  yield. 

Mr.  Mvi.ter.  Do  you  mean  that  the  Board  is  working  on  it  in  con- 
nection with  a  pending  application  or 

Mr.  Martin.  Oh,  no 

Mr.  Multer.  Or  the  overall  problem. 

Mr.  Martin.  We  are  considering  that  as  to  how  we  will  report  to 
Congress.  You  will  recall  that  there  were  differences  between  the 
Senate  and  the  House. 

The  Chairman.  How  many  States  have  divided  their  States  into 
banking  districts  by  legislative  action  ? 

Mr.  Martin.  There  are  very  few,  Mr.  Hexter  tells  me. 

The  Chairman.  Have  you  had  that  question  submitted  to  you  in 
any  State  except  New  York? 

Mr.  Martin.  I  don't  believe  so,  but  I  am  not  sure. 

Mr.  Hexter.  I  can't  recall  any  other. 

Mr.  Martin-.  I  think  New  York  is  the  only  one  at  the  present  time. 

The  Chairman.  Can  you  put  in  the  record  a  statement  showing 
the  States  with  bunking  districts  provided  by  State  legislation? 

Mr.  Martin.  We  will  be  glad  to  put  that  in  the  record. 

(The  information  requested  is  as  follows:) 

Htatrh  CoM'-imko  Branch  Banking  to  PRESCRIBED  Districts 

The  f(iicHt.iun  Iuih  been  raised  as  to  tbe  Dumber  of  States  which  are  divided 
lull)  banking  districts  for  branch  banting  purposes. 

Tim  Mtiiti*  rif  New  York  Is  divided,  by  counties,  into  nine  banking  districts  and 
luiiihH  lint  jHTiiiittt'd  to  establish  brunch  banks  only  in  the  banking  district  in 
which  their  principal  office  is  located.  McKlnney's  Consolidated  Laws  of  New 
York  An  until  tod,  book  4,  part  I,  Banking  Law,  sections  3  and  105  (1950). 
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A  compilation  of  State  statutes  relative  to  branch  banking  reveals  no  other 
division  of  a  State  into  prescribed  banking  districts  such  as  exists  In  New 
York,  although  several  States  permit  branch  banking  (or  "offices"  or  "stations") 
within  limited  areas  such  as  the  city,  county,  or  county  contiguous  to  the  county 
In  which  the  parent  bank  Is  located.  However,  the  State  of  Alabama,  while 
prescribing  limitations  on  branch  banking  within  the  city  and  county  where 
the  parent  bank  is  located  In  general  statutory  terms,  has  In  addition  prescribed 
limitations  on  the  establishment  of  branches  in  specifically  named  counties 
such  as  Lauderdale  County,  Act  No.  617,  1953  Acts,  page  877 ;  Colbert  County, 
Act  No.  20,  1035  Acts,  page  135 ;  and  Lawrence  County,  Act  No.  133,  1055  Acts, 
page  381.  The  latter  might  conceivably  be  characterized  as  partial  districting 
of  a  State  for  branch  banking  purposes. 

The  Chairman.  You  have  asked  for  some  additional  powers  with 
reference  to  foreign  branches.    Why  do  you  want  them? 

Mr.  Martin.  The  reason  is  to  make  our  foreign  branches,  or  to  put 
the  foreign  branches  of  American  banks  in  a  position  so  they  can 
compete  with  foreign  institutions  on  their  own  soil. 

In  other  words,  we  don't  want  to  handicap  the  branches  of  our  own 
banks  when  they  go  abroad,  unduly,  unless  we  are  convinced  that 
the  public  interest  is  being  hindered,  and  it  is  our  judgment  that 
there  are  some  things  that  are  done  in  foreign  countries  that  it  would 
be  perfectly  proper  to  let  the  foreign  branches  of  American  banks  do 
on  a  competitive  basis  with  foreign  institutions. 

The  Chairman.  How  many  American  banks  have  foreign 
branches  ? 

Mr.  Martin.  Not  too  many.    I  can  get  you  the  list. 

The  Chairman.  Put  those  in  the  record,  please. 

Mr.  Martin.  Very  well. 

(The  data  requested  above  is  as  follows:) 

Foreign  Branches  of  American  Banks  IN  Operation  on  June  30,  1957' 


France:  Paris 
Germany :  Duesseldorf 
Guatemala :  Guatemala  City 

BANK    OP   AMERICA    NATIONAL  TRUST   *    SAVINGS    ASSOCIATION,    8AK    FBANCISCO 

England:  London  (2 branches) 
Guam :  Agana 
Japan : 

Kobe 

Osaka 

Tokyo 

Yokohama 
Philippines :  Manila 
Thailand :  Bangkok 

England:  London 

THE  CHASE  BANK,  NEW  YORK  ' 

France:  Paria 


dejlsnate. 
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Canal  Z^un  : 

Balboa 
CrlHtobal 
Cuba: 

Havana  •  3  branches) 

Maria  nao 
Kn*iaml:  Londnn  i'2hnuudu».i 
<  jertnnny  :  BYanhfnrl  am  Main. 
Japan: 

OtmJu 

Tokyo 


Argentina: 

AveUaneda 
BnenoM  Aires  ' 
Eluwiri'i 

Riu  rle  Janeiro 
Santos 
S«o  Paulo 


Cuba 
C 


Enalami:  W***  ' 


England : 


Sal***" 
mat** 

ft*!. 


!!(U  K  ;.i     H-.e  Kong 


*W*  ;£  :»'  rvirc*:  ■ 
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FiBST  national  city  bank,  new  tobk — continued 

India :  Puerto  Rico : 

Bombay  A  red  bo 

Calcutta  Bayamon 

Japan :  Capias 

Nagoya  Mayaguez  (2  branches) 

Osaka  Ponce 

Tokyo  San  Juan  (3  branches) 

Yokohama  Saudi  Arabia :  Jeddah 

Lebanon:  Beirut  Singapore:  Singapore 

Mexico:  Mexico  City  (2  branches)  Uruguay:  Montevideo 

Panama:  Panama  City  (2  branches)         Venezuela: 
Peru:  Lima  Caracas  (2  branches) 

Philippines :  Maracalbo 

Oetra 

Clark  Field 
Manila  (2  branches) 

The  Chairman.  The  powers  that  you  ask  for  are  not  very  specific. 
The  powers  that  you  get  in  the  bill  are  not  specific.  They  seem  to 
be  general  powers. 

Mr.  Martin.  It  is  almost  impossible  to  spell  out  what  those  specific 
powers  should  be. 

We  have  had  this  problem  of  building  up  foreign  trade  for  a  long 
time.  It  has  been  my  judgment  that  we  ought  to  do  everything  we 
can  to  encourage  the  development  of  sound  American  financing  of 
foreign  trade. 

Now  we  have  regulation  K  which  we  have  wrestled  with  for  a 
long  time,  you  know,  on  the  powers  we  could  grant  to  corporations 
and  others  engaged  entirely  in  foreign  banking  activities,  but  in  this 
particular  field  where,  for  example,  X  bank  has  a  branch  in  Paris  or 
in  London,  it  has  seemed  to  us  that  we  ought  to  give  as  wide  com- 
petitive permission  authority  to  that  bank  to  compete  in  London  or 
Paris  or  Tokyo  or  wherever  it  happens  to  be,  as  is  consistent  with 
the  operations  of  that  particular  country. 

The  Chairman.  Have  these  foreign  branches  discount  privileges? 

Mr.  Martin.  With  the  Reserve  bank  ? 

The  Chairman.  Yes,  sir. 

Mr.  Martin.  Only  through  the  parent  bank.  If,  for  example,  it 
is  a  New  York  bank  which  has  a  Branch  in  Paris,  the  Paris  branch 
has  no  discount  facilities  as  such,  but  the  New  York  home  office  would 
"have  access  to  the  Federal  Reserve  as  a  member  of  the  Federal  Re- 
serve System. 

The  Chairman.  I  don't  want  to  go  into  this  question,  and  I  do  not 
-want  to  invade  the  province  of  other  members,  but  to  what  extent 
can  the  Federal  Reserve  Board,  through  its  powers,  control  the  money 
and  credit  of  the  Nation  ? 

I  don't  want  to  go  into  this  at  great  length.  I  just  want  to  ask 
the  question  to  get  a  general  idea. 

Mr.  Martin.  Wel£  the  liabilities  which  the  System  has  for  deposits 
of  member  banks  and  for  the  Federal  Reserve  notes  which  are  out- 
standing can  never  exceed  four  times  our  holdings  of  gold  certificates. 

Now,  within  that  area,  we  have  the  power  to  adjust  money  and 
credit  now.  I  would  say  that  the  ratio  of  gold  certificate  reserves  at 
the  present  time  is  about  47  percent,  and  Congress  set  the  minimum 
limit  for  us  in  1945  at  25  percent. 
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Prior  to  1945,  the  reserve  ratio,  as  I  remember  it,  was  that  we  had 
to  have  40  percent  against  Federal  Reserve  notes  and  35  percent 
against  deposits. 

In  1945,  the  Congress  enacted  legislation  which  makes  that  25  per- 
cent across  the  board.  Now  within  that  area,  and  consonant  with 
our  gold  holdings,  we  can  make  adjustments  through  several  devices 
which  yon  are  familiar  with— the  discount  operation — we  can  make 
advances  to  the  banks,  the  reserve  requirements  can  be  adjusted,  and 
we  can  purchase  and  sell  securities  in  the  open  market 

If  we  sell  securities,  we  take  reserves  out  of  the  market.  What  we 
have  tried  to  do  is  to  keep  as  even  a  flow  of  money  and  credit,  which 
I  have  frequently  characterized  as  a  stream  or  river,  increasing  with 
the  growth  of  the  country,  but  not  overflowing  the  hanks  and  flooding 
the  Fields  on  either  side,  but  increasing  with  the  growth  of  the  country 
as  the  riverbed  makes  it  possible  to  hold  that  money.  We  want  to 
have  an  availability  of  credit  at  all  times,  in  such  a  way  that  it  will 
produce  stable  values  and  contribute  to  high-level  employment,  bat 
we  don't  want  to  have  inflationary  pressures  which  will  undermine  the 
basis  of  employment  generally,  and  lead  to  excesses  which  if  they  are 
not  adjusted  will  put  us  into  a  position  where  ultimately  we  will  be 
faced  with  a  serious  recession. 

Now,  that  is  our  objective,  our  purpose,  and  that  is  the  means  by 
which  we  regulate  this  money  flow. 

The  Chairman.  If  you  could  adjust  the  volume  of  money  and  credit 
to  the  production  and  demand  for  goods  and  services  on  a  stable  basis, 
there  would  not  be  any  fluctuation  of  the  currency,  would  there? 

Mr.  Martin.  Well,  only  as  habits  change. 

The  Chairman.  Yes,  sir. 

Mr.  Martin.  You  see,  we  have  to  supply  currency  in  terms  of  the 
habits  of  people,  and  one  of  the  purposes  of  the  act,  it  seems  to  me,  is 
to  accommodate  ourselves  to  the  needs  of  the  community,  the  habits 
of  the  community,  with  respect  to  currency  in  circulation. 

The  Chairman.  If  you  could  stabilize  the  money  and  credit  with 
reference  to  the  goods  and  services  of  the  Nation,  you  would  have  a 
stable  dollar,  and  you  would  have  a  nonfluctuating  interest  rate, 
would  you  not?     Could  you  maintain  that? 

Mr.  Martin.  It  would  be  highly  improbable  that  it  would  be  com- 
pletely stable,  but  within  a  range,  it  would  be  a  very  desirable  thing 
if  we  could. 

And  let  me  state  again,  Mr.  Chairman,  on  the  matter  of  interest 
rates,  that  I  have  never  favored  high  interest  rates.  I  would  like  to 
pee  interest  rates  as  low  as  they  can  be  without  producing  inflationary 
pressures,  because  I  believe  you  will  have  the  maximum  of  capital 
formation  in  that  way,  but  that  money  is  just  like  anything  else;  when 
the  supply  and  demand  factors  get  into  imbalance,  unless  you  permit 
those  suply  and  demand  factors  to  operate,  you  are  going  to  have 
erosion  of  the  dollar,  and  I  believe  that  the  modest  increase  in  interest 
costs  that  are  provided  when  demand  for  money  far  exceeds  the  supply 
of  money,  and  no  additional  goods  and  services  are  being  produced, 
is  a  very  cheap  price  indeed  to  pay  for  a  stable  dollar. 

I  believe  we  have  a  very  real  obligation  to  the  hundreds  of  thousands 
of  people  who  have  contributed  to  pension  funds  and  savings  accounts, 
and  to  make  it  possible  for  them  to  retire  at  a  certain  period  of  their 
lives;  we  have  a  very  real  obligation  and  responsibility  to  those  people 
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to  see  that  they  are  not  unable  to  meet  their  obligations  when  the  time 
of  retirement  comes,  because  the  erosion  of  their  dollar  has  been  so 
large  that  they  have  nothing  really  to  live  on. 

The  Chairman.  Would  you  say  the  market  makes  the  interest  rate? 

Mr.  Martin.  In  large  measure  the  market  makes  the  interest  rate, 
consonant  with  this  flow  of  money.  There  is  nothing  else  that  can 
make  it.  What  we  have  been  facing  in  the  last  year  and  a  half  is  a 
demand  for  money  which  has  been  tantamount  to  a  California  gold 
rushj  and  the  basic  problem,  as  I  see  it  today,  is  the  cost  of  living,  and 
I  think  that  concerns  every  man,  woman  and  child  in  the  country, 
and  we  have  got  to  do  what  we  can  to  keep  that  cost  of  living  in 
balance. 

The  Chairman.  But  a  stable  dollar  would  have  a  greater  effect 
than  anything  else  on  our  economy  ? 

Mr.  Martin.  There  is  nothing  in  my  judgment  that  would  do 
more  to  produce  long-run  sound  prosperity,  and  I  believe  that  the 
groundwork  for  that  is  here,  and  that  this  country  has  the  capacity 
lor  growth  and  development,  and  we  can  attain  it,  but  we  can  attain 
it  only  if  we  don't  go  haywire  and  permit  this  steady  erosion  of  the 
dollar,  some  of  which  has  been  taking  place  in  the  last  year. 

The  Chairman.  A  stable  interest  rate  is  just  as  essential  as  a  stable 
dollar,  is  it  not! 

For  instance,  some  time  ago  you  raised  the  interest  rate  on  Gov- 
ernment securities. 

Mr.  Martin.  In  accord  with  the  forces  of  the  market. 

The  Chairman.  But  the  people  that  bought  Government  securi- 
ties, on  the  faith  and  credit  of  the  Government,  and  were  told  that 
they  were  as  good  as  cash  in  their  pocket,  found  that  those  securities 
dropped  as  soon  as  the  interest  rate  was  raised  on  the  new  ones  being 
issued. 

Mr.  Martin.  Now,  Mr.  Chairman,  I  would  like  to  discuss  Govern- 
ment securities.  We  have  E  and  H  bonds  on  which  there  is  no  fluctua- 
tion, no  market  fluctuation  whatever. 

We  have  marketable  Government  securities.  I  say  without  hesita- 
tion  

Mr.  Multer.  Will  you  yield  at  that  point? 

You  say  there  is  no  fluctuation  on  E  and  H  bonds! 

Mr.  Martin.  In  their  market  price. 

Mr.  Multer.  Yes,  sir,  strictly  speaking,  that  is  right,  but  isn't  there 
a  fluctuation  when  the  amount  of  redemptions  of  E  bonds  far  exceeds 
each  year  the  amount  of  E  bonds  sold? 

Mr.  Martin.  I  am  talking  about  each  individual  bond,  Mr.  Multer. 

Mr.  Multer.  Then  we  are  simply  being  theoretical. 

Mr.  Martin.  Oh,  no.  I  am  talking  about  a  thousand-dollar  bond. 
Let's  say  you  have  a  thousand-dollar  bond,  and  you  buy  it,  and  you 
decide  next  week  that  you  want  to  cash  it  in.  You  have  got  a  thousand 
dollars. 

Mr.  Multer.  But  what  about  the  E-bond,  the  thousand-dollar  E- 
bond?  A  thousand  dollars  is  the  face  value,  but  I  am  only  kidding 
myself.    That  is  only  a  thousand  dollars  at  the  date  of  maturity. 

Mr.  Martin.  Well,  but  you  get  what  you  put  in.  You  bought  an 
E-bond  for  $750. 
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Mr.  Multer.  Yes,  sir,  with  a  very  definite  fixed  rate  of  i 
.  ui  is  going  to  go  up  as  long  as  I  hold  it,  with  the  result  that  any  - 
•v*i>  who  looks  at  it  and  knows  the  story  cashes  it  in  as  fast  as  he- 
.vcs  it. 

Mr.  Martin.  But  he  doesn't  lose  anything  on  the  amount  he  puts- 
.?.     It  is  as  good  as  cash  in  the  bank. 

Mr.  Multer.  Well,  so  is  my  dollar  bill. 

Mr.  Martin.  That  is  what  I  am  saying.  That  is  the  point  I  am 
diking.  The  point  I  want  to  make  on  Government  securities  gen- 
oratly  is  that  there  is  no  finer  security  in  the  world — and  I  say  that 
without  any  hesitation  of  overstating  it — than  United  States  Govern- 
ment securities.    And  when  the  maturity  comes  due,  it  will  be  paid, 

I  nni  talking  about  marketable  securities  now.  And  when  the  in- . 
torest  comes  due,  it  will  be  paid. 

The  only  problem  that  an  individual  faces  in  buying  Government 
securities  is  depression  of  the  dollar,  and  I  think  that  that  isa  risk 
that  particularly  the  purchasers,  who  are  largely  large  institutions  of 
marketable  Government  securities,  must  face  along  with  the  rest  of 
us. 

Mr.  Multer.  But  my  E  and  H  bonds  also  fluctuate  the  same  wayr 
l  ho  same  way  as  the  value  of  the  dollar  fluctuates. 

Mr.  Martin.  Oh,  no,  not  the  bond  itself.  I  am  talking  about  the 
purchasing  power 

Mr.  Multer.  Well,  what  do  you  get  for  the  bond  when  you  redeem 
it  i  I  put  in  $18.75  today  for  a  $25  bond.  I  redeem  it  10  years  from 
now,  and  if  the  dollar  is  worth  only  50  cents,  I  am  not  getting  $25, 
I  am  getting  $12.50. 

Mr.  Martin.  That  is  what  we  plan  to  prevent.  We  owe  it  to  the 
iioople  to  see  to  it  that  when  a  man  gets  $25  for  a  bond,  he  has  got 
$ii!i  and  hasn't  lost  the  entire  amount  of  it.  That  is  exactly  it.  You 
nut  your  finger  right  on  the  heart  of  the  problem  we  are  facing,  Mr, 
Si  niter. 

The  Chairman.  My  statement  is  based  on  a  little  personal  experi- 
1'iice.  I  went  to  my  bankers  and  told  them  to  buy  me  a  couple  of 
bonds.  I  said,  "I  want  eligible  bonds/'  He  brought  them  back  and 
said,  "I  don't  think  they  are  eligible."  I  said,  "It  doesn't  make  any 
difference.  It  is  a  promise  of  my  Government  to  pay.  I  will  take 
I  bran." 

I  think  I  paid  about  par  for  them.  When  you  increased  the  interest 
rate,  I  could  almost  hear  them  drop.  I  have  suffered  a  little  internally" 
since  then. 

That  is  a  condition,  not  a  theory,  that  confronts  me. 

Mr.  Martin.  And  it  is  the  condition  in  the  money  market  that 
created  it.  and  I  realize  it  is  not  much  solace  to  you  to  say  that  it 
will  be  accepted  at  par  in  your  estate. 

The  Chairman.  No. 

Mr.  Martin.  The  trouble 

Mr.  Multer.  The  rate  of  yield  now  is  so  much  higher,  because  in- 
stead of  it  being  2^  percent  on  a  hundred  dollars,  it  is  2V&  percent 
on  $90.    It  is  a  higher  yield. 

The  Chairman.  Then  I  am  better  off  the  further  it  goes  down, 
according  to  that. 

But  I  can  see  I  am  not  in  quite  as  good  a  position  as  the  banker. 
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I  think  the  rates  may  affect  the  bunker,  too,  but  he  is  going  to  hold 
it  until  maturity,  and  the  increase  in  his  interest  rate  has  been  very 
satisfactory  to  him. 

But  the  individual  doesn't  have  that  favorable  position.  He  is  not 
like  a  corporation.  He  doesn't  live  eternally,  and  he  doesnt  know 
when  he  is  going  to  depart,  and  he  doesn't  know  how  much  of  a  loss 
he  will  sustain.  But  the  banker  knows.  He  knows  he  is  going  to 
profit  by  that. 

Isn't  that  true? 

Mr.  Martin.  Well,  the  banker  may  have  to  sell  that  bond  also.  He 
may  be  able  to  hold  it  to  maturity,  just  as  I  hope  you  will  be  able  to 
hold  your  bond  to  maturity. 

The  Chairman.  No  chance  for  me. 

Mr.  Martin.  I  wouldn't  concede  that. 

Mr.  Multer.  That  banker  can  also  borrow  from  the  Federal  Reserve 
bank  at  par  on  that  Government  bond. 

Mr.  Martin.  Yes,  sir;  I  believe  he  can. 

Mr.  Multer.  So  he  doesn't  have  to  sell  it.  He  can  use  the  Federal 
Reserve  bank  money  to  hold  that  bond  and  make  the  profit.  He  can 
buy  it  at  $90  today  and  borrow  $100  on  it  from  the  Federal  Reserve 
bank,  and  hold  it  and  make  a  10- point  gain  on  it. 

Mr.  Martin.  Well,  no ;  it  doesn't  work  that  way. 

The  Chairman.  It  doesn't  work  out  that  way! 

Mr.  Multer.  It  can  work  that  way ;  cant  it  ? 

Mr.  Martin.  The  market — in  1  or  2  instances,  it  might,  if  he  did 
nothing  else. 

Mr.  Multer.  If  I  take  my  hundred-dollar  bond  to  the  bank  to  bor- 
row on  it,  and  the  price  is  $90  today,  you  are  not  going  to  lend  me  $90 ; 
you  are  going  to  lend  me  about  $80  on  that  bond. 

Mr.  Martin.  I  don't  know  what  the  bank  would  lend  you.  I  would 
lend  you  a  hundred  cents  on  the  dollar,  Mr.  Multer. 

Mr.  Multer.  Personally,  but  what  do  the  banks  do  ? 

The  Chairman.  But  that  note  has  to  be  paid,  so  that  doesn't  inter- 
est me  at  all,  whether  they  lend  you  a  hundred  or  fifty  dollars. 

I  admit  this  is  a  little  digression  from  the  subject  that  we  are  con- 
sidering, but  I  thought  we  would  get  some  information. 

Mr.  Multer.  Mr.  Chairman,  I  would  suggest  it  is  a  very  important 
digression  and  requires  considerably  more  study  by  this  committee. 

TTie  Chairman.  Well,  I  think  we  all  understand  the  value  of  a  stable 
dollar. 

The  Goldsborough  bill  of  1932  required  the  Federal  Reserve  to  use 
its  influence  to  maintain  the  price  level  of  1926. 

Do  you  think  the  Federal  Reserve  could  at  that  time  have  maintained 
that  price  level  if  they  had  been  instructed  to  maintain  it? 

Mr.  Martin.  I  don  t  think  the  Federal  Reserve  can  be  instructed  to 
maintain  any  level  of  interest  rates  and  do  it  consonant  with  our  over- 
all objectives  of  a  stable  dollar. 

What  we  are  dealing  with  here,  Mr.  Chairman,  are  forces  which  are 
bigger  than  that. 

lung  Canute,  you  will  remember — which  is  one  of  my  favorite 
illustrations — stood  by  the  seashore  and  ordered  the  tides  to  stay 
hack. 

Well,  you  know  what  happened.    His  feet  got  wet. 
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Now,  Mm  t'trmn  we,  u«  dealing  with  here  ire  bigger  than  the  Fed- 
hml  Uwmiv*  or  th*  Treasury  or  the  United  Staics  Congress.  What 
w»  h»vn  if'rf-  to  <)*»]  with  here  are  the  ebb  and  flow  of  supply  and 
ititmnfi'l  (uri-fi;  in  a  vigorous,  strong,  vital  American  economy  that  is, 
I  h»i  y)ni\  U>  nay,  biggw  than  all  of  uS  put  together. 

Mi.  Mi. 'I/Mi*.   Vou  are  not  suggesting  the  repeal  of  usury  laws? 

Mr.  Whttus.  I  *m  not  even  oommentinfr  on  usury  laws.  Mr.  Multer. 
I  mil  Milking  *bout  the  forces  that  we  are  dealing  with  in  the  economy. 

Mr.  Mt.'j/JT.d.  But  there  must  be  some  point  beyond  which  you  are 
i,i,l  yniuy  *"  v.u  in  your  interest  charges  f  There  must  be  some  limit, 
iiiilfMi  you  are  (roii/jr  v>  repeal  the  usury  laws. 

Mr,  Martin.  The  interest  rate  in  a  properly  handled  economy, 
i* In  n  i:sii,it.n.\  f.xiiiTi'li tores  are  rising,  must  be  handled  by  a  reduction 
Mi  ;:ii'-t»(nif[  an'/  an  increase  in  real  saving.  You  cannot  finance  big 
hiiil'litiffi  nf'd  railroads  and  other  things  for  long  oot  of  bank  credit, 
t,t  out  i,i  tii'iti-.y  created  on  an  artificial  basis,  and  what  we  need  to 
do,  v/inti.  '*>■  are  facing  today,  in  order  to  meet  the  problems  of  the 
'-uM-i-nt  'Jay  and  the  undoubted  prosperity  that  we  have  ahead  of  us, 
m  Ui  twin'*;  our  sending  and  increase  our  saving,  and  then  we  can 
(inaii/-*  this  expansion  on  a  sound  basis. 

That,  it  difficult  to  do  because  people  don't  like  to  reduce  their 
f.f ifii'tiiifr.  1  am  talking  about  total  spending-  now.  I  am  not  talk- 
ing about  any  individual  progrem.  I  am  saying  until  the  savings 
i a U-.  intthiv*  up — and  it  doesn't  take  to  long  to  catch  up  in  a  country 
on  f.trung  ah  this — we  have  got  to  slow  down  a  little  bit  or  else  we  have 
j/'/f.  Ut  wot*,  bank  credit,  and  the  creation  of  bank  credit  under  those 
condition;*  tends  to  undermine  the  stability  of  every  one  of  us,  in- 
cluding the  dollars  that  you  and  I  both  have  in  deposits  in  our  check- 
ing tuwuitilii. 

'I  Jib  Cjiaihman.  When  we  delegate  power  to  an  agency,  without 
in, V  niandards  or  limitations  or  definitions  or  restrictions,  it  is  a 
Icj/h-.ImIiVi!  power  that  we  delegate. 

Mr.  Martin.  That  is  what  I  conceive 

Tin;  ( 'ffAiEMAv.  We  have  delegated  that  to  the  Federal  Reserve. 

Mr.  Martin.  That  is  correct,  sir. 

Tin!  Oiairmax.  Without  restrictions  or  standards. 

M  r.  Martin.  Oh,  yes,  indeed. 

Tim  Chairman.  We  might  delegate  power  with  standards,  and  with- 
in tint  swjpe  of  the  power  delegated  to  the  Board,  it  would  have  great 
fi'MxJom  of  action. 

I  u,  you  think  it  would  be  feasible  and  practical  to  legislate  for  the 
Kiulur-ul  Reserve  Board  certain  objectives  which  they  are  to  attaint 

Mr.  Martin.  Well,  I  think  they  have  said  to  us  that  we  are  to  at- 
tain certain  objectives.  I  think  the  Employment  Act  of  1946.  to 
which  I  subscribe,  gives  us  certain  objectives — maximum  production, 
maximum  purchasing  power.  I  think  we  have  got  to  do  everything 
wti  ciin,  use  the  resources  of  the  Government  to  attain  those  ends. 

The  Chairman.  Do  you  think  you  could  attain  a  uniform  price 
IwvhI,  a  stable  interest  rate! 

Mr.  Martin.  I  don't  think  you  can  do  it  precisely,  but  yes,  sir,  I 
think  that  it  is  possible  to  have  price  stability  if  you  have  competition 
in  the  economy  and  you  have  reasonable  restraint  on  the  part  of  busi- 
nesses and  individuals,  and  you  reduce  spending  and  increase  saving, 
when  it  is  in  imbalance  that  way,  or  the  reverse — when  it  is  in  im> 
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balance  the  other  way — I  believe  it  is  quite  possible  to  attain  those 
objectives.  I  accept  the  objectives  that  we  are  trying  to  reach,  and 
the  point  I  have  constantly  made  is  that  under  present  conditions  the 
only  way  we  can  hope  to  attain  the  objectives  of  the  Employment 
Act  is  by  resisting  inflation,  and  by  resisting  inflation,  I  mean  dealing 
with  this  problem  of  the  cost  of  living,  which  for  eight  successive 
months  has  risen,  and  I  think  it  is  something  that  has  to  concern  all 
of  us. 

The  Chairman,  The  stabilization  of  the  dollar  has  a  great  effect 
upon  the  cost  of  living. 

Mr.  Martin.  It  certainly  would. 

The  Chairman.  The  stabilization  of  interest  rates  would  also  have 
a  great  effect  on  the  cost  of  living. 

Mr.  Martin.  Any  increase  in  prices  contributes  to  inflation,  and  in 
a  very  small  degree,  a  rise  in  interest  rates  can  be  one  of  those  factors. 

But  nevertheless,  what  we  are  dealing  with  here  is  a  price  mecha- 
nism. Some  people  seem  to  think  that  the  Government  is  able  by 
fiat,  by  decree,  to  establish  an  interest  rate,  that  it  is  just  as  easy  as 
that 

I  come  back  to  King  Canute.  When  the  forces  of  supply  and  de- 
mand are  like  the  forces  of  the  tide,  the  Government  can  no  more 
establish,  by  decree,  what  an  interest  rate  should  be  than  King  Canute 
could  tell  the  tides  to  stay  back. 

Now,  I  had  an  industrialist  not  long  ago — I  have  cited  this — say 
to  me,  "It  is  all  right  to  let  interest  rates  go  up  to  3*4  percent,  but 
don't  let  them  go  any  higher." 

I  said  to  that  individual,  "How  would  you  like  it  if  the  Govern- 
ment said  to  you  that  the  product  you  manufacture  under  present 
conditions  of  supply  and  demand,  you  can't  charge  more  than  this 
amount  for  it?  Now,  you  tell  me  that  money  is  different,  but  money, 
in  that  sense,  is  a  commodity,  also,  and  unless  the  price  mechanism  is 
permitted  to  operate,  you  are  just  asking  for  erosion  of  the  dollar,  and 
that  is  what  we  have  had." 

The  Chairman.  You  don't  think  it  would  be  inappropriate  for  the 
Congress,  in  general  terms,  to  state  the  objectives,  just  as  you  have 
stated  them  ? 

Mr.  Martin.  I  would  be  delighted  to  have  them. 

The  Chairman.  Legislative  objectives. 

Mr.  Martin.  I  would  be  delighted  to  have  the  Congress  do  so  at 
any  time,  and  we  will  certainly  do  our  best  to  follow  your  instruc- 
tions, but  if  you  instructed  us  to,  for  example,  put  Government  bonds 
at  par  and  keep  them  there,  under  present  conditions,  you  would  be 
instructing  us  to  depreciate  the  purchasing  power  of  the  dollar,  which 
I  doubt  very  much  the  Congress  wants  to  do. 

Mr.  Mdxter.  Will  you  approve  our  authorizing  you  to  sell  Federal 
Reserve  notes  at  90  cents  on  the  dollar  ? 

Mr.  Martin.  No,  I  wouldn't  approve  of  that. 

Mr.  Molter.  What  is  the  difference  between  that  Federal  Reserve 
note  and  a  United  States  Government  bond?  Both  are  obligations  of 
the  United  States  Government,  one  on  demand  and  the  other  at  a  fixed 
time. 

Mr.  Martin.  Both  will  be  paid. 

Mr.  Multkr.  Why  should  one  be  sold  at  a  discount  and  the  other 
not?     Why  shouldn't  I  he  able  to  take  my  United  States  Governi       * 
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s ^  vt^  ^t*  it  to  him  the  same  as  I  do  your  Federal 

v.      \  .  ,..\    \,s>  are  just  saying,  "Have  no  bonds.    Just-  have 
■  .^.   u»*v  mlt»rest-bearing  money  and  don't  worry  about  any 

v,      V'  ■■<*.*■    I'liow  is  a  difference.     The  one  is  a  demand  note. 

'  •  v  y-, « -  ttoftwre  note  we  are  talking  about  now,  is  a  demand  note. 

■  mi  *bW  on  demand,  and  that  is  legal  tender.    The  other  says, 

..    ■  >\o  >v>u  this  money  with  interest  on  a  fixed  date." 
....  -I  im  »s  good  as  gold,  and  you  and  I  agree  it  is.    Our  Govern- 
i  ,it>lijtnlu>UM  are  going  to  be  met,  a  hundred  cents  on  the  dollar, 
„  i:>  iiviuod  interest.    Why  should  they  sell  under  part 

\|  i  M  \*n  n  .  i  don't  know  of  any  Federal  Reserve  note  that  is  selling 
,i  1,i-,  iluin  par. 

Mi-  Mi'i.mt.  I  am  now  talking  about  the  bonds. 

Mr.  Maktin.  A  bond  is  a  different  thing.  A  bond  is  not  money. 
\  Km  lurid  Unserve  note  is  money. 

Mi.  Miltkk.  Why  is  it  money  %  You  mean  the  word  "note"  doesn't 
n, uiytliirigf     I  ought  to  say  "Federal  Reserve  currency"! 

Mr.  Martin.  There  is  quite  a  difference  between  currency  and  a 
I.,. Hil. 

Mr.  Mui.tkh.  Is  a  note  a  note  or  currency  ! 

-Mr.  Mahtin.  The  note  is  currency. 

Mr.  Multer.  Unless  I  am  confused,  it  is  being  used  as  currency, 
uiitl  il.  is  legal  tender.  But  so  is  my  check,  if  a  man  wants  to  take 
ii,  mill  when  it  is  certified,  a  man  will  always  take  it 

Mr.  Maktin.  Your  check  is  money.  You  have  checkbook  money 
null  (HiiTtuicy. 

Mr.  Multer.  But  my  check  is  money  only  as  long  as  my  bank  has 
mioiigli  money  to  cover  it,  and  as  long  as  there  is  a  sufficient  credit  in 
in  V  in  count  to  meet  my  check. 

A  Federal  Reserve  note  is  different.  My  Government  represents 
■it  nil  times  that  it  has  enough  money  to  meet  that  Federal  Reserve 
nolo,  and  we  meet  it  at  all  times. 

Mr.  Maktin.  Right. 

Mr.  Multer.  AViiat  is  the  difference  between  that  promise  to  pay 
mi  demand  and  the  promise  to  pay  10  years  from  now?  My  Govern- 
ment's promise. 

Mr.  Kilrurn.  That  is  just  the  difference,  what  you  just  said.  Cur- 
1'iMu-y  is  a  promise  to  pay  right  now.  A  bond  is  a  promise  to  pay  10 
years  from  now.     That  is  what  the  difference  is. 

Mr.  Multer.  With  interest. 

Mr.  Kilburn.  That  is  what  they  do.  That  is  the  difference.  If 
von  want  to  anticipate  the  thing,  you  may  have  to  sacrifice. 

Mr.  Multer.  But  you  shouldn't,  not  if  my  Government's  promise 
is  worth  what  it  says  it  is.  Everybody  agrees  we  have  always  paid 
dollar  for  dollar  on  our  Government  promise. 

Mr.  Martin.  Mr.  Multer,  on  a  Federal  Reserve  note  you  don't  pay 
any  interest.  In  tlie  case  of  a  bond,  you  pay  interest  to  the  individual 
to  refrain  from  spending  that  money. 

Mr.  Milter,  Riglit,  and  the  minute  I  go  back  to  the  bank  with  that 
bond,  and  I  say,  "flash  this  bond,"  my  interest  stops.     Right t 

Mr.  Martin.  And  you  get.  some  Federal  Reserve  notes  at  that  time. 

Mr.  Multer.  Yes,  sir;  which 
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Mr.  Martin.  Which  are  currency. 

Mr.  Multer.  Which  you  use  as  legal  tender. 

Mr.  Maktin.  That  is  right. 

Mr.  Mttlter.  But  bears  no  interest. 

Mr.  Martin.  That  is  right    But  that  is  currency. 

Mr.  Kuburn.  May  I  ask  a  short  question,  Mr.  Chairman? 

The  Chairman.  I  yield. 

Mr,  Kilrurn.  Did  you  have  this  same  controversy  several  years  ago 
'when  Government  bonds  were  selling  way  above  par  ? 

Mr.  Martin.  We  didn't 

Mr.  Kilburn.  You  didn't  have  any  kicks? 

Mr.  Martin-.  I  didn't  hear  about  it  at  that  time;  no. 

The  Chairman.  Now,  you  have  stated  that  you  are  not  opposed  to 
■legislative  intent  being  written  into  the  law,  with  reference  to  the 
activities  of  the  Federal  Reserve  Board  and  the  general  objectives 
desired  to  be  obtained. 

Mr.  Martin.  Exactly,  and  I  would  like  to  reiterate  here  that  I  con- 
■ceive  of  the  Federal  Reserve  Act,  as  I  have  frequently  put  it,  as  a  trust 
indenture  which  the  Congress  has  given  to  us  to  administer  the  money 
supply  under  it,  and  we  follow  the  Federal  Reserve  Act  as  our  bible. 

That  is  not  an  exact  analogy,  but  it  is  just  an  easy  way  of  putting  it 
in  terms  that  are  understandable  to  me,  at  least. 

Mr.  Coad.  Mr.  Chairman. 

The  Chairman.  Mr.  Coad. 

Mr.  Coad.  We  have  been  in  this  discussion,  throwing  back  and  forth 
the  idea  that  currency  is  four  times  the  amount  of  the  valuation  of 
■gold  on  deposit;  is  that  correct? 

Mr.  Martin.  We  can  adjust  within  that  framework.  It  is  not 
•exactly  that. 

Mr.  Coab.  I  understand. 

Who  sets  the  price  of  gold  ? 

Mr.  Martin.  Well,  the  price  of  gold  was  set  by  the  President,  un- 
•der presidential  proclamation,  in  1934. 

Now,  that  price  was  written  into  the  law  by  the  Bretton  Woods 
Agreement  Act,  in  1945,  and  it  is  now  in  a  position  where  the  price  of 
■gold  eould  not  be  changed,  in  my  judgment,  and  the  judgment  of  law- 
yers that  I  have  discussed  it  with,  without  an  act  of  Congress. 

In  other  words,  the  price  of  gold  is  fixed  at  $35  an  ounce  until  the 
•Congress  gives  its  blessing  to  a  different  price. 

Mr.  Coad.  Could  you  tell  me  what  the  value  of  gold  is  now? 

Mr.  Martin.  I  don't  know  the  present  market  rate  for  gold.  There 
'is  not  much  difference  at  the  moment.    It  has  fluctuated. 

Mr.  Coad.  Do  you  mean  $35  is  about  the  present  market  price  of 
-an  ounce  of  gold  f 

Mr.  Martin.  It  is  somewhere  in  that  range  now.  I  haven't  followed 
it  recently. 

Mr.  Coad.  Well,  how  do  you  explain  the  fact  that  steel  has  gone  up 
-so  greatly,  just  using  an  example,  and  the  price  of  gold  has  not,  over 
the  years? 

Mr.  Martin.  Well,  the  price  of  steel  has  a  relationship  to  gold,  and 
T  think  you  have  to  look  at  gold,  in  a  monetary  sense,  on  a  relationship 
'basis.  Steel  is  being  priced  in  relation  to  gold,  and  gold  is  a  fixed 
-price. 

Mr.  Coab.  You  say  steel  is  priced  in  relationship  to  gold? 
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i  nm  told  nwnivl  W.vTtts.  . 

V  v'riv    1  dor^  wnfl.    1  air.  Hud  23  cents  or  SS  cents. 
M-  >l\irr!\    WHi.nfflis  he  niw  »*•■*■ 

•'     ,-.,  r:-K'(-  i-^tw".  <it»M^  liOTenunent  purchases  silver  at  90 

V  ;  \,?«^   ..'», -  rw  Tfwrtn*  iJ  «  W-2»  an  ounce.     Ii  only  pur- 
>' sii  n„  "    ^^n^,  <i*wr  and  monetizes  enough  to  pay  for 

..    .,,.- .  n..v.  ^    ^  ff  ererr  other  commodity,  eapecaaUy 

a<-    ,  -t.  ^-pi    "^^'  ,(V  jst  the  price  of  gold  has  not.    Is  the 
■"■ !v   ,h'l\.    '""■".' „f i.i  »■  i«wit  price  of  gold — would  you  say  that 

-'-■"-"-■■,"  .'■    ..  5ltr-r  how  you  would  price  it.     Unless  we 

v"     v  ■■'"'*         '  7^^  «t  arbitrary  price.  I  don't  know  how  we 

•>   "■'■■'■    '     '"■  "  ',""  „»»«*".  price  of  gold,  but  we  have  used  it  as 

'■'■■  ;''    j    v*  !i»ve  no  system  by  which  you  could  deter- 

V  ■;    "*•.,,;*•'    We  do  for  other  products,  you  know. 

1  „-\  i<A>havea  freemarKet  outside  of  our  monetary 

v     V  "*  „,,   (jLyradetl  gold  from  $20.67  an  ounce  to  $35  an 

*   .i-  Nvserve  Act  in  19&4.    That  was  an  arbitrary 

'.  i»i  sure.  w>  the  conscientious  thinking  of  some 

«s  a  monetary  measure,  but  my  own  thinking  on 

„,  *v>u  have  got  to  remember  that  you  are  making-  a 

,  ,  ..o.ir*rv  relationship,  and  you  could  use  tin  or  vou 

:,     ...hi.     We  have  used  gold  because  of  our  tradition, 

•  .Ik-  particular  qualities  of  the  metal. 

'..    ■•■■  ■ .    sa!  it  on  an  arbitrary  basis,  and  it  may  be  at  some  time 

'v !■*!'.*  &****  w'"  ke  inconsistent  with  the  requirements  of 

....    \      That  goes  to  our  reserves,  just  as  in  1S45  we  changed 

..  *  ...    \«  viwut  on  notes  and  35  percent  on  deposits  to  the  present 

v'      ■>• .  ■.  Now,  if  the  price  of  gold  were  raised,  would  that  mean 
'    ,.  .....  ,•!■  deflation  i 

u     i;t\it\.  An  increase  in  the  price  of  gold  would  be  inflationary. 
1. 1  i  v  o><  Ami  a  decrease  in  tlie  price  of  gold  would  be  deflationary  ? 
^.-  VJakvix.    That  is  right, 
o'  iN'Aix  That  is  all.  Sir.  Chairman. 
j\u,CilMttMAIi-  Mr.  l'atman. 

'i '  ^cuan-  Mr.  Chairman,  yesterday  Mr.  Martin  had  answered 
■ud**  r'ie  <f^wl  that,  contrary  to  general  belief  among  some 
(,.■>' ^^hwi  the  Federal  Reserve  buys  Government  bonds,  it  doesn't 
jViWNgwrveti  °f  llu?lllwpr  banks  to  make  that  purchase.  It  doesn't 
ltd-.yjyigate  the  capital  slock  of  the  Federal  Reserve  banks  in  order 
"^jfa  *nat  putvhase.  It  doesn't  use  or  obligate  the  surplus  funds 
t't  flTBdcral  Reserve  banks  to  make  that  purchase. 
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But,  as  Mr.  Martin  explained,  he  issues  Federal  Reserve  notes  which, 
under  the  law,  must  be  backed  by  gold  certificates.  He  has  just  ex- 
plained this  morning  that  the  amount  of  such  backing  has  been 
changed,  and  I  would  like  to  ask  Mr.  Martin  who  holds  those  gold 
certificates  1  Does  the  Open  Market  Committee  hold  those  gold  certifi- 
cates, or  does  each  bank  individually  hold  its  share  of  gold  certificates  ? 

Mr.  Martin.  They  are  mostly  on  the  books  of  the  Treasury,  but  I  am 
told  by  Mr.  Hexter  that  New  York  and  Chicago  each  have  a  small 
amount. 

Mr.  Patman.  Well,  isn't  it  a  fact  that  you  are  supposed  to  have 
about  $20  billion  in  gold  certificates?  Do  you  have  the  exact  amount 
there? 

Mr.  Martin.  We  can  get  it  for  you?     I  think  it  is  $21  billion. 

Mr.  Patman.  Around  $20  billion  or  $21  billion. 

Isn't  it  a  fact  that  you  haven't  actually  printed  those  certificates; 
that  they  are  not  actually  printed ;  that  it'is  a bookkeeping  transaction  ? 

Mr.  Martin.  That  is  correct:  it  is  a  bookkeeping  transaction. 

Mr.  Patman.  In  other  words,  you  are  backing  our  money  with  a 
fiction. 

Mr.  Martin.  Oh,  no;  the  gold  is  actually  there.  This  is  a  bookkeep- 
ing transaction. 

Mr.  Patman.  I  know  it  is  a  bookkeeping  transaction.  That  is  all 
it  is.  If  you  had  the  certificates,  you  couldn't  get  any  gold  on  them, 
could  you  ? 

Mr,  Martin.  We  wouldn't  want  to  get  any  gold  on  them. 

Mr,  Patman.  Well,  if  you  wanted  to,  you  couldn't,  because  you 
can't  get  gold  domestically.  Therefore,  they  are  no  good,  and  there 
is  no  use  printing  them,  because  you  can't  get  any  gold  on  them. 

Now,  you  state  that — — 

Mr.  Martin.  Well  now,  let's  look  at  that,  Mr.  Patman. 

Since  we  suspended  the  old  gold  standard,  we  now  have  the  modi- 
fied gold  standard.  I  haven't  thought  about  this  much  recently,  but 
it  is  the  gold  bullion,  international  gold  bullion  standard,  and  that 
means  that  domestically  we  don't  permit  redemption  of  currency  in 
gold. 

Mr.  Patman.  That  is  the  point  I  am  making. 

Mr.  Martin.  But  for  foreign  transactions,  for  balances  of  pay- 
ment, you  can  acquire  the  gold,  a  central  bank  can  acquire  the  gold 
and  the  transfer  can  actually  be  made. 

Mr.  Patman.  I  agree  with  you. 

Mr.  Martin.  Now,  the  question  has  been  raised  several  times  as  to 
why  don't  we  go  on 

Mr.  Patman:  I  am  not  talking  about  that.  I  am  not  raising  the 
question. 

Mr.  Martin.  I  am  sorry. 

Mr.  Patman.  I  am  juat  asking  you  this:  If  you  had  the  gold  cer- 
tificates— which  you  don't  have,  and  it  is  all  a  fiction,  all  a  make- 
believe — which  is  all  right;  I  am  not  criticizing  it — the  money  is  just 
as  good  backed  with  make-believe,  or  fiction,  as  if  you  had  the  gold 
certificates.  But  if  you  had  the  gold  certificates,  you  couldn't  get 
any  gold  on  them  for  domestic  transactions,  because  it  is  not  allowed, 
and  properly  so.  But  if  you  want  the  gold  for  international  balance 
of  payments,  you  could  get  the  gold  for  that  purpose  only. 

Mr,  Martin.  That  is  correct. 
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I  want  to  ssk  you  a  question  about  the  destruction  of  money,  Mr. 
Martin. 

A  few  years  ago  the  method  for  the  destruction  of  money  was 
changed  by  the  Treasury,  was  it  not?  Didn't  the  Treasury  work  out 
an  agreement  with  you  to  destroy  silver  certificates  and  replace  them 
where  they  are  used? 

Mr.  Martin.  Yes,  sir;  they  did,  Mr.  Patman. 

Mr.  Patman.  I  don't  want  to  take  up  anything  that  will  take  a  long 
time,  Mr.  Martin.    May  I  ask  you  for  a  statement  on  that? 

Mr.  Martin.  I  will  be  glad  to  prepare  that. 

Mr.  Patman.  With  this  in  view:  Do  we  have  proper  and  adequate 
safeguards  now?  Do  you  think  the  destruction  of  the  money  is  ade- 
quately and  properly  safeguarded  ? 

Mr.  Martin.  Yes,  sir  j  Ithink  it  is. 

Mr.  Patman.  You  think  it  is? 

Mr.  Martin.  Yes,  sir. 

Mr.  Patman.  You  don't  destroy  your  own  Federal  Reserve  cur- 
rency, do  you  ? 

Mr.  Martin.  It  is  done  by  the  Treasury. 

Mr.  Patman.  That  is  what  I  thought.  I  didn't  think  that  you  did 
it  With  no  audit,  and  destroying  your  own  money,  that  would  really 
be  a  situation.    So  I  am  glad  to  know 

Mr.  Martin.  I  wish  it  were  that  simple,  Mr.  Patman. 

Mr.  Patman,  I  won't  pursue  that,  but  I  wish  you  would  supply  a 
statement. 

Mr.  Martin.  I  will  do  so. 

(The  data  requested  above  is  as  follows :) 

Destruction  of  Unfit  Silveb  Cebtificatm  and  United  States  Notes 

Beginning  July  1,  1953,  at  the  direction  of  the  Treasury,  the  Federal  Reserve 
banks  as  fiscal  agents  took  over  from  the  Treasury  the  final  verification  and 
destruction  of  unfit  silver  certificates  and  United  States  notes  received  at  the 
Reserve  banks.  These  forms  of  currency  constitute  the  bulk  of  Treasury  cur- 
rency. Other  forms  of  Treasury  currency  still  In  circulation,  but  In  relatively 
small  amounts — national  bank  notes,  Federal  Reserve  bank  notes,  and  Treasury 
notes  of  1890 — are  canceled  by  the  Federal  Reserve  banks  and  forwarded  to  the 
Treasury  for  destruction.  Unfit  Federal  Reserve  notes  are  likewise  canceled 
by  the  Federal  Reserve  banks  and  forwarded  to  the  Treasury  for  destruction. 

The  verification  and  destruction  of  unfit  silver  certificates  and  United  States 
notes  by  the  Federal  Reserve  banks  is  done  in  accordance  with  Treasury  De- 
partment regulations,  which  provide,  among  other  things,  that  the  work  Shall 
be  performed  In  a  fiscal  agency  currency  verification  unit  which  shall  be  sep- 
arate and  apart  from  other  cash  operations  of  the  Reserve  bank. 

The  cash  divisions  of  the  Reserve  banks  sort,  strap,  cancel,  and  deliver  the 
unfit  currency  to  the  fiscal  agency  currency  verification  units.  The  canceling 
Is  done  by  perforating  each  strap  of  notes  with  either  a  4-  or  7-hole  punch, 
each  bank  using  a  distinctive  die  for  this  purpose.  Treasury  regulations  pro- 
vide that,  after  the  currency  has  been  so  canceled,  the  completeness  of  the 
punching  be  verified  by  an  employee  of  the  cash  division  who  himself  did  not 
participate  in  the  canceling. 

The  canceled  currency  is  turned  over  to  the  fiscal  agency  currency  verification 
unit  and,  while  in  the  custody  of  that  unit,  is  under  dual  control  from  the  time 
of  receipt  until  destruction. 

After  the  currency  has  been  verified  In  the  fiscal  agency  verification  unit,  it 
is  destroyed  under  Treasury  regulations  by  incineration  In  a  special  incinerator 
or  by  shredding.  Most  of  the  banks  use  the  first  procedure ;  the  Cincinnati 
and  Pittsburgh  branches  follow  the  second  procedure.  The  two  persons  who 
are  jointly  responsible  for  destroying  currency  on  a  particular  day  execute  a 
certificate  of  destruction,  which,  when  countersigned  by  the  officer  of  the  bank 
responsible  tot  the  operation,  is  forwarded  to  the  Treasury. 
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,h,  at  the  operation,  aU  of  the  Incinerator*  t 

"  "       ,S»  been  located  on  the  premises  of  a  Federal 

'"      --'"""    h  (lt  or  specially  adapted  for  Oils  particular  purpose. 

,,  .   «•■"    '"h^a  none  time  to  complete  these  arrangements  and  accord- 

_,,, •»•-  ,;  '    n   when  the  operation  was  first  begun  In  1953  for  some 

1     ,'   '     ,""*,**!T!P'  twnrwrarr  arrangements  to  burn  the  currency  ontaMe 

";  *„,.    t k    *"•  ""    At  &#  end  of  June  1857,  the  12  head  offices  and  7  of  the 

",   in-"    '""  '        .fnrnfl*  <a*  currency  destruction  operation.     The  other  IT 
•■■  •■'■     "  ""    *?  i»l«  >**  «nceled  Treasury  currency  to  their  respective  head 
i". ■■'■■•"    '"■!,j^'««i  ■**•!  destruction. 

.In,-  ■  ;  "_».(«.« v1**  and  destruction  operation  is  under  the  same  strict 
Vi,    ■  :.''•';   nr«L™i.«*«  «*  are  other  currency  operations  of  the  Federal  Bcaun 

■  .ii<< ■  :  ^ i •'>•,  examination  and  review  of  the  operation  la  a  regular  fea- 
.,  .,-  '  \„„.i„uwa  of  a  Federal  Reserve  bank  by  the  Board's  examiners. 
,",',-.  .■    '•'-■  ;^    ..ttwre,  however,  it  should  be  noted  that  the  present  arrange- 

..      ■•■-'.'',..     jc  ivnirol  that  was  inherent  in  the  former  procedure — final 

:  i  ..     ■'■■  '    ...i    Jtxrmtlon  in  a  separate  location  by  Individuals  completely 

,*.  n,j   [he  bank:  that  cancels  the  notes. 

,..       »..ma\.   1  noticed  a  few  Tears  ago  where  something  went 

~     »  .iU  tiie  incinerator  in  Pittsburgh,  and  bills  flew  all  over  Pitte- 

■  ■'"-".  \  iMifori  something  in  the  Federal  Reserve  bank  was  not  in 
■r;:    ■  ,'iJw  that  morning.  _ 

M;  Maui ix.  I  might  say.  in  passing,  Mr.  Patman,  that  we  are  trv- 
'.%•  .ui«v\vt  all  your  questions  just  as  rapidly  as  we  can,  but  we  are 

l!lilv  ilioit  this  week,  in  personnel  because  of  this  alert. 

Mr.  1'umvx.  That  is  all  right. 

Mr.  Mvktin.  But  we  will  endeavor  to  answer  all  of  them. 

Mr.  Pvi'max.  Mr.  Martin,  in  view  of  the  fact  that  this  so-called 
uvL.  u  liich  is  not  stock,  which  the  member  banks  claim  to  own,  but 
ilo  imt,  i>w»,  but  for  which  they  make  an  involuntary  investment  of  6 
poiviiit  uf  their  capital  and  surplus  but  really  pay  m  only  3  percent, 
iiuv  thtw  funds  from  the  member  banks  are  not  used  for  any  purpose 
mi  mirth,  don't  you  think  that  they  should  be  paid  back  to  the  banks  in 
oilier  to  save  the  £20  million  a  year  interest  payments  on  these  funds! 
Why  keep  thorn?  They  are  not  used.  They  are  not  needed.  And 
tho  amount  is  so  insignificant  in  comparison  to  the  business  done  by 
thu  Federal  Reserve  banks,  it  would  oe  ridiculous  to  think  that  you 
would  ever  have  to  depend  on  that  little  money.  Don't  you  think 
you  should  repay  that  and  save  that  6  percent  interest  charge  which 
amounts  to  ?20  million  a  year? 

Mr.  Martin.  No.  I  think  that  it  is  desirable  to  have  it  as  a  business 
transact  ion. 

Mr.  Patman.  To  make  the  banks  feel  that  they  have  an  investment 
iik  the  Federal  Reserve? 

Mr.  Martin.  I  think  it  is  a  little  bit  like  that  gold  at  Fort  Knox, 
Mr.  Patman.  You  and  I  might  disagree.  But  I  think  if  we  found 
that  gold  at  Fort  Knox  had  disappeared  entirely,  it  would  have  an 
effect  on  our  currency. 

Mr.  Patman.  It  would  shock  us  for  2  or  3  hours.  But  when 
we  awakened  we  would  find  that  our  money  was  still  just  as  good  to 
pay  debts  and  taxes,  and  we  have  enough  debts  and  taxes  to  assure 
the  money's  value. 

Did  you  say  yesterday  that  you  would  be  in  favor  of  repealing  tho 
law  which  prohibits  paying  interest  on  demand  deposits? 

Mr.  Martin.  Xo,  I  didn't  say  that.  I  said  that  the  matter  of  de- 
mand deposits  has  been  something  that  had  been  reviewed  bv  the  Con- 
gress under  Senator  Glass'  leadership,  and  that  we  had  been  oper- 
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ating  under  this  provision  for  some  time  quite  satisfactorily,  and  I 
thought  before  anything  of  that  sort  were  done,  that  we  should  study 
the  matter  extremely  carefully. 

Mr.  Patman.  Yes,  sir;  of  course,  that  was  in  an  atmosphere  or  cli- 
mate of  panic  or  depression,  and  the  situation  is  different  now.  I  agree 
with  you  that  it  should  be  studied  and  we  should  give  it  consideration. 

Now,  on  this  question  of  preferred  stock,  is  there  any  way  for  the 
banks  to  set  that  stock  up  so  that  the  dividends  would  be  tax  de- 
ductible ? 

Mr.  Martin.  I  will  ask  Mr. — do  you  have  the  provision  there? 

Mr.  Patman.  It  was  in  your  statement,  Mr.  Martin. 

Mr.  Martin.  Well,  let  me  find  it,  then. 

Mr.  Patman.  And  it  is  in  the  bill.  I  just  wanted  to  know  if  there 
will  be  any  way  of  using  that  stock  that  will  permit  the  bank  to  take  a 
tax  deduction  for  the  dividends  paid  on  the  stock. 

Mr.  Martin.  Well,  I  believe  the  answer  is  "No,"  Mr.  Patman,  but 
I  will  have  our  counsel  check  that. 

Mr.  Hexter  has  it,  and  he  can  answer  it. 

Mr.  Patman.  All  right. 

Mr.  Hexter.  At  the  present  time  there  is  a  provision  of  law  that  the 
dividends  paid  by  banks  on  preferred  stock  held  by  agencies  of  the 
Federal  Government  may  be  deducted  by  the  banks  as  a  business 
expense.  That  applies  only  to  preferred  stock  held  by  agencies  of 
the  Federal  Government,  which  meant,  in  effect,  the  Reconstruction 
Finance  Corporation. 

Mr.  Patman.  That  is  right- 
Mr.  Multer.  Had  you  finished  your  answer! 

Mr.  Hexter.  More  or  lees. 

Mr.  Multer.  Is  there  any  of  this  preferred  stock  still  outstanding 
today? 

Mr.  Hexter.  I  believe  there  are  still  a  few  million  dollars  of  pre- 
ferred stock. 

Mr.  Patman.  I  know  about  that.    That  is  not  the  question. 

Under  this  proposal  for  issuing  preferred  stock  to  supplement  the 
capital  of  the  bank,  will  the  bank  be  permitted  to  take  a  tax  deduction 
for  that,  as  a  business  loss,  or  as  a  business  expense,  just  as  the  banks 
have  been  taking  deductions  on  the  dividends  paid  on  stock  that  they 
sold  to  the  Reconstruction  Finance  Corporation? 

Mr.  Hexter.  Although  I  am  not  a  tax  specialist,  I  am  quite  con- 
fident that  the  dividends  paid  on  preferred  stock  to  be  issued  to  pri- 
vate holders  would  not  be  deductible  by  the  bank  as  a  business  expense. 

Mr.  Patman.  It  is  important  that  we  know. 

Now,  you  have  recommended  this  provision,  have  you  not,  Mr. 
Martin?  You  recommended  this  in  your  statement  yesterday.  It  is 
important  that  we  know,  and  I  would  like  you  to  give  us  a  direct  and 
definite  answer  on  that.  I  will  not  press  for  it  right  now  if  you  are 
not  familiar  with  it. 

Mr.  Multer.  May  I  suggest  that  the  answer  may  be  found  in  the 
tax  law?     Isn't  that  covered  by  the  tax  law? 

Mr.  Martin.  In  the  tax  law,  itself,  Mr.  Patman.  The  Internal 
Revenue  Bureau  is  the  only  person  that  can  give  you  a  positive  answer. 

Mr.  Multer.  Isn't  that  covered  in  the  tax  law?  The  Internal 
Revenue  has  no  discretion  about  it.  He  must  follow  the  law  as  laid 
down  by  the  tax  statutes. 
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Mr.  Patman.  Under  existing  law.  for  more  than  20  years,  banks 
have  had  preferred  stock  outstanding  that  was  in  the  hands  of 
Government  agencies,  particularly  the  Reconstruction  Finance  Cor- 
poration. The  banks,  naving  that  preferred  stock  outstanding'  each 
year  charged,  as  a  business  expense,  the  dividends  or  interest  paid  on 
that  stock.  I  just  want  to  know,  and  I  think  it  is  very  important 
that  it  be  known — if  under  this  proposed  change  in  the  law,  which 
will  give  the  banks  the  opportunity  of  issuing  preferred  stock  to 
supplement  their  capital,  the  dividends  or  interest  paid  on  that,  stock 
may  be  tax  deductible? 

I  think  it  is  a  very  fair  question,  and  I  think  it  is  important  that 
we  know  the  answer.  To  say  that  the  Internal  Revenue  Service  will 
handle  it,  I  don't  think  is  a  sufficient  answer,  because  we  ought  to 
know  before  acting  on  the  bill. 

You  are  not  in  a  position  to  answer  that! 

Mr.  Martin.  We  will  do  the  best  we  can  for  you,  Mr.  Patman. 

(The  information  requested  above  follows:) 

Dividends  on  Preferred  Stock  Not  Deductible  for  Federal  Incowe-Tax  Pdb- 
poses  Except  as  Authorized  bt  Section  583  of  the  Internal  Revenue  Code 
of  1954 

In  the  opinion  of  tbe  Legal  Division  of  the  Board  of  Governors,  In  computing 
Its  taxable  Income  for  Federal  income-tax  purposes  a  national  bank  may  not 
deduct  amounts  distributed  as  dividends  on  its  preferred  stock  except  as  author- 
ized by  section  583  of  the  Internal  Revenue  Code  of  1954.  As  mentioned  at  the 
bearing,  section  583  authorizes  such  deduction  only  with  respect  to  dividends 
"paid  •  •  *  to  the  United  States  or  to  any  Instrumentality  thereof  exempt 
from  Federal  income  taxes."  Accordlmily,  dividends  on  preferred  stock  held  by 
individuals  and  private  corporations  could  not  be  deducted  by  a  national  bank  Id 
computing  its  taxable  Income  for  Federal  income-tax  purposes. 

This  opinion  of  the  Board's  Legal  Division  has  been  Informally  confirmed 
by  representatives  of  the  Treasury  Department.  As  mentioned  at  the  hearing, 
the  Hoard  of  Governors  Is  not  authorized  to  express  authoritative  opinions  ou 
matters  relating  to  Federal  taxation. 

Mr.  Patman.  Now,  about  the  retirement  fund.  What  is  the  total 
amount  of  the  retirement  fund  of  the  Federal  Reserve  System  now! 

Mr.  Martin.  We  can  get  it  for  you.  I  think  I  submitted  it  to  you 
in  answer  to  your  question  on  that. 

Mr.  Patman.  I  haven't  seen  it,  Mr.  Martin.  I  think  you  have  it 
ready,  but  I  haven't  seen  it. 

Mr.  Martin.  I  will  provide  that. 

(The  information  requested  is  as  follows :) 

Assets  of  Retirement  System  of  Federal  Reserve  Banks,  February  1957 

The  total  assets  of  the  retirement  system  of  the  Federal  Reserve  banks  as 
of  February  28,  1967  (the  date  of  the  last  annual  report)  was  5183,799,240.90. 
The  figures  In  detail  by  accounts  are  contained  in  the  financial  balance  sheet 
shown  on  page  36  of  the  23d  annual  reiiort  of  the  retirement  system  of  the 
Federal  Reserve  banks,  copies  of  which  hare  been  supplied  to  you. 

Mr.  Martin.  We  have  set  up  the  rules  and  regulations  of  the  re- 
tirement system,  Mr.  Patman,  the  provisions  of  the  Board  of  Gov- 
ernors' plan,  and  we  are  working  on  the  comparison  that  you  re- 
quested  

Mr.  Patman.  I  know,  but  I  am  asking  you  one  question  now,  Mr. 
Martin.  What  is  the  amount  of  the  fund?  If  there  is  more  than 
one  fund,  T  would  like  to  know  the  amount  of  each. 
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Mr.  Martin.  I  will  be  glad  to  get  you  those  amounts.  I  am  sorry 
my  memory  is  not  very  good. 

Mr.  Patman.  Let's  take  a  guess.    Is  it  $100  million  in  one  fund! 

Mr.  Martin.  I  would  say  that  that  would  be  not  too  much  out  of 
line. 

Mr.  Patman.  What  is  it  in  the  other  one  ? 

Mr.  Martin.  I  will  be  glad  to  give  you  the  figures  in  detail. 

Mr.  Patman.  I  can't  interrogate  you  intelligently  until  I  know 
that. 

Mr.  Martin.  We  will  provide  it. 

Mr.  Patman.  You  have  set  up  how  many  systems  of  retirement 
in  the  Federal  Reserve,  2  or  3  S 

Mr.  Martin.  We  have  three. 

Mr.  Patman.  One  is  for  the  officers  of  the  Federal  Reserve  Board. 
is  that  right? 

Mr.  Martin.  One  is  the  Board  plan.    One  is  the  bank  plan 

Mr.  Patman.  Wait  just  a  minute. 

One  at  a  time.  The  Board  plan  embraces  the  Board  of  Governors 
and  the  employees,  about  500  people,  is  that  right ! 

Mr.  Martin.  That  is  right,  except  that  the  Board  members  are 
under  the  civil-service  retirement. 

Mr.  Patman.  What  is  the  other  one  ? 

Mr.  Thomas.  The  Federal  Reserve  banks  have  a  plan. 

Mr.  Patman.  Which  employees  and  officers  does  it  embrace  ? 

Mr.  Thomas.  It  covers  all  employees  and  officers  of  all  Federal 
Reserve  banks. 

Mr.  Patman.  What  is  the  other  one  ? 

Mr.  Thomas.  The  employees  of  the  Hoard  who  were  under  civil 
service  have  the  privilege  of  continuing  under  civil-service  retirement, 
and  the  Board  makes  the  same  contribution,  as  I  understand. 

Mr.  Patman.  About  how  many  are  under  that? 

Mr.  Thomas.  I  don't  know. 

Mr.  Patman.  Would  it  be  a  3d  of  your  employees,  or  a  10th  ? 

Mr.  Thomas.  Under  civil  service,  I  don't  know. 

Mr.  Patman.  Under  both. 

Mr.  Hbxter.  It  is  my  impression,  Mr.  Patman,  that  at  the  Board 
of  Governors  approximately  100  employees  are  under  the  civil-service 
retirement  plan. 

Mr.  Patman.  You  don't  permit  them  to  have  both  unless  they 
came  from  civil  service  originally  * 

Mr.  Thomas.  They  cannot  have  both  in  any  case. 

Mr.  Patman.  Don't  you  have  other  systems  such  as  hospitalization 
benefits,  and  surgical  benefits,  and  other  benefits  like  that  I 

Mr.  Martin.  Yes,  sir,  I  have  that  myself. 

Mr.  Patman.  How  much  of  that  does  the  System  pay !  I  under- 
stand you  pay  two-thirds  of  it.    I  just  wonder  if  that  is  out  of  line. 

Mr.  Martin.  Well,  I  would  have  to  look  it  up. 

Mr.  Patman.  You  mean  the  Government  pays  two-thirds  of  it  ? 

Mr.  Martin.  No,  I  think  I  pay  two-thirds  of  it. 

Mr.  Patman.  Well,  my  understanding  is  that  the  person  only  pays 
about  a  third,  if  the  information  I  received  is  correct,  and  I  only  want 
the  correct  information. 
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Mr.  Martin.  I  will  certainly  get  you  the  exact  information  on.  that 

Mr.  Patman.  All  right,  and  you  will  provide  the  amounts  of  these 
funds  ? 

Mr.  Martin.  I  will,  indeed. 

(The  data  requested  above  is  as  follows :) 

The  Board  of  Governors  pays  no  part  of  the  premium  for  hospitalization 
benefits  and  surgical  benefits  of  its  officers  and  employees,  the  insured  officer 
or  employee  paying  the  entire  amount. 

The  Federal  Reserve  bonks  pay  two-thirds  of  the  premiums  for  those  benefits 
provided  for  its  employees,  and  the  Insured  employee  pays  the  remaining  one- 
third. 

Mr.  Patman.  Now  as  to  those  under  civil  service,  they  hare  their 
own  OASI  insurance,  and  they  also  have  the  Federal  Reserve.  I 
have  a  case  here  of  a  person  who  received  $3,600  a  year,  with  a  25-year 
career,  and  the  average  high  5  years  was  $5,000.  At  the  retirement 
age,  January  1  of  this  year,  he  would  receive  a  total  annual  annuity 
of  $3,119,  and  his  wife  would  be  eligible  to  receive  $651  more,  which 
would  make  him  eligible  to  receive  $3,770.60  a  year ;  where  the  ordinary 
civil  service  employee,  not  in  the  Federal  Reserve  System,  would 
only  receive  $2,312. 

In  other  words,  the  person  who  carries  both  the  OASI  and  the 
Federal  Reserve— and  really,  it  is  just  two  Federal  Government 
groups,  I  can't  understand  why  they  should  carry  both,  but  I  am  just 
dealing  with  the  situation — if  an  employee  carries  both  which  he  is 
permited  to  do,  he  will  get  at  least  50  or  60  percent  more. 

Mr.  Martin.  There  is  no  double  retirement,  Mr.  Patman.  It  is 
either  one  or  the  other. 

Now  the  comparisons  which  are  very  difficult  for  actuarial  reasons 
to  work  out,  we  are  presently  working  on,  and  we  will  try  to  give 
them  to  you  precisely  just  as  quickly  as  we  can,  but  that  takes  a  little 
time,  because  a  retirement  scheme  of  any  sort  is  an  extremely  difficut 
thing  to  analyze  until  you  have  got  the  entire  picture. 

Mr.  Patman.  All  right. 

Now,  Mr.  Martin,  have  you  recently  authorized  the  payment  of  a 
substantial  sum  to  the  retirement  fund  of  the  Federal  Reserve  bans! 

Mr.  Martin.  We  have. 

Mr.  Patman.  How  much? 

Mr.  Martin.  I  don't  know  what  it  would  be  on  the  yearly  amount. 

Mr.  Patman.  I  am  not  talking  about  yearly  amounts,  but  the  lump 
sum? 

Mr.  Martin.  The  lump  sum  on  a  funding  basis — no,  I  would  have  to 
get  that  figure. 

Mr.  Patman.  Well,  wasn't  it  about  $8  million  ? 

Mr.  Martin.  That  would  be  about  right. 

Mr.  Patman.  That  sticks  in  your  mind  as  beingabout  right. 

Mr.  Martin.  Something  in  that  neighborhood.  That  is  funding  all 
the  back  service. 

Mr.  Patman.  Is  that  in  addition  to  what  you  pay  yearly  to  the 
fund? 

Mr.  Martin.  That  was  to  bring  the  fund  in  line.  We  have  been 
trying  to  integrate  these  plans  with  the  changes  which  have  been 
adopted  by  the  Government. 

Mr.  Patman.  When  do  you 
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Mr.  Kiiburn.  Mr.  Chairman,  I  would  like  to  have  the  witness 
allowed  to  answer  a  question.  You  started  before  he  answered  the 
question. 

Mr.  Patman.  He  had  answered  the  question  to  my  satisfaction.  If 
he  doesn't  object,  I  dont  see  why  the  gentleman  objects. 

Mr.  Kilburn.  I  do  object  because  I  want  the  answer. 

Mr.  Patman.  I  have  it.     He  told  me. 

Mr.  Kilbukn.  I  am  on  the  committee  as  well  as  you  are. 

Mr.  Patman.  But  you  heard  the  answer  as  I  did. 

The  Chairman.  Mr.  Martin,  you  have  the  authority  to  answer  any 
question  in  any  way  you  please  and  to  take  as  long  in  your  answering 
as  you  desire. 

Mr.  Martin.  Well,  we  have  been  trying  to  integrate  these  programs, 
which  is  not  easy  to  do. 

I  myself  served  on  the  committee  that  tried  to  work  on  the  whole 
social  security  setup  for  a  couple  of  years,  and  I  found  it  about  as  con- 
fining and  difficult  an  operation  as  I  ever  engaged  in,  and  I  am  not  sure 
that  I  understand  some  aspects  of  it  yet,  but  what  we  have  been  trying 
to  do  is  to  integrate  these  plans  that  go  back  to  1934  with  what  civil 
service  does  today,  and  to  do  it  on  an  equitable  and  reasonable  basis, 
and  to  fund  service  of  the  older  employees  and  integrate  them  into  the 
new  plan. 

Now  that  takes  a  great  deal  of  time  and  care.  We  have  got  a  com- 
mittee at  the  present  time  which  is  working  very  actively  on  this,  and 
I  am  hopeful  that  I  can  give  you,  within  a  reasonable  time,  Mr.  Pat- 
man, a  direct  comparison  of  all  of  these  benefits  and  what  the  additions 
are  and  how  much  they  are,  so  that  we  can  see  it  in  a  tabular  form. 

Mr.  Patman.  But  how  recently  was  that?  When  did  you  authorize 
this  $6  or  $8  million  to  be  paid  ? 

Mr.  Martin.  We  did  that  within  the  last  3  or  4  weeks,  I  think. 

Mr.  Patman.  At  the  very  time  the  President  is  trying  to  stop  infla- 
tion and  urging  everybody  to  slow  down  on  spending,  you  take  $6 
million,  or  whatever  it  is,  out  of  idle  funds  that  would  go  to  the  Fed- 
eral Government,  and  put  it  into  competition  with  the  other  money 
to  buy  stocks  and  bonds  and  things  like  that. 

Do  you  have  to  get  authority  from  Congress  for  that,  Mr.  Martin  ? 

Mr.  Martin.  No,  but  in  order  that  there  is  no  misunderstanding 
about  it,  I  wrote  a  letter  and  it  has  not  yet  been  approved  by  the  boards 
of  the  individual  Reserve  banks.  It  may  never  go  into  effect.  I  be- 
lieve it  will.  But  each  of  the  boards  of  the  Federal  Reserve  banks 
has  to  approve  this. 

Mr.  Patman.  There  is  no  doubt  in  your  mind  about  that,  is  there? 

Mr.  Martin.  I  think  they  probably  will  approve  it,  but  they  have 
not  approved  it  yet. 

Mr.  Patman.  It  is  to  their  benefit,  isn't  it  \ 

Mr.  Martin.  I  just  wanted  to  put  us  on  record  as  to  full  disclosure 
on  this,  Mr.  Patman.  I  wrote  a  letter  to  the  chairman  of  both  com- 
mittees, informing  them  that  this  was  in  process.    That  is  before  it 

Mr.  Patman.  I  didn't  know  anything  about  that  letter.  I  wonder 
why  you  don't  notify  the  members  of  the  committee  too,  Mr.  Martin, 
on  an  important  translation  like  that? 
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Mr.  Martin.  Mr.  Patman,  I  don't  think  we  can  write  a  letter  to 
every  member  of  Congress  every  time  we  do  something. 

Mr.  Patman.  I  would  like  to  see  a  copy  of  that  letter,  Mr.  Chairman. 

Mr.  Martin.  I  consider  it  a  purely  routine  matter. 

Mr.  Patman.  I  know  it  is  routine,  but  considering  the  fact  that  you 
don't  have  any  authority  in  law  to  set  up  any  retirement  system—  -or  if 
you  do  have  authority,  where  is  it  ¥ 

Mr.  Martin,  Well,  I 

Mr.  Patman.  Where  is  your  authority  ? 

Mr.  Kilborn.  Let  him  answer. 

Mr.  Martin.  I  don't  agree  with  you  on  that? 

Mr.  Patman.  Where  is  it? 

Mr.  Martin.  I  would  have  to  get  our  counsel  to  give  it  to  us. 

Mr.  Patman.  I  would  like  him  to  cite  the  law.  Maybe  I  have  over- 
looked something. 

Mr.  Martin.  I  have  read  the  Federal  Reserve  Act  a  good  many 
times,  but  I  still  confess  I  still  have  to  refer  to  it. 

Mr.  Patman.  I  do  the  same  tiling.  I  may  be  in  error  about  this, 
but  I  would  like  the  information  if  it  is  available. 

Mr.  Martin.  Mr.  Hexter  will  comment  on  it.  I  can  assure  you  we 
have  done  nothing  that  we  don't  think  we  have  the  legal  authority 
for. 

Mr.  Patman.  The  retirement  system  was  set  up  before  you  came 
in,  Mr.  Martin.  In  fact,  it  was  set  up  before  any  of  the  present  Board 
came  in. 

Mr.  Hexter.  With  respect  to  the  Federal  Reserve  Board,  section 
10  of  the  act  states  that  its  members'  and  employees'  "employment, 
compensation,  leave,  and  expenses  shall  be  governed  solely  by  the 
provisions  of  this  act,  specific  amendments  thereof  and  rules  and 
regulations  of  the  Board  not  inconsistent  therewith,"  and  the  act 
authorizes  the  employment  of  employees,  and  it  is  on  element  in  the 
compensation  of  those  employees,  a  retirement  system. 

Mr.  Patman.  Where  is  tliat  authorized  in  the  act?  Do  you  mean 
to  say  that  because  you  have  the  authority  to  employ  people,  you  have 
the  right  to  set  up  a  retirement  plan? 

Mr.  Hexter.  Employ  and  compensate  them. 

Mr.  Patman.  But  doesn't  it  say  tliat  you  are  confined  to  just  those 
words  unless  specifically  authorized?    Read  that  again. 

Mr.  Hexter  (reading)  : 

Employment,  compensatloi 
the  provisions  of  this  act,  and 
therewith. 

Mr.  Patman.  And  from  that  you  assume  the  power,  at  least  the 
Federal  Reserve  System  has,  to  set  up  a  system  that,  of  course,  uses 
iiovernment  money  to  make  a  payment,  which  is  not  objectionable — 
I  am  not  making  a  point  of  that — and  pays  retirements  of  up  to 
£45,000  a  year,  with  no  more  specific  authority  for  it  than  what  you 
have  just  read. 

In  other  words,  you  say  "employment,  compensation,  and  leave," 
hut  it  would  seem  that  leave  is  so  closely  associated  with  retirement 
that  had  Congress  wanted  to  say  anything  about  retirement,  when  it 
thought  about  leaves  for  employees,  it  would  have  thought  about 
retirement,  and  said  retirement. 
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Do  you  know  of  any  court  constructions  of  similar  language  of  that 
type? 

Mr,  Hexter.  I  don't  know  that  offhand. 

Mr.  Patman.  I  will  not  pursue  that  further. 

Mr.  Multeb.  May  I  suggest  at  that  point,  Mr.  Patman,  it  might 
be  well  to  get  up  a  proposed  amendment  to  this  bill.  Everybody  is 
in  agreement  that  these  people  are  entitled  to  pension  systems.  I 
am  inclined  to  agree  that  the  Federal  Reserve  Board  does  not  have 
specific  authorization  to  set  up  a  pension  fund.  And  I  think  the 
law  ought  to  be  corrected  in  that  respect. 

Whether  or  not  you  should  have  a  separate  one  or  it  should  be  part 
■of  the  general  system,  I  think  should  he  clarified  by  an  appropriate 
amendment  to  the  statute. 

Mr.  Patman.  Mr.  Martin,  it  is  true  that  with  these  funds  you  actu- 
ally buy  stocks  and  bonds,  common  stocks  and  things  like  that,  isn't  it  ? 

Mr.  Martin.  The  trustees  of  the  retirement  fund  do;  yes,  sir. 

Mr.  Patman.  Is  that  fund  set  off  from  the  Government?  Is  there 
any  audit  of  that  fund  ? 

Mr.  Mabtin.  Oh,  yes;  there  is  a  regular  audit  of  that  fund. 

Mr.  Patman.  I  am  not  talking  about  a  self-audit,  but  an  outside 
audit. 

Mr.  Martin.  Wei),  Mr.  Patman,  we  get  back  to  this  self-audit  all 
the  time.    It  seems  to  me  that  any  business  firm  selects  its  auditor. 

Mr.  Patman.  This  is  Government  business,  Mr.  Martin. 

Mr.  Martin.  Well,  I  think  that,  as  I  have  pointed  out  to  you  a 
number  of  times,  the  Congress  specifically  gave  us  authority  to  oper- 
ate this  way  in  the  Banking  Act  of  1933,  and  I  have  repeatedly  com- 
mented on  this.  I  have  just  written  another  long  rejoinder  to  you 
along  the  lines  of  our  well-known  hearing,  which  I  thought  you  con- 
ducted admirably,  in  1952. 

Mr.  Patman.  Thank  you,  Mr.  Martin.  I  am  not  agreeing  that  it 
was  admirably  conducted,  but  I  am  just  giving  you  the  date. 

Mr.  Martin.  I  thought  you  did,  and  we  put  all  that  information 
and  background  in  to  it,  and  I  put  it  down  to  paper  here  again  in 
response  to  your  request. 

Mr.  Patman.  If  you  will  hand  that  to  the  clerk,  I  will  not  inter- 
rogate you  further  on  it. 

Mr.  Martin.  I  will  be  very  glad  to  have  it  placed  in  the  record. 

Mr.  Patman.  I  have  to  examine  it  because  I  can  only  put  germane 
material  in  the  record.  So  I  shall  have  to  look  it  over  first- 
Thank  you,  Mr.  Chairman.   That  is  all  for  the  present. 

Mr.  Multek.  At  this  point,  Mr.  Chariman,  I  would  like  to  ask  Mr. 
Martin  some  questions  about  the  pension  funds,  if  I  may. 

Mrs.  Sullivan.  Would  the  gentleman  yield  ? 

Mr.  Multbr.  Yes. 

Mrs.  Sullivan.  I  wanted  to  ask  whether  Mr.  Martin  would  be  back 
tomorrow,  Mr.  Chairman. 

Mr.  Vanik.  Mr.  Chairman,  has  any  determination  been  made  on 
Mrs.  Sullivan's  question,  as  to  whether  Mr.  Martin  would  be  back 
tomorrow  ? 

The  Chairman.  Could  you  come  back  tomorrow? 

Mr.  Martin.  I  will  be  here  as  long  as  you  want,  Mr.  Chairman. 
.1  am  at  your  disposal. 
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The  Chairman.  If  it  is  the  wish  of  the  committee  that  you  come 
back  this  afternoon  or  tomorrow? 

Mr.  Martin.  I  can  come  back  this  afternoon. 

Mr.  Multer.  I  have  objected,  Mr.  Chairman,  and  other  members 
have  objected  to  meeting  this  afternoon  when  the  House  is  in  general 
debate  on  the  mutual  -security  bill. 

I  think  there  is  a  lot  of  interest  in  that  bill. 

Mr.  Martin.  I  will  be  available  tomorrow  morning. 

The  Chairman.  It  is  an  important  measure  before  the  House,  and 
if  the  members  of  the  committee  want  to  be  present,  I  will  have  to  ac- 
cede to  it. 

Mr.  Multer.  This  legislation  is  very  important,  Mr.  Chairman,  and 
we  ought  to  give  it  every  bit  of  attention  and  time  that  we  possibly 
can,  and  I  think  all  the  members  ought  to  be  given  the  fullest  oppor- 
tunity to  interrogate  the  witnesses. 

Mr.  Seely- Brown.  It  would  seem  to  me  it  would  expedite  matters 
if  we  started  the  hearings  promptly.  Mr.  Martin  was  here  at  10 
o'clock,  and  we  started  questioning  him  at  10 :  30.  If  we  started 
promptly  at  10,  and  those  who  wanted  to  interrogate  would  be  here 
at  10,  we  would  save  a  half  hour  right  there. 

Mr.  Multer.  I  am  for  that. 

The  Chairman.  I  don't  think  we  started  at  10 :  30. 

Mr.  Seely-Brown.  10 :  26  Mr.  Chairman.    I  stand  corrected. 

The  Chairman.  Well,  the  chairman  is  herB  at  10  o'clock. 

Mr.  Bass.  Mr.  Chairman,  I  have  a  further  question  on  this  matter 
of  procedure. 

When  we  question  the  witness,  are  we  to  confine  our  questions  to 
matters  germane  to  this  bill,  or  is  the  sky  the  limit? 

The  Chairman.  Well,  if  we  limited  the  inquiry  to  questions  which 
are  not  incompetent,  irrelevant,  and  immaterial,  we  won't  have  many 
questions,  I  am  afraid.  We  are  trying  to  keep  the  questions  to  matters 
pertinent  to  the  bill. 

Mr.  Bass.  Thank  you. 

Mr.  Mui.ter.  Now  may  I  ask  the  question  I  wanted  Mr.  Patman  to 
vield  to  me  for,  with  reference  to  the  pension  system  ?  May  I  continue, 
Mr.  Chairman? 

The  Chairman.  You  may  proceed. 

Mr.  Mui.ter.  Mr.  Martin,  specifically  with  reference  to  the  pension 
svstems  which  have  been  set  up,  is  it  not  a  fact  that  all  of  the  Federal 
Government  pension  systems  set  up  by  law  prohibit  a  Government 
official  or  other  Government  employee  from  drawing  his  pension  and 
at  the  same  time  occupying  and  receiving  salary  from  the  Federal 
Government,  in  a  Government  position. 

In  other  words,  once  a  man  goes  to  retirement  and  starts  drawing  his 
pension  pay,  the  law  now  prohibits  that  man  from  receiving  compen- 
sation in  another  job,  working  for  the  United  States  Government  or 
any  of  its  agencies,  while  continuing  to  draw  his  pension.  If  he  takes 
another  job  his  pension  ceases  while  holding  the  other  job;  isnt  that 
so? 

Mr.  Patman.  May  I  offer  a  suggestion,  Mr.  Multer?  I  think  the 
law  is  that  the  pension  ceases  if  earnings  exceed  more  than  a  hundred 
dollars  per  month,  or  $1,200  per  year. 

Mr.  Multer.  Yes,  sir,  with  that  amendment  correcting  my  question, 
that  is  the  law  as  you  understand  it,  is  it  not,  Mr.  Martin  ? 
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Mr.  Martin.  I  don't  know  the  law,  Mr.  Multer.  I  am  sorry.  But 
our  counsel  will  check  into  it 

Mr.  Multer.  Do  you  have  any  similar  rule  in  your  pension  system 
which  prohibits  the  man  from  drawing  his  pension  and  at  the  same 
time  drawing  compensation  from  the  Government,  so  that  he  draws 
both  his  salary  from  the  job  and  his  pension? 

Mr.  Kilburn.  Would  the  gentleman  yield  ? 

Mr.  Multer.  Yes,  sir. 

Mr.  Kilbuen.  I  would  like  to  inquire.  Maybe  I  don't  understand 
this  bill.  This  bill,  to  my  understanding,  has  alasolutely  nothing  to  do 
with  the  pension  system  of  the  Federal  Reserve,  or  even  with  the  gen- 
eral policy  of  the  Federal  Reserve. 

Mr.  Multer.  If  I  thought  it  did  not  apply  or  had  nothing  to  do  with 
this  bill,  I  would  not  have  asked  the  question. 

I  am  asking  because  I  think  if  the  law  doesn't  cover  it,  we  must  write 
something  into  the  Federal  Reserve  Act  to  cover  the  situation  which 
I  have  in  mind. 

Mr.  Kilburn.  But  there  is  nothing  now  in  the  hill. 

Mr.  Molter.  It  is  not  in  the  bill.  I  say  we  should  consider  it  so 
as  to  put  it  in  the  bill,  or  consider  an  amendment,  just  as  there  are 
several  other  things,  as  Mr.  Martin  himself  recommended,  certain 
things  which  are  not  in  this  bill  and  which  he  says  ought  to  be  in. 
This  is  another  matter  which  should  be  covered  by  this  bill  if  we  are 
to  do  the  full  job. 

Now,  may  we  get  back  to  the  question. 

Mr.  Martin.  We  certainly  may.  All  I  can  say  is  I  will  have  to  take 
a  look  at  the  rules.    I  don't  "know  them  offhand. 

Mr.  Multer.  Do  you  know  of  anybody  who  is  drawing  a  pension 
from  any  of  the  three  systems  you  told  us  about,  Federal  Reserve 

}>ensions,  who  occupies  another  position  in  the  Government,  drawing 
lis  full  salary  while  drawing  full  pension  ? 

Mr.  Martin.  I  just  don't  know,  Mr.  Multer. 

Mr.  Multer.  Will  you  check  that  too  for  us  and  give  us  some  in- 
formation on  that? 

Mr.  Martin.  I  will  be  gald  to. 

Mr.  Multer.  It  will  help  you  some  if  you  refer  to  our  correspond- 
ence some  time  ago — it  may  be  2  years  ago,  I  will  try  to  give  you  the 
exact  date,  I  will  have  my  office  call  your  secretary — when  we  had 
correspondence  on  this,  and  you  can  check  from  that  date  on,  because 
you  gave  me  that  information  at  one  time. 

Mr.  Martin.  I  will  be  very  glad  to  get  the  information  for  you. 

(The  information  is  as  follows:) 

Neither  the  Board  nor  the  Federal  Reserve  banks  have  any  information  with 
respect  to  a  retired  employee  who  occupies  a  position  in  the  Government  There 
is,  of  coarse,  Mr.  Gidney,  Comptroller  of  the  Currency,  who  Is  a  retired  employee 
of  the  Federal  Reserve  Bank  of  Cleveland. 

Mr.  Multer.  Now  so  no  one  will  think  I  am  trying  to  trick  any- 
body into  making  an  answer,  it  is  my  information,  and  I  would  have 
you  check  this,  too,  there  is  only  one  man  in  Government  today  who 
is  drawing  his  full  pension  of  approximately  $13,000  a  year  from 
the  Federal  Reserve  pension  system,  and  at  the  same  time  drawing  a 
salary  of  $20,000  a  year  in  his  Government  job. 

I  am  referring  now  to  the  Comptroller  of  the  Currency.  He  is 
drawing  full  pay  as  Comptroller  of  the  Currency  and  a  full  pension 
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ill.  i  Le  name  ttine.  I  know  of  no  other  instance  in  Government  where 
1 1. ill.  liHh  happened. 

Mr.  (  Vjad.  Mr.  Chairman,  will  the  gentleman  yield  ? 

Mr.  Mli.ter.  I  yield. 

Mr.  Coad.  Is  it  not  a  fact  that  the  President  can,  by  his  appoint- 
ment, appoint  people  to  the  various  positions  in  Government,  even 
though  they  are  still  on  civil-service  retirement,  and  they  can  draw 
both  full  salary  and  retirement? 

Mr.  Mtjlter.  Except  for  military  retirement,  I  know  of  no  instance 
where  that  can  be  done  under  the  law. 

When  he  takes  the  other  job,  by  appointment  of  the  President  or 
otherwise,  he  must  stop  drawing  his  pension  while  drawing  full  pay 
in  Government. 

Mr.  Coad.  I  will  have  some  further  information  for  the  gentleman 
on  that. 

Mr.  Mtjlter.  Thank  yon. 

That  is  all  I  have  on  the  question  of  pensions,  Mr.  Chairman. 

Mr.  Seelt- Brown.  Am  I  correct  in  my  understanding,  Mr.  Multer, 
that  you  are  not  objecting  necessarily  to  the  desire  of  the  Board  to 
set  up  a  proper  retirement  system,  but  you  are  determined  to  make 
sure  that  that  program  of  retirement  is  consistent  with  other  Govern- 
ment programs  of  retirement,  including  those  affecting  Members  of 
Congress  f 

eminent  agency,  or  quasi -Government  corporation.  I  am  in  favor  of 
pension  system  for  everybody  working  in  Government,  or  in  a  Gov- 
ernment agency,  or  quasi  Government  corporation.  I  am  in  favor  of 
a  pension  system  in  private  industry. 

But  I  think  ttiey  should  be  consistent,  so  far  as  the  Government 
is  concerned,  and  nil  of  these  people  should  be  on  a  par,  so  far  as 
lwnefits  are  concerned,  so  far  as  retirements  are  concerned  and  so  far 
:is  double  pay  is  concerned. 

The  Chairman.  I  think  we  ought  to  use  up  the  time  which  is  avail- 
able. There  seems  to  be  objection  to  going  on  this  afternoon  be- 
cause of  the  importance  of  a  bill  on  the  floor.  But  in  the  future,  if 
there  is  general  debate  in  the  House,  I  am  going  to  endeavor  to  get 
the  privilege  of  sitting  in  the  afternoon  in  order  that  we  can  proceed 
with  the  hearing. 

Notwithstanding  that  some  members  can't  attend  we  must  expedite 
the  hearings. 

Mr.  Mii.tek.  Mr.  Chairman,  for  the  record,  I,  and  I  know  other 
members  too,  reserve  the  right  to  object  to  that.  M7e  will  consider 
that  in  connection  with  what  is  on  the  floor  on  each  particular  day 
when  the  request  is  being  made. 

Hut  T  for  one  will  not  go  along  with  any  general  consent  to  sit  here 
while  t he  House  is  in  debate.  We  are  nearing  the  end  of  this  session^ 
I  hope,  when  bills  will  be  coming  up  so  fast  our  heads  will  swim. 

The  Chairman.  I  think,  many  times,  the  debates  on  the  floor  are 
not  essential  for  all  of  the  members  to  be  present.  If  we  can  use  the 
lime  to  expedite  this  hearing,  I  think  we  ought  to  do  so. 

Mr.  Mri.TXH.  So  far  as  I  urn  concerned,  Mr.  Chairman,  I  am  vitally 
interested  in  every  aspect  of  this  bill,  and  I  want  to  be  here,  if  possible,, 
throughout  the  entire  hearings  from  beginning  to  end. 

Mr.  Vanik.  Mr.  Chairman,  I  have  a  question  I  would  like  to  ask. 

The  Chairman.  Mr.  Vanik. 
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Mr.  Vanik.  I  would  like  to  ask  Mr.  Martin  whether  or  not  yon 
have  the  power,  under  present  authority,  to  determine  the  extent  in 
dollars  of  the  internal  generation  of  investment  capital  by  American 
corporations,  through  the  sale  of  corporate  Treasury-held  stock,  and 
what  the  percentage  of  increase  in  such  capital  generation  has  been 
during  the  past  5  years.  Is  it  within  the  province  or  scope  of  your 
office,  the  functions  of  the  Board,  to  determine  this  generation  of 
internal  capital  by  corporations? 

Mr.  Martin.  I  don't  think  we  have  that  power,  Mr.  Vanik.  We 
could  request  it. 

Mr.  Vanik.  Would  it  be  a  desirable  power,  since  you  are  endeavor- 
ing, in  some  measure,  to  control  credit  throughout  the  Nation,  in 
order  to  balance  the  Nation's  fiscal  condition ? 

Mr.  Martin.  Well,  every  bit  of  information  is  helpful,  but  I  ques- 
tion very  much  whether  it  would  be  necessary  for  us  to  get  that.  Let 
me  ask  Mr.  Thomas  about  it. 

Mr.  Vanik.  Well,  the  internal  generation  of  capital  would  certainly 
have  an  effect  on  the  money  supply  and  the  inflationary  spiral, 
wouldn't  it* 

Mr.  Martin.  It  will  have  some.  You  may  comment  on  this,  Mr. 
Thomas. 

Mr.  Thomas.  The  powers  of  the  Federal  Reserve  relate  to  the  crea- 
tion of  money  through  the  banking  system,  and  once  you  extend  it 
beyond  that,  there  are  almost  no  limits  to  which  you  can  go.  So  to 
try  to  regulate  every  use  the  corporations  make  of  their  money  would 
be  quite  an  extensive  power  to  give  to  any  agency  of  Government. 

Mr.  Vanik.  Right.  But  in  order  that  you  should  be  in  a  position 
to  judicially  determine  the  money  supply,  or  the  function  of  the 
banking  system,  isn't  it  also  imperative  and  essential  that  you  should 
know  and  know  the  full  effect  of  the  internal  generation  of  credit 
in  our  economy  ? 

Mr.  Thomas.  It  has  very  little  bearing  upon  the  actual  money  sup- 
ply. It  has  a  bearing  upon  the  use  of  money.  But  the  powers  of  the 
system  relate  to  the  money  supply  that  is  created  through  bank  loans. 

Mr.  Martin.  In  other  words,  it  would  be  quite  an  extension  of  our 
power  to  get  this,  Mr.  Vanik. 

Mr.  Vanik.  Merely  to  have  this  as  a  matter  of  information,  as  a 
guide,  and  to  have  it  a  part  of  your  consideration  in  determining  the 
administration  of  the  money  supply?  I  am  suggesting  that  you  have 
the  power  to  obtain  the  information.  I  don't  say  that  you  should 
have  additional  power  to  do  something  about  it. 

But  shouldn't  it  be  within  the  scope  of  your  money-management 
power  to  be  also  fully  familiar  with  the  internal  generation  of  credit 
through  private  enterprise? 

Mr.  Thomas.  I  am  sorry.    I  misunderstood  your  question. 

The  information,  of  course,  does  have  a  bearing,  as  any  information 
on  the  flow  or  use  of  funds  has  a  bearing  on  what  happens  in  the 
economy  and  has  to  be  taken  into  consideration  by  the  System  in 
determining  its  policies.    Such  information  would  be  used. 

Mr.  Vanik.  Do  you  have  such  information  ? 

Mr.  Thomas.  The  Securities  and  Exchange  Commission  and  the 
Federal  Trade  Commission,  together,  now  get  some  information  in 
that  field.  It  might  be  useful  to  have  more  adequate  statistics  on  that 
subject. 
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Mr.  Vanik.  But  at  the  present  time  does  the  Federal  Reserve  ac- 
cumulate that  kind  of  information  ? 

Mr.  Thomas.  No,  we  use  information  that  is  available  from  other 
sources. 

Mr.  Vanik.  My  next  question — and  this  is  one  which  has  concerned 
me  for  some  time — is  there  any  foundation  in  reports  that  substan- 
tial amounts  of  investment  capital  have  gone  into  temporary  refuge, 
pending  a  stabilization  of  the  current  inflationary  spiral,  thereby 
avoiding  entailment  before  interest  rates  reach  their  most  productive 
levels  in  a  free  money  market? 

Mr.  Martin.  I  don't  know  that  I  fully  understand  your  question, 
but  it  would  seem  to  me  that  in  essence  you  are  asking  whether  there 
lias  been  some  flight  from  the  dollar,  aren't  you  ? 

Mr.  Vanik.  Flight  from  investment,  because  of  the  current  infla- 
tionary spiral. 

Mr.  Martin.  Well,  it  would  amount,  it  seems  to  me,  to  the  same 
thing.    It  would  mean  hoarding. 

Mr.  Vanik.  In  your  analysis  of  the  money  supply,  are  you  able  to 
determine  that  any  substantial  amounts,  or  any  amounts,  of  invest- 
ment capital  have  gone  into  refuge,  avoiding  investment! 

Mr.  Martin.  No,  we  haven't  found  any  substantial  amounts.  We 
haven't  uncovered  anything  of  that  sort. 

Mr.  Thomas.  It  is  more  the  other  way.  There  is  idle  money  that 
is  coming  into  investment,  in  order  to  profit  by  potential  inflation. 
There  is  less  saving  in  the  form  of  idle  money  and  more  investment. 

Mr.  Vanik.  But  wouldn't  that  money  seek  to  wait  for  the  highest 
possible  productive  level  of  income,  and  wait,  pending  developments 
of  the  current  inflationary  spiral,  for  an  even  better  market! 

Mr.  Thomas.  The  quicker  they  get  in,  the  more  advantage  they  can 
get  of  rising  prices. 

Mr.  Vanik.  The  quicker  they  get  in,  the  more  likely  they  are  to  be 
entailed  when  the  higher  prices  come  along. 

Mr.  Thomas.  They  profit  by  it. 

(The  following  letter  is  in  answer  to  questions  submitted  by  Con- 
gressman Vanik  to  Mr.  Martin:) 

Board  of  Govern  orb  of  the  Feoehal  Reserve  System, 

Washington,  July  25,  1957. 
Hon.  Charles  A.  Vanik, 

Houne  of  Representatives,  Wash  ington,  D.  C. 

Dear  -Mr.  Vanik  :  This  is  in  resiwnse  to  your  request  of  July  16,  1957,  in 
which  you  asked  for  my  comment  on  two  questions  that  you  had  submitted  in 
the  hearings  before  the  House  Banking  and  Currency  Committee  on  the  Fi- 
nn m-ial  Institutions  Act  of  1957. 

1.  Is  there  any  foundation  in  reports  that  substantial  amounts  at  Investment 
capital  have  gone  into  temporary  refuge  pending  a  stabilisation  of  the 
current  inflationary  spiral,  thereby  avoiding  entailment  before  Interest 
rates  reach  their  most  productive  levels  in  a  free  money  market? 

There  is  no  evidence  that  Investment  funds  have  gone  into  "temporary 
refuge."  In  fact,  the  rise  in  Interest  rates  over  the  past  year  and  a  half  has 
attracted  a  record  volume  of  funds  Into  capital  markets.  Funds  made  available 
to  corporate  borrowers  in  the  first  half  of  this  year  were  one-third  larger  than 
in  the  first  half  of  111.1(1,  and  funds  provided  to  State  and  local  government  bor- 
rowers have  been  one-tenth  larger  than  last  year. 

In  meeting  these  large  demands  for  funds,  many  financial  institntions  appear 
to  have  become  heavily  "loaned  up."  It  Is  reported  that  forward  Investment 
commitment)*  by  life  insurance  companies  are  at  record  levels  relative  to  the 
companies'  cash  Inflows.     Holdings  Of  cash  and  of  United  States  Government 
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securities  by  commercial  banks,  savings  and  loan  associations,  and  mutual  sav- 
ings banks  are  a  much  smaller  share  at  the  total  assets  held  by  these  Institu- 
tions than  earlier.  Individuals  are  allocating  much  more  of  their  savings  to 
direct  investment  in  corporate  and  municipal  securities  than  they  did  a  year 
ago.  All  the  evidence  available  indicates  that  the  rise  in  returns  offered  to  in- 
vestors baa  substantially  increased  the  volume  of  savings  made  available  to 
borrowers  seeking  long-term  funds. 

Demands  for  funds,  however,  continue  to  exceed  the  total  amount  of  savings 
the  community  is  willing  to  make  available  for  these  purposes.  As  can  be  ex- 
pected in  a  free  market  economy,  the  intense  competition  for  funds  has  resulted 
in  increases  In  the  price  of  money  for  most  borrowers,  and  a  drying-up  of  funds 
available  for  those  investments  where  rates  are  set,  through  administrative 
order  or  legislation,  below  prevailing  market  levels. 
2.  What  Is  the  extent  in  dollars  of  the  Internal  generation  of  investment  capital 

by  American  corporations  through  the  sale  of  Treasury-held  stock,  and 

what  is  the  percentage  increase  in  such  Internal  generation  during  the 

past  5  years? 
No  statistics  are  available  as  to  the  Issuance  or  sale  of  Treasury-held  stock 
by  corporations.    Data  compiled  by  the  Securities  and  Exchange  Commission  on 
security  issues  do  not  distinguish  sales  of  Treasury  stock  from  other  issued.    We 
have  no  information  that  would  enable  us  to  answer  this  question. 

I  am  sorry  that  we  cannot  give  you  more  definite  replies  to  these  specific  ques- 
tions. If  there  is  any  further  information  tbat  we  can  supply  you,  we  shall  be 
glad  to  endeavor  to  do  so. 

Sincerely  yours, 

William  McC.  Martin,  Jr. 

The  Chairman,  If  there  are  no  further  questions  at  this  time,  the 
committee  will  now  adjourn,  to  meet  tomorrow  morning  at  10  o'clock. 

Again,  thank  you  for  being  present,  Mr.  Martin. 

Mr,  Martin.  Thank  you,  Mr.  Chairman. 

The  Chairman.  The  committee  will  adjourn. 

(Whereupon,  at  12 :  03  p.  m.,  the  committee  adjourned,  to  reconvene 
at  10  a.  m.,  Wednesday,  July  17, 1957.) 
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WEDNESDAY,   JULY   17,   1957 

House  of  Representatives, 
Committee  on  Bankino  and  Currency, 

Washington,  D.  C. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence,  chairman, 
presiding. 

Present:  Chairman  Spence  (presiding),  Messrs.  Brown,  Patman, 
Multer,  Addonizio,  Mrs.  Sullivan,  Mrs.  Griffiths,  Messrs.  Ashley, 
Vanik,  Coad,  Breeding,  Talle,  Kilburn,  McDonough,  Betts,  Mumma, 
McVey,  Seeley-Brown,  Siler,  Henderson,  and  Chamberlain. 

FURTHER  STATEMENT  OF  CHAIRMAN  WILLIAM  MeC.  MARTIN,  ON 
BEHALF  OF  THE  BOARD  OF  GOVERNORS  OF  THE  FEDERAL 
RESERVE  SYSTEM,  ACCOMPANIED  BY  WOODLLEF  THOMAS, 
ECONOMIC  ADVISER;  AND  D.  B.  HEXTER,  ASSISTANT  GENERAL 
COUNSEL 

The  Chairman.  The  comniitt.ee  will  be  in  order  and  we  will  resume 
the  hearings. 

Mr.  Martin,  could  you  insert  in  the  record  a  list  of  the  banks  that 
charge  for  exchange,  and  where  they  are  located,  and  whether  there 
are  any  States  which  have  provided  by  law  for  par  clearance. 

Mr.  Martin.  We  will  get  you  up  a  memorandum  covering  every- 
thing we  have  on  the  subject,  Mr.  Chairman. 

The  Chairman.  I  think  that  might  interest  the  committee.  Thank 
you. 

Mr.  Martin.  You  don't  want  a  list  by  name,  do  you,  Mr.  Chairman  ! 

The  Chairman.  No;  just  the  number,  where  they  are  located,  and 
whether  or  not  State  banks,  by  State  law,  are  prohibited  from 
charging  exchange. 

Mr.  Martin.  We  will  be  glad  to  do  it,  Mr.  Chairman. 

(The  material  requested  above  follows:) 

Statu  Laws  RxquflttNo  Pah  Clearance  of  Cbtcks 

A  question  lias  been  raised  aa  to  the  number  of  States  tbat  have  lawa  requiring 
that  banks  clear  checks  at  par. 

The  Board  does  not  maintain  a  current  compilation  of  laws  on  this  subject 
and,  accordingly,  It  could  not  be  certain  as  to  the  laws  of  all  48  States  without 
undertaking  more  research  than,  It  Is  assumed,  was  contemplated  by  the  question. 
It  Is  understood,  however,  tbat  at  least  the  States  of  Iowa,  Nebraska,  and  Wis- 
consin have  such  statutes. 
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The  Chairman.  The  Cliair  is  willing  to  recognize  a  member  if  ha 
desires  to  interrogate  the  witness. 

Mr.  Mt-lter.  Mr.  Chairman,  if  no  one  else  is  ready,  I  am  ready  to 
go  on. 

The  Chairman:.  Mr.  Multer.  I  hope  we  may  be  able  to  get  through 
with  Mr.  Martin  today. 

Mrs.  St'LLivAx.  Mr.  Chairman. 

Mr.  MfLTKR.  I  yield  to  Mrs.  Sullivan. 

The  Chairman.  Mrs.  Sullivan. 

Mrs.  Sn-LivAX.  Mr.  Chairman,  I  have  just  one  short  question  I 
would  like  to  ask  Mr.  Martin. 

The  Chairman.  You  are  recognized. 

Mrs.  Sullivan.  I  received  a  letter  from  the  Missouri  Banks  Asso- 
ciation at  St.  Louis,  expressing  their  concern  regarding  several  sec- 
tions of  the  pending  bill,  and  I  would  like  you  to  comment  on. the 
language  contained  in  the  bill  on  page  99,  Mr.  Martin,  title  II  24  (ti). 
which  relates  to  all  banks  members  of  the  Federal  Reserve  System* 

1  will  read  this  section  to  von.    It  is  very  short. 

Mr.  Martin.  All  right. 

Mrs.  Sri.uvAN   (reading) : 

In  any  case  in  which  the  Board  determines  it  necessary,  either  because  of 
inadequacy  of  examination  or  (or  any  other  reason  h rising  in  the  course  of 
KiiiH'rvisinn  of  any  State  chartered  member  bank,  the  Board  may  require  at 
such  times  us  it  deems  necessary.  Hint  such  member  bank  have  an  audit  by  an 
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Independent  Individual  or  firm  approved  by  the  Board.     The  expense  of  any 
Such  audit  shall  be  borne  by  the  bank  so  audited. 

May  I  have  your  comments  on  that  particular  section,  Mr.  Martini 

Mr.  Martin.  Well  the  idea  of  that,  Mrs.  Sullivan,  was  that  it  would 
preserve  our  right  in  the  case  of  a  situation  that  we  thought  was  dif- 
ficult, to  do  whatever  was  necessary,  but  at  the  same  time  we  would 
save  expense,  current  expense,  to  the  individual  banks,  and  would  not 
be  required  to  have  the  number  of  reports  that  might  otherwise  be 
exacted  from  the  banks. 

Mrs.  Sullivan.  You  say  it  would  save  expense  of  the  banks? 

Mr.  Martin.  Well,  the  expense,  if  we  deemed  it  necessary,  would  of 
course  be  borne  by  the  bank, Taut  if  we  just  made  it  a  blanket  operation 
without  any  exceptions,  then  it  would  be  a  continuing  expense. 

There  are  some  cases  where  we  don't  think  there  is  a  need  for  it. 

Mrs.  Sullivan.  Well,  if  it  bad  to  be  done  by  the  bank,  then  that 
expense  would  have  to  be  passed  on  in  some  way,  would  it  not,  to  the 
depositors  ? 

Mr.  Martin.  Just  like  any  other  expense  that  the  bank  bears,  yes. 

Mrs.  Sullivan.  Well,  that  is  one  of  the  things  that  they  were  object- 
ing to,  and  I  wanted  your  comment  on  that, 

Mr.  Chairman? 

The  Chairman.  Mrs.  Sullivan. 

Mrs.  Sullivan.  With  your  permission,  I  would  like  to  submit  for 
the  record,  the  letter  sent  to  me  by  the  Missouri  Bankers  Association. 

The  Chairman.  That  may  be  incorporated  in  the  record. 

{The  letter  referred  to  follows:) 

Missouri  Bankers  Association, 

Columbia-,  July  It,  1831, 
He  the  Financial  Institutions  Act  of  1957. 
Hod.  Lsonob  K.  Sullivan, 

Congrettwoman  from  Missouri, 

Souse  of  Representatives,  Washington,  D.  O. 

Diias  Mna.  Sullivan  :  According  to  recent  advice,  we  understand  that  the 
captioned  act,  being  S.  1451,  has  been  docketed  by  the  Bouse  Banking  and  Cur- 
rency Committee  for  hearings  later  this  month. 

We  wish  hereby  to  record  onr  opposition  to  3  sections  of  the  bill,  being  the  3 
sections  which  came  into  the  bill  by  way  of  a  Senate  floor  amendment  which 
was  offered  by  Senator  Payne  (see  Congressional  Record  of  March  19,  1957, 
at  p.  3495).    The  sections  to  which  we  refer  are  as  follows : 

1.  See  page  44  of  the  bill,  title  I,  48  (c),  which  relates  solely  to  national 

H.  See  page  90  of  the  bill,  title  II,  24  (c),  which  relates  to  all  banks  which 
are  members  of  the  Federal  Reserve  System ;  and 

3.  See  page  154  of  the  bill,  title  III,  8  (b),  which  relates  to  all  banks  the 
deposits  of  which  are  Insured  by  the  Federal  Deposit  Insurance  Corporation. 
These  3  sections  provide  in  substance  that  the  particular  Federal  supervisory 
agency — that  is,  the  Comptroller  of  the  Currency  with  respect  to  national  banks, 
the  Board  of  Governors  of  the  Federal  Reserve  System  with  respect  to  banks 
which  are  members  of  the  Federal  Beserve  System,  and  the  Board  of  Directors 
of  the  Federal  Deposit  Insurance  Corporation  with  respect  to  banks  the  de- 
posits of  which  are  insured  by  FDIC — may  in  any  case  they  "deem  necessary" 
require  that  the  particular  bank  involved,  at  its  expense,  "have  an  audit  by  an 
Independent  individual  or  Arm"  of  accountants. 
We  object  to  these  3  sections  for  the  following,  among  other,  reasons : 

(a)  Each  of  the  3  Federal  supervisory  agencies  under  present  effective 
law  has  ample  power  to  ascertain  the  true  condition  of  any  bank  under  their 
supervision  by  means  of  the  agencies'  own  examiners  taking  appropriate  ac- 
tion ;  thus  there  is  no  need  to  impose  upon  the  stockholders  and  depositors  of 
the  bank  the  additional  expense  of  accountants'  fees  (each  bank  pays  for 
the  examination  made  by  the  supervisory  agency  in  the  first  instance)  ;  to 
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say  the  least  If  the  reason  behind  the  determination  that  an  o 
needed  is  because  of  the  "inadequancles  of  the  examination"  made  by  th* 
supervisory  agency,  then  the  cost  of  the  audit  should  not  be  on  the  hank 
but  rather  should  be  paid  by  the  supervisory  agency  concerned ; 

(b)  The  language  of  the  3  sections  gives  the  supervisory  authorities  the 
power  to  require  an  outside  audit  where  they  deem  the  audit  "necessary  *  *  * 
because  of  the  inadequacy  of  examination" ;  thna  Impliedly  the  proponed  law 
contemplates  that  the  supervisory  authorities  may  conduct  bank  emnfaa- 
Uons  which  they,  the  supervisory  authorities,  deem  Inadequate,  and  we 
think  that  such  implication  Is  detrimental  to  the  public  Interest  in  that  it 
adversely  (and  we  think,  eroneousty)  reflects  upon  the  ability  of  the  anper- 
visory  agencies  to  provide  the  protection  for  stockholders  and  depositors, 
which  protection  Is  the  primary  reason  for  the  existence  of  the  power  of  "ex- 
amination" In  the  historical  meaning  of  the  term  as  applied  to  bank  super 
vision ;  and 

(o)  The  language  of  the  3  sections  gives  the  supervisory  authorities  the 
power  to  require  an  outside  audit  In  effect  for  any  reason ;  we  feel  that  Qua 
is  much  too  broad  authority  to  lodge  with  the  supervisory  authority  In  the 
absence  of  the  statute  giving  the  bank  a  right  to  be  heard  on  the  qnesHoo. 
Thus  if  the  power  is  to  be  granted,  its  exercise  should  be  subject  to  statutory 
safeguards  in  order  to  prevent  an  abuse  of  the  power. 
As  It  appears  thnt  It  will  be  impossible  for  representatives  of  the  Missouri 
Bankers  Association  to  attend  the  hearings  on  the  Financial  Institutions  Act  of 
1957,  I  am  authorized  to  request  thnt  you  cause  this  letter  to  be  placed  In  the 
record  of  the  hearing  on  this  bill,  and  It  will  be  greatly  appreciated  if  yea  will 
accede  to  this  request. 
Very  truly  yours, 

Missouri  Bankers  ABBoau/nrofl, 
By  Cabkoll  F.  Burton,  Pretidtml. 

Mrs.  Sullivan.  That  is  all  I  have,  Mr.  Martin. 

Mr.  Multer.  Now,  Mr.  Chairman,  if  I  may. 

The  Chairman.  Mr.  Multer. 

Mr.  Multer.  Mr.  Martin,  what  regulation  is  there,  if  any,  on  solici- 
tation of  proxies  by  banks  that  are  members  of  the  Federal  Reserve 
System  and  by  national  banks? 

Mr.  Martin.  I  don't  know  any  specific  regulations.  Mr.  Hester 
might  know. 

Mr.  Hester.  Are  you  referring,  Mr.  Multer,  to  solicitation  of  prox- 
ies for  meetings  of  shareholders? 

Mr.  Mtjlter.  Yes,  sir. 

Mr.  Hexter.  There  is  no  specific  statute  or  regulation  under  the 
Federal  supervision  of  banks.  There  may  be  in  some  of  the  States, 
relating  to  State  member  banks. 

Mr.  Multer.  Is  it  not  a  fact  that  stock  and  shares  of  national  banks 
and  of  banks  that  are  members  of  the  Federal  Reserve  System  are 
traded  in  quite  extensively? 

Mr.  Martin.  Yes,  sir;  they  are  traded  in.  If  they  are  listed  on  a 
stock  exchange,  of  course,  they  would  be  subject  to  whatever  rules  and 
regulations  the  stock  exchange  might  have.  Most  bank  stocks  are 
traded  over  the  counter  now. 

Mr.  Multer.  They  are  therefore  not  subject  to  either — I  shouldn't 
say  "therefore" — but  they  are  not  subject  to  the  regulation  of  the 
Securities  and  Exchange  Commission. 

Mr,  Martin.  That  I  don't  know  offhand.     Are  they,  Mr.  Hexter! 

Mr.  Hexter.  I  believe  the  Securities  and  Exchange  Commission 
regulations  relating  to  proxies  relate  only  to  securities  registered  on  a 
national  securities  exchange,  and  relatively  few  banks  are  in  that 
situation. 
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Mr.  Multer.  Practically  all  the  trading  that  is  done  publicly  is  done 
over  the  counter,  in  bank  stocks,  is  that  not  so  9 

Mr.  Martin.  That  is  correct. 

Mr.  Multer.  So  the  fact  is  that  today  there  is  no  regulation  over  the 
solicitation  of  proxies  of  stock  from  shareholders  in  national  banks  or 
banks  that  are  members  of  the  Federal  Reserve  System? 

Mr.  Martin.  I  don't  know.    I  think  that  is  probably  true. 

Mr.  Mtjlter.  As  a  matter  of  policy,  Mr.  Martin,  don't  you  think 
there  should  be  some  regulation  of  such  solicitation  of  proxies  ? 

Mr.  Mahtin.  Well,  the  banks,  you  see,  have  special  regulatory  agen- 
cies, Mr.  Multer,  the  Comptroller,  the  FDIC,  and  the  Board ;  we  are 
all  in  pretty  close  touch  with  the  situation  of  each  of  these  banks,  and 
if  there  were  abuses  in  solicitation  of  proxies  that  were  brought  to  our 
attention,  it  would  seem  to  me  that  we  could  exert  considerable  in- 
fluence on  that,  and  I  question  very  much,  without  having  thought 
about  it  very  much,  the  necessity  for  any  specific  regulation  governing 
the  solicitation  of  proxies  of  banks. 

Mr.  Momma.  Mr.  Multer,  isn't  that  the  only  way  a  bank  has  of  let- 
ting their  stockholders  know  when  there  is  going  to  be  an  annual  meet- 
ing! They  submit  with  the  notice  a  proxy.  You  don't  need  to  sign 
it    Some  of  them  have  names. 

Mr.  Multer.  There  is  absolutely  nothing  in  practice  or  law  that 
requires  them  to  solicit  a  proxy  in  order  to  give  notice  of  a  meeting  of 
any  kind  whatsoever. 

That  is  a  practice  that  has  grown  up  in  more  recent  years  in  order 
to  permit  management  to  retain  control. 

Mr.  Momma.  It  has  been  going  on  ever  since  I  have  been  of  age. 

Mr.  Martin.  Could  I  have  Mr.  Hexter  comment  on  this  alsof 

Mr.  Multer.  Certainly. 

Mr.  Hexter.  On  occasion  the  supervisory  authorities,  Mr.  Multer, 
have  adversely  commented  with  respect  to  a  proposed  proxy  solicita- 
tion by  banks ;  the  Comptroller  of  the  Currency  has  done  that  on 
occasion. 

Apparently  it  has  rarely  been  considered  necessary  to  criticize  a 
solicitation  as  in  any  way  improper. 

Mr.  Multer.  Don't  you  think  that  one  reason  why  you  get  so  few 
complaints  about  the  solicitation  of  proxies  is  because  there  is  no 
Federal  agency  that  has  jurisdiction  over  the  matter? 

Any  jurisdiction  that  any  agency,  whether  the  Federal  Reserve 
System,  or  the  FDIC,  or  the  Comptroller  of  the  Currency,  may  as- 
sume in  the  matter  is  purely  voluntary ;  is  it  not  1 

Mr.  Martin.  I  wouldn't  say  that.  I  think  each  of  these  agencies 
has  a  very  definite  responsibility  for  the  way  these  banks  conduct 
themselves,  and  I  would  think  as  few  regulations  as  possible  would 
be  desirable,  and  I  know  of  no  abuses  in  proxy  solicitation  at  the 
moment  that  have  come  to  our  attention. 

Mr.  Kilburn.  Would  you  yield? 

Mr.  Multer.  I  yield. 

Mr.  Kllburn.  lam  not  dead  sure  about  this,  but  my  understanding 
is  that  the  banking  law  covers  that. 

Mr.  Martin.  The  State  law,  you  mean. 

Mr.  Kilburn.  Yes,  sir. 

Mr.  Martin.  In  some  instances  I  think  that  is  true. 
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Mr.  Hester.  This  doesn't  go  to  the  point  you  are  raising,  Mr.  Mul~ 
tor,  but  to  complete  the  record,  the  National  Bank  Act,  section  3144 
of  the  Revised  Statutes,  provides  with  respect  to  national  banks, 
that>- 


indicating  that  the  Congress  has  adverted  to  this  matter. 

There  is  no  similar  provision  with  respect  to  member  State  banks. 

Mr.  Multer.  That  is  right.  Now  that  language  is  carried  over  into 
this  codification  of  the  law;  is  it  not?  There  is  no  change  in  that 
section. 

Mr.  Hexter.  I  believe  that  is  right,  but  I  am  not  too  well  ac- 
quainted with  that  part  of  the  bill. 

Mr.  Multer.  Well,  if  I  am  wrong,  you  can  correct  me  at  a  later 
time.   I  think  I  am  right. 

Now  the  next  question  is  why  shouldn't  the  solicitation  of  proxies 
for  member  banks  and  for  national  banks  be  subject  to  the  same  re- 
quirements as  prevail  with  reference  to  business  corporations?  I  am 
talking  now  about  business  corporations  whose  stock  is  dealt  in  pub- 
licly, over  the  counter  or  on  any  of  the  national  exchanges. 

Mr.  Martin.  The  only  comment  I  could  make  on  that  is  that  the 
banks  have  the  three  supervising  agencies  following  them  all  the  time. 

Mr.  Multer.  But  they  don't  follow  proxy  situations. 

Mr.  Martin.  That  isn't  so.  We  follow  proxy  situations,  I  am  talk- 
ing about  the  Federal  Reserve  Board  now. 

Mr.  Multer.  To  what  extent? 

Mr.  Martin.  Quite  regularly. 

Mr.  Multer.  Tell  me  just  what  you  do. 

Mr.  Martin.  Our  examiners  cover  it. 

Mr,  Multer.  Just  what  do  the  examiners  do  ?  What  do  they  look 
for.  What  do  they  do? 

Mr.  Martin.  Well,  they  determine  whether  it  is  in  order,  whether 
the  solicitation  has  been  proper;  they  give  us  a  report  on  it  which  is 
contained  in  the  examination  report.  As  to  State  member  banks  it 
is  usually  a  matter  of  State  law. 

I  don't  know  that  they  do  anything  specifically  in  the  way  of — 
I  don't  know  what  more  they  should  do.  After  all,  a  lot  of  these 
banks  are  small  banks  that  don't  have  too  many  shareholders. 

Mr.  Multer.  That  stock  is  not  traded  in  over  the  counter  or  any 
national  exchange.  I  am  not  directing  myself  to  the  small  bank  or 
the  family  owned  bank.  I  am  directing  myself  to  the  bank  whose 
stock  is  traded  in  regularly,  over  the  counter  or  on  one  of  the  ex- 
changes, and  there  are  many,  many  such  banks,  aren't  there  ? 

Mr.  Martin.  Well,  there  are  many  small  banks  that  are  traded 
over  the  counter.  By  over  the  counter,  I  mean  whenever  anybody 
makes  a  trade  in  the  stock ;  it  is  being  traded  in. 

Mr.  Kilburn.  Would  the  gentleman  yield? 

Mr.  Multer.  I  yield. 

Mr.  Kilburn.  Isn't  it  true  that  the  Federal  Reserve  examiners — I 
know  in  our  bank  they  do — go  through  our  minutes  with  a  fine-tooth 
comb,  to  see  that  everything  has  been  handled  exactly  according  to  the 
banking  law;  that  our  notices  have  gone  out  on  time  and  properly, 
and  that  we  have  fulfilled  all  the  provisions  of  the  law  ? 
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«■'     vr   .--  .■    t  »«v  mm*  wrfts.-^  to.  Air.  Kiibiirn. 

u  -    w-  ,  -,,     .\„il  (|n  th*v  ftvA,— '-f  the  .etrers  of  solicitation  of  the 

vi-   u,r.r,v    'pinyrloif thfj-"j»T»;inT  luesnon  about  it. 

vi-    \i-  i  »■   Ttnit.  i«  in*  ^*  ?l,mt  £  nua&    There  is  nothing  in 

.  : ..,.,„  ,',ltf  tjlNn  w>  .in  t.  ind  rhev  ion-  io  it  anlesa  somebody 

■.  ,  ".-'•..„„|  it  n^rt»l^s-■"T'-le^,  *  rnw«>i*  j«a." 

ty:.t   ;'■  'Miln'i  iUry  «s«ni»*  -t  :ne  ^anie  u  rhey  axamme  everything 

\|.   >v..»r«\    tt'ill (LtagKiTl«nan. ^.eia : 

ii.    \l,tim    1  tw.  sir.         ...  . 

.  ,       ,,N     ||,(.  Itfrer  T  souc::iu-.ou  ~  -"irnt  in  rue  minutes. 
m'-mws   I'll*  l<*tr«'r  '^  ■**' i--"  tar.ou   toes  nor  have  to  be  in  the 
1  .i  1  ninel  f>f  (lw  ::nle    r    S   1'"    1L  ™  :nllmtes- 

...■;■;■■  ■N^i'*"'(tW'  ihi*  nonce  >r  "he  iwru:.'  s  lot  in  :iie  sollciation,  I 
V  '  ■l.iV  #Mil-  ''  r^*  Da,"i  *iia  ,lir  "he  solicitation  as  part  of 
...  .»  ^""J£^  |11ivtjnc,  riirn  t  s  -hi'jT.  "Jut  want  they  ilo  in  most 
'  V  )e  in  iwul  *  »parUi?  "etter  of  soiiciation  oJ  the  proxies. 
;..«.«■  .\*  .,art  of  riw  minutes. 
''V  k.V»i»*-  Allrjrot. 

,.  -t,<  n  *Nvki»w-ier  't  i  -ia:i.i  wd  you  .vane  ru  solicit  proxies, 
'    * .  «■  i>f  solicitation  isn't  in  -he  minutes  either. 
•■.■■;■  l,'V|,|irK.  That  is  piwiseiy  rhe  rtoinr  [  am  coming  to.     There 
*'    .  tilnl-ion  now  as  to  a  stockholder  who  is  not  :in  officer  or  director 
^^,  J;,  soliciting  proxies. 

im«  jjffi!  I  think  yon  are  ritfht.  Ilr.  Halter. 

i  irt'vi'  ft  question  ;Lf  r''  w'hether  rhere  should  be.     I  think  it  is  a 
lion  n"W  "f  j'ldgmenr  as  -o  desiricf.iry  or  'indesirnbiliry  of  it,  but 
"V"*  "n„  f  favor  as  tew  rein '.anions  and  as  tew  riles  as  it  is  necessary 
W,'™Sirot«tr!»publio,mMr»t. 
il    MtrtTEB.  Mr.  Martm.  I  r:::n.£  ger.eriu.y  speaking  you  are  right, 
iliere  are  cenan:  phases  of  actinry  in  riiis  economy  of  ours  that 
'*"'  ire  regulation,  and  I  think  proxy  solicitation  is  one  of  them. 
i,Sll      jf  i  am  :i  stockholder  of  Lreneral  Motors,  and  not  a  member  of 
uffenie"1*  »"r  a  director  or  officer,  and  I  want  to  solicit  proxies 
"""tlieir  annual  meeting  or  for  any  other  meeting,  whether  in  order 
(,,r     j„  and  tight  management  or  otherwise:  I  must  comply  with  the 
'J'fci  j^milation*  as  to  solicitation  of  proxies,  and  the  SEC  has  a  right 
**  review  that  matter,  and  if  any  proxy  solicitation  is  improper  io 
**'     ^gv,  they  have  a  right  to  call  me  to  the  task  and  require  that 
I    ■olioitatu'ii  Ih^  withdrawn  or  I  forfeit  the  right  to  use  the  proxies. 
That  js,  generally  speaking,  correct,  is  it  not  i 
\fr,  Maktin.  I  believe  that  is  correct. 

ftj  Mlpt,rt'J«-  Now  there  we  are  dealing  with  a  business  corporation. 
t  don""'  l,!lIV  'low  '*'*!  !l  ^;int  'r  's  or  k°w  small  a  giant  it  is,  it  comes 
thi'i  ll"**  regulations.    Every  person  who  seeks  a  proxy  must  come 
lliiii  I  ',,lr!*'  tvgulat  ions  and  comply  with  them. 
"ltal  ''  '  MIU  ll  ^';in^  stockliolder  and  not  part  of  management,  yon 
have  nil  control  over  mv  actions  at  all.    Neither  the  Federal  Reserve 
lU-trd   'i*"'  'he  comptroller,  nor  the  FDIC  has  anv  control  over  it. 
1  vm  t  i"'I  rijKlit  * 
\\v.  Maki'in.  Well,  I  think  we  have  some  control. 
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Mt.Multee.  What  control  do  yon  hare  over  it? 

Mr.  Martin.  Well,  we  have  our  general  supervisory  authority. 

Mr.  Multeb.  What  can  you  do  about  it  ?  I  am  only  a  stockholder. 
I  am  not  a  member  of  management,  nor  a  director  or  officer,  nor 
employee.  I  am  going  to  go  out  and  solicit  proxies  to  upset  manage- 
ment at  the  next  meeting.  What  can  you  do  about  my  solicitation? 
What  supervisory  power  does  any  agency  of  Government  have  over 
that  solicitation  by  me? 

Mr.  Martin.  Well,  we  have  our  general  supervisory  authority,  and 
I  think  that,  if  we  felt  that  the  public  interest  was  being  injured, 
I  think  we  could  not  only  bring  moral  suasion  to  bear  on  the  situation 
but  if  we  felt  legislation  was  needed,  we  would  be  up  promptly 
asking  for  it. 

Mr,  Mxrurea.  Should  we  wait  for  some  scandal  to  occur  or  some 
situation  to  occur  where  good  management  is  turned  out  by  an  un- 
scrupulous stock  operator  before  we  take  care  of  the  situation? 
Shouldn't  we  take  care  of  it  now  in  this  recodification  ?  Shouldn't 
we  put  something  into  this  bill  which  will  give  you  and  the  other 
supervisory  authorities  the  right  to  supervise  and  regulate  proxy 
solicitation  by  stockholders  who  are  not  part  of  management? 

Mr.  Martin.  Well,  I  haven't  studied  this.  It  never  occurred  to 
me,  Mr.  Mutter.  But  the  point  I  am  raising  is  that  I  don't  think  the 
danger  requires  the  cure  that  you  are  suggesting.  The  danger  may 
be  there,  but  I  don't  see  it. 

If  it  is  as  acute  as  you  suggest,  perhaps  there  should  be  some  specific 
regulation,  but  I  question  that,  and  I  think  generally — and  you  seem 
to  agree  with  me—that  we  should  have  as  few  regulations  as  necessary 
to  protect  the  public  interest.    We  already  have  a  good  many. 

Our  examiners  cover  these  banks,  as  Mr.  Kilburn  has  pointed  out, 
with  a  fine-tooth  comb,  and  I  go  through  these  reports  from  time  to 
time.  They  make  a  great  many  comments,  and  we  are  making  a  full- 
time  job  of  it.  It  is  one  of  our  primary  responsibilities.  And  our 
Board,  for  example,  meets  every  day  of  the  week  except  when  I  am 
up  here  testifying  in  the  Congress.  And  we  can  bring  to  attention 
any  of  these  matters  that  come  up. 

This  is  a  working  board.  It  is  not  like  a  board  of  a  corporation 
that  meets  periodically. 

Mr.  Muiter.  This  matter  that  I  am  presenting  to  you  here  today  on 
proxy  solicitation,  it  is  the  first  time  you  have  given  any  thought  to 
the  matter? 

Mr.  Martin.  I  wont  say  it  is  the  first  time  I  have  given  any  thought 
to  it,  but  it  has  never  entered  my  head  that  there  was  ever  any  ne- 
cessity, on  the  basis  of  what  I  have  seen  during  the  time  I  have  been 
with  the  Federal  Reserve  Board,  for  specific  rules  and  regulations  on 
solicitation  of  proxies  by  banks. 

The  Chairman.  Isn't  it  customary,  when  a  stockholder  of  a  bank 
is  notified  of  a  stockholders'  meeting,  that  a  proxy  is  enclosed? 

Mr.  Martin.  Yes,  sir ;  that  is  correct. 

The  Chairman.  Well,  there  is  nothing  improper  about  that. 

Mr.  Martin.  There  have  been  no  abuses  that  have  come  to  my 
attention  on  this. 

The  Chairman.  But  there  is  no  letter  urging  the  stockholder  to 
sign — there  is  nothing  improper  in  the  letter  that  goes  out? 
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Mr.  Martin.  No;  I  don't  think  ao.  A  bank,  under  the  language, 
could  have  cumulative  voting  if  they  wanted  to. 

Mr.  Multer.  Can  you  see  many  of  the  banks  of  the  country,  where 
51  percent  of  the  stock  is  owned  by  or  controlled  by  management, 
voluntarily  permitting  the  other  49  percent  to  have  representation? 

Mr.  Martin.  I  know  of  one  bank  where  they  would. 

Mr.  Multer.  Do  you  know  of  any  others  besides  the  one? 

Mr.  Martin.  No  ;  I  have  made  no  survey  of  it. 

Mr.  Multer.  I  go  further  than  that.  I  can  name  more  than  1, 
probably  3,  who  take  the  position  that  they  would  continue  to  do  it, 
but  they  also  say,  "We  don't  want  the  pressure  put  on  us  so  that  we 
have  to  do  it  voluntarily.  We  would  much  prefer  that  it  be  manda- 
tory as  it  is  in  the  statute  now." 

I  think  it  is  asking  too  much  of  anybody  in  control  of  a  big  insti- 
tution, who  has  51  percent  of  the  stock,  to  say,  "You  who  have  the 
other  49  percent,  you  may  come  into  my  management  anyway." 

The  Chairman.  Will  the  gentleman  yield  to  the  chairman} 

Mt.Multer.  lyieldtothechairman. 

The  Chairman.  The  effect  of  the  act  was  to  make  it  optional,  and 
to  prophesy  what  is  going  to  happen  is  merely  prophesying  what 
future  action  will  be  taken  by  various  banks. 

Mr.  Multer.  Well,  let's  see  if  that  is  so. 

The  Chairman.  There  is  nothing  to  prevent  a  bank  from  continu- 
ing to  have  cumulative  voting  if  they  desire  to  do  so. 

Mr.  Multer.  Let's  see  if  that  is  so. 

If  this  bill  is  enacted  in  the  present  language,  then  cumulative 
voting  is  banned  until  the  articles  of  incorporation  or  the  charter  of 
the  bank  provide  for  cumulative  voting. 

Isn't  that  the  effect  of  it,  Mr.  Martini 

Mr.  Martin.  I  don't  know  how  it  would  work,  exactly. 

I  will  ask  Mr.  Hester  to  comment  on  that. 

Mr.  Hester.  I  will  read  the  provision  of  the  new  bill  on  that. 
It  is  section  26  (c)  of  title  I : 

In  all  elections  of  directors,  each  shareholder  shall  have  the  right  to  vote  the 
number  of  shares  owned  by  him  for  as  many  persons  as  there  are  directors  to 
be  elected,  or,  If  the  articles  of  association  so  provide,  to  cumulate  such  shares 
and  give  one  candidate  as  many  votes  as  the  number  of  directors  multiplied  by 
the  Dumber  of  his  shares  shall  equal,  or  to  distiibnte  them  on  the  same  principle 
among  as  many  candidates  as  he  shall  think  fit. 

Mr.  Multer.  That  is  precisely  the  point  I  make,  and  the  language 
bears  it  out.  Unless  the  articles  of  association  so  provide,  there  can 
be  no  cumulative  voting.     A">  I  right  ? 

Mr.  Hxxtejl  That  is  right 

Mr.  Multer.  So  that  the  day  this  act  becomes  effective,  cumulative 
voting  will  be  banned  in  every  national  bank,  unless  and  until  they 
amend  their  articles  of  association  so  as  to  require  it. 

Isn't  that  so? 

Mr.  Martin.  That  is  the  only  way  the  law  could  be  drawn,  be- 
cause it  is  now  on  the  books,  you  see,  but  it  is  still  optional. 

Mr.  Multer.  Let's  see  if  that  is  the  only  way  it  could  be  drawn. 

Mr.  Masttn.  I  don't  say  the  "only  way,"  but,  in  order  to  make  it 
optional,  you  have  got  to  place  the  language  in  terms  of  the  fact  that 
it  is  now  mandatory,  and  it  becomes  permissive  under  this  statute. 


,yGoogIe 


104  TTNANXJIAti   INSTITUTIONS   ACT   OP    1987 

Now,  let  me  pass  on  to  another  topic,  Mr.  Martin. 

Incidentally,  in  connection  with  proxy  solicitation  by  banks,  there 
have  been  any  number  of  bills  introduced  over  the  last  4  or  5  years  for 
regulation  of  solicitation  of  proxies.  I  am  rather  surprised  that 
your  Board  has  not  considered  those  bills  and  has  not  made  some  rec- 
ommendation with  reference  to  them,  either  affirmatively  or  nega- 
tively. 

Mr.  Martin.  I  will  take  a  look  at  them,  Mr.  Multer. 

Mr.  Multer.  What,  if  anything,  Mr.  Martin,  is  recommended  in 
this  bill  with  reference  to  reserve  requirements? 

Mr.  Martin.  Mr.  Multer,  we  have  had  that  one  up,  as  I  have  indi- 
cated to  this  committee;  a  number  of  times. 

Mr.  Multer.  Here  is  my  file  of  correspondence  with  the  Federal 
Reserve  bank  over  the  years. 

Mr.  Martin.  Well,  I  have  larger  files. 

Mr.  Multe*.  I  know  you  have. 

Mr.  Martin.  I  can  assure  you,  with  others. 

I  will  ask  Mr.  Thomas  to  comment  on  that,  because  we  are  working 
right  now  on  a  reply  to  you,  as  a  matter  of  fact,  in  connection  witS 
the  proposal  you  have  made.  We  have  not  yet  reached  a  satisfactory 
reserve  requirement  plan  that  the  Board  is  willing  to  present  to  the 
Congress,  but  we  have  really  slaved  on  this  problem. 

I  would  like  Mr.  Thomas,  if  he  will,  to  review  this  for  you  very 
briefly. 

Mr.  Multer.  Before  you  touch  on  that,  am  I  right  that  this  pro- 
posed bill  makes  no  change  in  the  statute  as  to  reserve  requirements! 

Mr.  Martin.  That  is  correct. 

Mr.  Multer.  Now,  I  would  like  to  direct  ourselves  as  to  why  we 
shouldn't  put  something  into  this  bill  as  to  that,  and  there  I  think 
Mr.  Thomas  can  be  helpful. 

Mr.  Thomas.  Well,  I  suppose  the  answer  to  your  question  as  to  why 
there  should  not  be  something  in  this  bill  is  that  it  is  considered  a  more 
substantive  matter  and  requires  much  more  careful  study  of  the  sub- 
stance, and  the  results  than  you  would  want  to  consider  in  a  bill 
designed  for  the  purpose  for  which  this  hill  is  designed. 

The  matter  of  reserve  requirements  is  a  subject  that  is  important 
to  the  operation  of  the  monetary  policy  of  the  System,  because  it  is 
through  the  control  over  the  supply  of  reserves,  and  the  control  over 
the  amount  of  reserves  that  banks  are  required  to  hold,  that  the  Fed- 
eral Reserve  can  exercise  its  influence  over  the  money  supply  and  the 
volume  of  credit. 

The  matter  of  the  particular  requirements  that  individual  banks 
have  to  carry,  the  percentages,  the  classification  of  banks,  and  so 
forth,  is  another  question.  That  is  a  question  of  the  equitable  dis- 
tribution of  the  volume  of  reserve  requirements  as  among  different 
banks.  That  is  related  to,  hut  somewhat  different  from,  the  question 
of  the  total  volume  of  reserves,  or  the  total  volume  of  reserve  require- 
ments. 

The  latter  is  the  primary  concern  from  the  standpoint  of  monetary  . 
policy.     From  that  standpoint,  the  Federal  Reserve  has,  you  may 
say,  adequate  powers.    It  has  enough  ability  to  expand  the  supply  of 
reserves,  and  with  $23  billion  of  Government  securities,  it  has  a  con- 
siderable amount  of  ability  to  contract  the  supply  of  reserves.    It 
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ment.  So  that  from  that  day  on,  the  51  percent  of  the  control  of  the 
bank  stock  could  deny  the  other  49  percent  as  much  as  a  single  direc- 
tor on  the  bank.  I  think  you  and  I  agree  that  that  would  not  be 
good  for  banking? 

Mr.  Martin.  That  is  correct. 

Mr.KiLBDHN.  Will  you  yield? 

Mr.  Multek.  Yes,  sir. 

Mr.  Kilburn.  Do  you  and  I  agree  from  a  practical  standpoint,  re- 

fardless  of  law,  that  cumulative  voting  would  never  affect  a  great 
igbank? 

Mr.  Multer.  I  do  not  agree. 

Mr.  Kilburn.  I  do. 

Mr.  Multer.  The  only  reason  the  National  City  Bank  had  cumu- 
lative voting  was  because  of  the  mandatory  provision.  And  they 
would  like  to  have  it  eliminated  today.  It  does  affect  them.  There 
are  people  on  that  board  who  are  doing  a  good  job,  on  the  National 
City  Bank,  whom  they  wouldn't  want  on  there  and  wouldn't  have 
there  if  it  weren't  for  cumulative  voting.  That  is  the  biggest  bank. 
And  there  are  many  smaller  banks  in  the  same  position. 

Mr.  Kilburn.  I  don't  see  how  any  individual  in  this  country  could 
go  out  and  buy  10  percent  of  a  big  bank. 

Mr.  Multer.  He  can  have  his  friends  get  together  and  vote  their 
stock  for  him,  can't  he  ? 

Mr.  Kilburn,  Sure,  he  can,  but  I  am  talking  about  the  abuses. 

Mr.  Multer.  If  you  and  I  own  10  percent  together,  is  there  any 
reason  why  we  shouldn't  have  any  representation  on  a  bank  ? 

Mr.  Kilburn.  It  depends. 

Mr.  Multer.  If  you  and  I  were  going  to  go  in  and  disrupt  the  bank, 
I  agree  with  you ;  we  don't  belong. 

Mr.  Kilburn.  That  is  where  we  agree. 

Mr.  Multer.  Who  is  going  to  make  that  determination?  Because 
you  and  I  want  representation  on  the  bank  and  because  the  bank 
officer  doesn't  like  how  you  ran  your  bank,  or  how  I  ran  my  bank, 
or  we  weren't  using  them  as  correspondents,  should  that  give  them 
the  right  to  keep  us  off  the  board  of  their  bank  ? 

Mr.  Kilburn.  According  to  the  witness,  the  abuses  were  brought 
out  very  effectively  by  people  forcing  themselves  onto  a  bank  and 
hurting  the  bank. 

Mr.  Multer.  Let's  take  the  Denver  National  Bank.  Anybody  who 
knows  that  bank  will  say  it  is  a  better  bank  today  than  it  was  10 
years  ago.  And  for  5  of  those  10  years  they  resisted  putting  a  gen- 
tleman on  that  bank  board.  They  began  to  move  forward  after  they 
put  him  on  the  bank  board.  They  reduced  the  number  of  directors 
from  15  to  7,  to  keep  that  man  off  the  board,  and  then  because  of  the 
public  clamor,  they  increased  it  to  15  again  and  put  him  back  on  the 
board.     They  are  doing  a  much  better  job  today  with  him  on  it. 

That  is  part  of  the  testimony  that  we  had  last  year. 

Mr.  Kilburn.  I  just  felt  that  thB  abuses  would  greatly  outweigh 
the  advantages. 

Mr.  Multer.  Then  we  ought  to  direct  ourselves  toward  the  abuses 
and  prevent  the  abuses,  rather  than  take  away  a  part  of  the  law  which 
gives  these  people  what  they  have  a  right  to  have,  and  that  is  repre- 
sentation in  the  management  of  their  property,  the  management  of 
their  company,  the  management  of  their  bank. 
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Mr.  Mahttn.  I  just  couldn't  make  any  commitment  on  it.  It  is 
complicated,  in  part,  by  the  general  credit  situation,  also,  because, 
nnder  present  conditions,  we  nave  to  determine  how  we  would  put 
any  new  plan  into  effect,  and  what  the  impact  of  the  suggestion  would 
be  on  the  present  credit  situation. 

Mr.  Multer.  Two  of  the  devices  that  are  used  to  control  inflation, 
and  also  to  control  deflation,  for  that  matter,  are,  one,  the  interest 
rates,  and  the  other,  bank  reserves.     Am  I  not  right? 

Mr.  Martin.  Those  are  two  of  the  tools.  They  are  related,  how- 
ever, Mr.  Multer.     Let  me  comment  on  that. 

From  time  to  timB  we  hear  people  say,  "Why  don't  you  raise  re- 
serve requirements,  instead  of  the  discount  rate!"  Well  now,  under 
present  conditions,  my  own  judgment  is  that  we  would  really  have  had 
a  rise  in  interest  rates  if  we  had  raised  reserve  requirements.  That 
is  just  another  way  of  putting  pressure  on. 

The  delicate  adjustments  that  have  been  made  in  the  open  market, 
by  the  discount  rate,  have,  I  think,  permitted  a  healthy,  strong  bond 
market  to  continue.  If  we  really  wanted  to  put  the  kibosh,  not  on 
the  market — it  wouldn't  have  been  destroyed  by  it — but  on  letting 
interest  rates  rise  gradually,  we  would  have  just  raised  the  reserve  re- 
quirements bluntly,  and  I  think  you  would  have  an  interest  rate  con- 
siderably higher  than  the  present  one. 

Mr.  Multer.  The  immediate  effect  of  raising  the  reserve  require- 
ments is  to  tighten  the  money  supply. 

Mr.  Mahtin.  That  is  right. 

Mr.  Thomas.  It  should  be  pointed  out,  though,  that  any  rise  in  re- 
serve requirements,  when  banks  don't  have  excess  reserves,  makes  it 
necessary  for  those  banks  to  obtain  the  additional  reserves ;  they  would 
either  have  to  borrow  very  large  amounts  form  the  Federal  Reserve 
banks  or  they  would  have  to  sell  Government  securities  to  the  Federal 
Reserve  Bank,  and,  if  the  Federal  Reserve  did  not  buy  those  Govern- 
ment securities  and  if  the  banks  didn't  want  to  borrow,  they  would 
have  to  liquidate  their  assets,  in  very  large  amounts.  They  would 
have  to  liquidate  assets  equaling  six  times  the  amount  of  the  increase 
in  their  reserve  requirements,  and  that  would  be  a  severe  process  of 
adjustment. 

Mr.  Multer.  If  one  of  the  elements  required  the  banks  to  sell  Gov- 
ernment securities,  that  would  depress  the  market  and  the  Open  Market 
Commitee  might  than  be  compelled  to  step  in  and  support  the  market. 

Mr.  Martin.  If  the  market  became  disorderly,  we  unquestionably 
would  have  to.  But,  if  it  were  an  orderly  market,  it  would  be  merely 
rising  interest  rates. 

Mr.  Multer.  Of  course,  if  a  rise  in  bank  reserves  forced  these  banks 
to  sell  a  substantial  amount  of  Government  securities,  they  could  very 
well  become  insolvent,  if  most  of  the  investment  portfolio  was  in 
Government  obligations,  and  you  let  the  market  run  away,  and,  as 
they  offered  them,  the  market  continued  to  drop,  they  could  become 
insolvent ;  isn't  that  so  ! 

Mr.  Martin.  They  would  tend  toward  insolvency. 

Mr.  Multer.  I  hope  nobody  is  going  to  be  scared  by  what  I  said 
and  run  to  the  bank  to  take  their  money  out.  It  is  a  theortical  possi- 
bility.   I  hope  it  will  never  be  a  reality. 

Mr.  Martin.  That  is  right 
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Mr.  Thomas.  That  is  when  they  could  borrow  at  par  on  Govern- 
ment securities. 

Mr.  Multer.  The  alternative  would  be  for  the  Open  Market  Com- 
mittee to  peg  the  market  or  let  them  borrow  at  par  from  the  Federal 
Reserve. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  That  creates  a  discriminatory  situation  as  to  a  nun 
who  owns  Government  bonds;  he  can't  borrow  at  par,  but  has  to 
borrow  on  a  percentage  of  what  the  market  value  might  be.  Isn't  that 
so? 

Mr.  Martin.  That  is  back  to  our  discussion  of  yesterday. 

Mr.  Seely- Brown.  Do  I  understand,  from  your  questioning,  that 
yon  would  favor  or  would  not  favor  a  change  in  the  reserve  require- 
ments ? 

Mr.  Multer.  I  am  trying  to  develop  that,  Mr.  Seely-Brown.  I 
think  it  is  high  time  that  the  Federal  Reserve  Board  and  the  banks 
and  other  agencies  came  in  here  with  definite  recomendations.  If  we 
are  going  to  consider  substantive  changes  in  this  codification,  I  think 
reserve  requirements  should  get  priority  in  the  treatment  of  changes  in 
substantive  law. 

Mr.  Martin.  I  know,  and  the  members  of  the  Board  probably  feel 
they  ought  to  move  slowly.  I  am  beginning  to  think  that  they  are 
moving  too  slowly.  This  is  not  a  new  problem,  but  I  started  talking 
to  the  Federal  Reserve  about  it  back  in  January  1954,  and  we  are  stifl 
talking  about  it,  and  still  corresponding  about  it,  and  I  have  been 
putting  bills  in  on  it  for  some  time,  in  order  to  get  some  discussion 
about  the  problem.  I  think  our  chairman,  Mr.  Spence,  has  asked  the 
Federal  Reserve  Board  to  send  up  a  report  to  us  on  my  pending  bill, 
which  I  introduced  early  in  this  session. 

Just  to  pursue  the  subject  a  little  further,  I  think  everybody  is  in 
agreement,  are  they  not,  that  the  existing  statutory  reserve  requirement 
limitations— and  there  are  limitations  as  to  how  high  or  how  low  your 
bank  reserve  may  be — that  those,  however,  are  fixed  so  far  as  statute 
is  concerned,  today,  geographically  ? 

Mr.  Martin.  We  have  central  reserve,  reserve  in  city  and  country 
banks. 

Mr.  Multer.  The  sole  standard  is  the  geographic  situation  that  must 
be  taken  into  account  in  setting  reserve  requirements. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  When  was  that  law  first  enacted;  do  you  remember ! 

Mr.  Martin.  I  will  ask  Mr.  Thomas  to  comment  on  the  history  of 
it.  In  1863,  the  National  Bank  Act  provided  it,  and,  as  Mr.  Thomas 
outlined,  it  was  because  of  a  different  system  of  reserves,  and  a  differ- 
ent purpose  for  reserves,  because  reserves  were  to  provide  the  solvency 
for  the  banking  system.  They  were  not,  primarily,  a  credit  and  mone- 
tary device. 

Now,  that  has  been  carried  on  in  all  of  our  legislation,  right  up  to 
and  through  the  Federal  Reserve  Act.  I  think  there  were  some 
changes  made  in  1887,  and  then  in  the  Federal  Reserve  Act  we  still 
have,  again,  the  designation  of  these  cities,  with  these  percentages, 
which  we  presently -have- 
Mr.  Multer.  Except  for  the  change  in  the  percentages,  minimum 
and  maximum  limitations,  there  has  been  no  change  in  the  three  Re- 
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servo  cities  designations,  that  is,  the  rural,  Reserve  city,  and  central 
Reserve  city. 

Mr.  Martin.  Not  in  the  broad  classification.  There  have  been  in- 
dividual changes. 

Mr.  Mtjltrr.  Have  they  been  by  virtue  of  statute  or  regulation  * 

Mr.  Martin.  I  think  they  have  been  by  virtue  of  both  over  the 
period. 

For  example,  St.  Louis  was  a  central  Reserve  city  until  a  number 
Of  years  ago.    Then  it  was  dropped  out. 

Than  we  have  worked  on  a  formula  of  central  Reserve  and  Reserve 
cities.  Today  there  are  only  two  central-Reserve  cities,'New  York  and 
Chicago. 

Mr.  Multer.  Is  there  any  good  reason  why  those  two  cities  should 
be  set  aside  as  central  Reserve  cities  ? 

Mr.  Martin.  Is  there  a  good  reason  today  i 

Mr.  Multek.  Yes,  sir. 

Mr.  Martin.  In  my  judgment,  no. 

Mr.  Multek.  Now,  within  those  two  central  reserve  cities,  is  there 
any  difference  as  to  the  bank  reserve  requirements  within  those  two 
cities? 

Mr,  Martin.  The  outlying  areas. 

Mr.  Thomas  will  comment  on  that. 

Mr.  Thomas.  The  Board  has  authority  to  classify  cities.  It  also 
has  authority  to  exempt  banks  located  in  outlying  areas  in  those  cities, 
or  to  give  them  a  lower  requirement  classification,  and  there  are  any 
number  of  cases  of  that. 

For  example,  the  only  Central  Reserve  city  banks  in  New  York  City 
are  banks  that  have  head  offices  or  branches  in  Manhattan  Island,  I 
think  below  Canal  Street. 

Mr.  Mtjlter.  No ;  I  think  it  is  below  42d  Street. 

Mr.  Thomas.  Maybe  below  42d  Street 

So  there  are  in  New  York  City  proper  some  Reserve  city  banks. 
There  may  be  even  a  country  bank  on  Staten  Island.  I  am  not  sure 
of  that  point. 

In  Chicago  there  are  a  great  many  banks,  but  they  don't  have  a 
branch  banking  system,  and  only  the  banks  in  the  Loop  district  or 
very  close  thereto  are  counted  as  Central  Reserve  city  banks,  and  the 
others  are  Reserve  city  banks. 

Also,  from  time  to  time,  there  have  been  changes  in  the  classification 
of  individual  cities.  We  have  given  Mr.  Patman,  in  answer  to  one 
of  his  questions,  an  analysis  of  the  changes  that  have  been  made  and 
the  reasons  for  those  changes,  which,  if  he  wishes,  he  can  put  into 
the  record. 

But  the  general  basis  of  it  was,  first,  the  banks  that  requested  re- 
classification were  reclassified,  and  at  first  the  Board  ruled  that  all 
banks  in  Federal  Reserve  bank  cities  and  Federal  Reserve  branch 
cities  should  be  called  Reserve  city  banks,  and  then  there  were  some 
changes  on  the  basis  of  requests  of  individual  banks. 

Then,  in  1947,  the  Board  adopted  a  sort  of  a  rule  or  working  prin- 
ciple for  the  classification  of  cities,  which  in  brief  is  that  any  cities  in 
which  banks  hold  more  than  a  certain  percentage  of  the  total  inter- 
bank demand  deposits  of  the  country— I  think  it  is  one-third  of  one 
percent  of  all  the  interbank  demand  deposits  of  the  country — or  hold 
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interbank  deposits  that  amount  to  more  than  25  percent  of  that  bantt 
total  deposits,  those  cities  are  automatically  called  Reserve  cities. 

Any  cities  in  which  the  banks  hold  less  than  those  percentages  shall 
be  called  non-Reserve  cities  or  country  bank  cities,  except  that — this  it 
called  the  grandfather  clause — banks  in  those  cities  that  had  previ- 
ously been  called  Reserve  cities  could  retain  their  Reserve  city  status, 
even  though  they  did  not  meet  these  minimum  requirements,  provided 
every  bank  in  that  city  voted  to  retain  it.  If  one  bank  wanted  to  have 
a  lower  classification,  the  city  was  not  retained  in  the  higher  classifi- 
cation. 

Now,  under  that  provision,  there  are  now  five  cities  that  do  not 
meet  those  minimum  requirements  but  still  retain  the  Reserve  city 
classification  on  the  basis  of  the  choice  of  the  banks  in  the  cities. 

One  city  has  been  classified  from  a  country  bank  to  a  Reserve  city 
bank— that  is,  National  City,  III.,  and  one  other  city,  Miami,  has  been 
reclassified,  but  it  will  not  be  effective  until  next  year. 

And  there  have  been  11  cities  that  have  had  their  classification  low- 
ered, have  shifted  from  reserve  city  status  to  country  bank  status. 

Mr.  Patman.  Would  you  yield  to  me,  Mr.  Multer? 

Mr.  Molter.  Iyield. 

Mr.  Patman.  If  I  understand  the  minimum  reserve  requirements 
of  the  country  banks,  reserve  city  banks  and  central  reserve  city 
banks,  are  7  percent,  10  percent,  and  13  percent  respectively,  and  they 
may  be  doubled  under  the  law.  That  law  was  passed  in  1935  or  1936, 
was  it  not? 

Mr.  Thomas.  1933,  and  then  amended  in  the  Banking  Act  of  1936. 

Mr.  Patman.  All  right. 

Now,  you  have  had  them  up  to  the  limit.  Of  course,  there  was  one 
special  situation  in  1948-49  where  it  would  even  be  more,  but  that  was 
a  special  situation.  But  when  you  had  them  up  to  the  limit,  that  was 
14  percent,  20  percent,  and  26  percent,  you  began  to  reduce  them. 

Now  you  have  reduced  the  central  reserve  city  banks  6  points,  down 
to  20;  you  have  reduced  the  reserve  city  2  points,  down  to  18  percent; 
you  have  reduced  the  country  banks  2  points,  down  to  12  percent. 

Why  do  you  give  the  central  reserve  city  banks  that  advantage, 
with,  what  you  might  call,  high-powered  dollars  ( 

Mr.  Martin.  Well,  that  is  the  whole  reserve  situation,  Mr.  Patman, 
that  we  have  been  over  a  number  of  times  before. 

My  own  view — and  I  always  say  this  with  hesitation,  if  there  is 
some  newspaper  reporter  here — I  think  all  reserve  requirements  are 
too  high.  That  doesn't  mean  that  we  are  going  to  reduce  them 
tomorrow, 

Mr.  Patman.  I  am  not  talking  about  whether  or  not  they  are  too 
high.  I  am  talking  about  the  discrimination.  Why  discriminate 
against  the  country  Banks?  Why  don't  you  give  them  the  same  per- 
centage of  high-powered  dollars  that  you  give  the  central  reserve  dty 
banks,  and  why  not  give  the  reserve  city  banks  the  same  percentage  of 
high-powered  dollars  as  the  central  reserve  city  banks? 

Mr.  Martin.  Well,  the  increase — it  was  proportional  right  along — 
the  increase,  as  you  have  rightly  said,  was  from  7, 10,  and  13,  and  you 
go  up  to  26. 

Mr.  Patman.  Tou  double  that. 

Mr.  Martin.  All  right.  You  come  down  on  the  others  somewhat 
proportionately. 
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Mr.  Pathah.  Oh,  no,  that  isn't  right  You  see,  2  points  on  coun- 
try banks;  2  points  on  reserve  city  banks;  6  points  on  central  reserve 
city  banks,  that  doesn't  seem  to  be  in  proportion. 

Mr.  Thomas.  Central  reserve  city  ranks  are  still  7  points  above  the 
minimum.  Reserve  city  banks  8  points  above  the  minimum,  and  coun- 
try banks  are  5  points  above  the  minimum. 

Mr.  Multer.  For  a  moment  I  was  afraid  I  was  going  to  be  blamed 
for  that,  because  I  have  pressured  so  much  to  equalize  these  require- 
ments and  to  get  rid  of  some  of  the  inequities  and  inconsistencies. 

Mr.  Patman.  Thank  you,  Mr.  Multer.  I  will  not  press  the  point 
now,  but  I  want  to  come  back  to  it. 

Mr.  Martin,  I  hope  you  will,  Mr.  Patman. 

Mr.  Patman.  All  right. 

Mr.  Multer.  Are  we  in  agreement,  Mr.  Martin,  that  this  present 
system,  as  set  up  by  the  statutes,  does  create  inequities  and  inconsist- 
encies, and  ought  not  to  exist  in  our  banking  system  ? 

Mr.  Martin".  You  and  I  are  in  complete  agreement  on  that! 

Mr.  Multer.  And  I  do  hope  you  will  be  able  to  come  up  with  some 
suggestion  in  the  very  near  future  as  to  how  we  can  correct  it  and 
get  rid  of  those  inequities  and  inconsistencies. 

I  have  no  pride  of  authorship  in  my  bill.  As  I  said,  when  I  intro- 
duced the  first  bill  some  4  years  ago,  I  am  doing  it  in  order  to  get 
people  to  talk  about  it,  and  get  some  discussion  and  study  of  the 
subject. 

But  with  my  last  bill  I  am  getting  serious  about  this.  While  I  have 
no  pride  of  authorship,  I  would  like  to  have  some  good  bill  come  be- 
fore this  committee,  either  as  part  of  this  bill  or  separately,  so  that 
we  can  do  something  about  the  situation. 

Now;  just  to  point  up  for  the  record  the  inconsistencies  that  do 
occur,  in  a  place  like  the  city  of  New  York,  or  Miami,  any  of  the  big 
cities,  you  have  small  banks  and  big  banks  operating  side  by  side, 
lent  that  so? 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  And  you  have  the  inconsistency  of  the  reserve  require- 
ment being  fixed  not  because  of  the  size  of  the  bank,  or  the  amount 
of  its  deposits,  or  the  relationship  of  liabilities  to  assets,  or  capital 
structure  to  liabilities  but  solely  by  the  fact  that  they  are  in  a  Reserve 
city  and  that  is  their  reserve  requirement. 

That  is  the  requirement  of  the  law.  and  I  think  we  are  in  agree- 
ment that  something  should  be  done  about  that,  and  I  hope  it  can  be 
done  soon. 

Mr.  Seelt-Brown.  Would  the  gentleman  yield  I 

Mr.  Multer.  Certainly. 

Mr.  Seely-Bbown.  Are  you  handicapped  by  the  requirements  of 
the  law  or  by  the  difficulties  which  were  explained  earlier,  in  reaching 
a  fair  decision  which  would  not  throw  the  economy  out  of  kilter  too 
much? 

Mr.  Martin.  Well,  I  dont  think  you  can  completely  separate  them, 
Mr.  Brown ;  I  think  that  they  are  related.   But  it  is  a  little  bit  of  both. 

Mr.  Seelt-Brown,  That  is  what  I  am  getting  at.  In  other  words, 
you  are  facing  a  problem  on  this  particular  score  which  you  must 
not  overlook. 

Mr.  Martin.  That  is  right. 
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Mr.  Thomas.  Well,  there  are  two  problems  in  the  law.    The  law 

does  not  permit  banks  to  include  their  cash  in  vault  as  reserves,  which 
might  be  equitably  counted.  And  country  banks  hold  more  cash  is 
vault  than  city  banks.  Or  banks  remote  from  Federal  Reserve  banks 
hold  more  cash  than  those  close  to  Reserve  banks  because  they  cant 

get  it  so  easily. 

So  any  fully  equitable  adjustment  in  requirements  would  either 
have  to  permit  vault  cash  to  be  counted  as  reserves,  or  would  ham 
to  make  some  allowance  for  the  fact  that  some  banks  would  haver  te 
hold  more  cash  than  others. 

Mr.  Seelt-Brown.  It  also  seems  to  me  yon  are  going  to  run  into 
the  problem  of  determining  what  is  a  city  bank  and  what  is  a  country 
bank,  and  with  America  on  the  move,  you  face  a  very  real  problem 
in  making  that  definition. 

Mr.  Thomas.  That  is  the  second  difficulty  in  the  law,  that  it  makes 
it  necessary  for  the  Board  to  classify  cities,  and  not  individual  banks. 

Now,  classifying  individual  banks  would  be  an  awful  headache, 
but  at  least  it  would  permit  somewhat  more  flexibility  than  classify- 
ing cities. 

Maybe  the  best  thing  is  to  do  away  with  the  classification  entirely. 

Mr.  Martin.  Mr.  Seely-Brown,  may  I  make  one  additional  com- 
ment, that  we  have  been  able  to  agree  from  time  to  time  on  specific 
things.  One  of  them  is  the  vault  cash  that  Mr.  Thomas  has  men- 
tioned. 

Our  Board  is  pretty  unanimous  in  feeling  that  vault  cash  should  be 
permitted  to  be  counted  as  reserves,  but  our  feeling  has  been  that  the 
subject  is  broader  than  one  item,  and  that  we  would  try,  when  we 
came  up  here,  to  have  a  well-integrated  reserve  plan,  because  we  ought 
not  solve  the  problem  piecemeal. 

Mr.  Sf.ei.y-Brown.  I  agree  with  you. 

Mr.  Martin.  And  I  think  the  ABA  proposal,  which  I  think  all  of 
us  ought  to  read,  is  one  that  points  up  the  concepts  involved  very  well 
T  am  not  endorsing  it,  but  I  think  the  concepts,  the  problems,  and 
modern  concepts,  they  put  into  very  excellent  focus. 

Mr.  McVey.  Mr.  Martin,  I  notice  comments  from  time  to  time  re- 
ferring to  redeemable  currency.  I  think  there  are  2  questions  in- 
volved in  the  matter,  at  least  2.  One  is,  Do  we  have  a  sufficient  ratio 
of  gold  to  deposits  and  money,  or  to  support  the  gold  standard  1  And 
the  other  question  is,  Should  we  return  to  the  gold  standard  ? 

With  regard  to  the  first  one,  we  find  the  1915  to  1932  ratio  of  gold 
to  deposits  of  money  was  8.6  percent  and  today  it  is  9.9  percent.  So 
it  does  seem  that  onr  ratio  of  gold  to  deposits  and  money  is  sufficient 
to  support  the  currency. 

Now,  the  question  is,  Is  it  advisable  to  try  to  return  to  a  redeem- 
iible  currency? 

Mr.  Martin.  I  think  it  would  be  advisable  to  return  to  the  redeem- 
able  currency  basis,  or  to  move  in  that  direction.  I  question  its  wis- 
ilom  at  the  present  time  because  of  the  unsettlement  in  interest  rela- 
tions, and  I  refer  specifically  to  our  Russian  friends. 

Now,  gold  is  used  in  international  trade,  and  it  is  used  in  areas 
like  Tangier  and  Kuwait,  and  we  have  been  operating,  whether  we 
were  wise  or  unwise,  under  the  Gold  Reserve  Act,  in  making  the 
arbitrary  adjustment  that  was  made  at  that  time,  we  have  been 
operating  on  a  modified  gold  standard,  and  some  of  our  domestic 
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people  could  easily  be  led  down  the  trail  of  misunderstanding  what 
is  involved,  and  thinking  that  they  ought  to  redeem  our  currency 
in  gold  and  play  right  into  the  hands  of  the  Russian  agents  or  others. 

I  am  just  throwing  out  the  possibility  of  a  wild  operation  there, 
with  no  particular  control  on  our  part,  and  it  seems  to  me  that  we, 
under  these  circumstances,  ought  not  to  make  any  changes  in  our 
present  operations  unless  we  are  certain  that  we  have  a  more  stable 
world  condition  than  we  have  today. 

Now,  as  I  tried  to  point  out  in  talking  to  Mr.  Coad  the  other  day, 
1  look  on  gold  as  a  relationship.  It  has  to  have  stability  that  comes 
with  continuity,  and  we  have  changed  the  price  of  gold  from  $20  to 
$35  an  ounce  under  the  Gold  Reserve  Act  of  1934.  We  left  it  high, 
wide,  and  handsome  in  that  act  as  to  whether  the  price  of  gold  could 
be  changed  by  the  Executive  or  the  Secretary  of  the  Treasury,  and 
then  when  the  Bretton-Woods  Agreement  Act  came  along,  we  specifi- 
cally wrote  into  the  law  a  provision  that,  without  the  permission  of  the 
Congress,  this  would  continue  as  the  price  of  gold. 

Now,  $35  an  ounce  as  the  price  of  gold,  and  the  ratios  that  we  are 
presently  operating  on,  through  the  period  that  we  have  been  oper- 
ating in,  convinces  me  that  the  wisest  course  to  follow  is  the  one  that 
we  are  following,  until  we  find  that  we  have  either  inadequate 
reserves,  or  that  we  are  not  satisfactorily  fulfilling  the  function  or 
gold. 

No,  we  have  adequate  gold,  in  my  judgment,  for  our  needs  at  the 
present  time,  provided  we  dont  let  inflation  and  fear  as  to  our  cur- 
rency, and  its  stability,  by  mismanagement,  become  a  major  factor. 

I  don't  think  there  is  any  likelihood  of  that,  but  I  think  that  is  the 
key  to  it. 

You  can  operate  on  surprisingly  low  gold  reserves,  or  reserves  of 
anysort,  provided  you  are  operating  soundly. 

The  Bank  of  England,  for  years,  had  a  very  small  gold  reserve, 
and  had  the  currency  circulating  all  over  the  world  on  that  reserve. 

But  once  you  impair  the  confidence  in  reserves,  or  you  mismanage 
your  own  currency,  then  you  need  a  great  deal  more  reserves,  and 
reserves  then  become  of  paramount  importance. 

Mr.  MoVey.  Do  you  think  we  have  enough  reserve  presently  I 

Mr.  Martin.  At  the  present  time,  I  do. 

Mr.  MoVey.  You  think  there  wouldn't  be  a  run  on  that  gold  if  we 
had  redeemable  currency  ? 

Mr.  Martin.  I  wouldn't  say  there  might  not  be  a  run  on  the  gold. 
I  would  think  we  could  meet  it  But  if  we  had  redeemable  currency, 
I  think  we  could  meet  the  requirements  of  it.  But  I  don't  think  that 
there  is  any  necessity  for  us  to  take  that  step,  and  I  think  that  some 
of  our  Russian  friends  would  just  like  to  put  us  in  that  position. 

Mr.  McVet.  Well,  I  think,  from  what  you  say,  that  you  think  the 
international  situation  is  such  that  it  wouldn't  be  advisable  to  return 
to  redeemable  currency  at  the  present  time. 

Mr.  Martin.  To  the  old-fashioned  gold  standard,  I  would  not. 
Redeemable  currency,  domestically,  seems  to  me  of  no  importance. 

Mr.  McVet.  There  is  one  other  thing  I  would  like  to  have  you 
clear  up  and  then  I  am  through,  Mr.  Multer. 

There  seemed  to  be  an  impression  abroad  among  some  pretty  well- 
informed  people  that  the  present  erosion  of  the  dollar  is  caused  by 
a  rise  in  the  interest  rates. 
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It  is  my  feeling  that  the  rise  in  interest  rates  is  due  to  factors 
which  may  cause  an  erosion  of  the  dollar,  but  I  don't  think  the  rise 
in  interest  rates  has  anything  to  do  with  the  erosion  of  the  dollar,  is 
that  correct! 

Mr.  Martin.  Quite  the  reverse.  The  rise  in  interest  rates  comes 
from  overspending  and  undersaving,  at  the  present  time. 

Mr.  Mcvey.  Now,  wait  a  minute.  I  know  that  is  true,  but  the 
rise  in  interest  rates  in  itself  does  not  cause  erosion  of  the  dollar.  It 
is  the  spending. 

Mr.  Martin.  That  is  correct.    I  may  have  misunderstood  yon. 

Mr.  MgVet.  I  think  there  is  the  impression  among  well-informed 
people  that  because  we  have  been  raising  the  interest  rates,  we  nave 
caused  erosion  of  the  dollar.  I  don't  think  that  is  the  case,  because 
if  you  take  the  period  from  1939  to  1953,  we  had  the  greatest  erosion 
of  the  dollar  that  we  have  ever  experienced  in  this  country,  and  we 
had  low  interest  rates  during  that  period. 

Mr.  Martin.  That  is  correct 

Mr,  McVey.  The  drop  in  the  dollar  value  during  that  period  was 
48  percent,  which  I  think  is  conclusive  evidence  that  the  rise  in  inter- 
est rates  is  not  the  cause  of  erosion  of  the  dollar. 

Mr.  Martin.  I  agree  with  you  completely  on  that,  sir. 

Mr.  Coao.  Mr.  Chairman,  will  the  gentleman  yield ! 

Mr.  Vanik.  Will  the  gentleman  yield! 

Mr.  Multer.  I  have  the  witness,  but  I  will  be  glad  to  yield. 

May  I  just  ask  this  question,  and  then  I  will  yield  the  witness  to 
any  member  who  wants  him. 

Let  me  on  this  very  point  ask  this  question,  Mr.  Martin : 

What  do  you  mean  by  erosion  of  the  dollar  ? 

Mr.  Martin.  Decline  in  its  purchasing  power. 

Mr.  Multer.  Well,  can  you  name  a  single  commodity  or  service, 
anywhere  in  the  world,  where  interest  paid  on  borrowed  money  is  not 
a  part  of  the  cost  ? 

Mr.  Martin.  It  is  a  part,  Mr.  Multer. 

Mr.  Multer.  It  is  a  part. 

Mr.  Martin.  That  is  the  difficulty  of  this  problem.  It  is  a  part, 
but  it  is  an  insignificant  part.  You  can't  completely  disassociate  any 
increase  in  cost  as  a  factor.  But  in  this  particular  factor,  it  is  work- 
ing in  the  opposite  direction.  It  is  working  in  the  direction  of— 
interest  is  a  wage  to  the  saver  as  well  as  a  cost  to  the  borrower. 

Mr.  Multer.  That  is  right. 

Mr.  Martin.  It  is  an  equalizing  factor. 

Mr.  Multer.  But  if  I  paid  four  percent  interest  on  my  capital 
loans  and  you  raised  it  to  5  percent,  I  have  had  a  25  percent  increase 
in  the  cost  of  my  money.  Do  you  mean  that  the  4  percent  and  the 
5  percent  is  just  an  insignificant  part  of  my  overall  cost? 

Mr.  Martin.  Well,  in  terms  of  the  cost,  in  terms  of  the  general 
rise  of  prices  today,  you  will  find  that  that  interest  charge  is  a  very 
smali  portion,  and  the  only  way  that  wr  bring  supply  and  demand 
into  balance  is  through  the  price  mechanism,  and  this  is  the  governor 
on  that  mechanism. 

Mr.  Multer.  What  is  the  increase  in  the  interest  rate  paid  by  the 
Government  in  the  last  4  years? 


,yGoogIe 


financial  nrhmncnH  act  of  1*57 


115 


Mr.  Mahtin.  The  cost  of  interest  to  the  Government!  I  dont 
have  the  precise  figures,  but  it  has  gone  up  several  hundred  million 
dollars. 

Do  you  have  the  figures,  Mr.  Thomas  ! 

Mr.  Thomas.  No,  I  don't 

Mr.  Multer.  What  is  the  percentage  increase  ! 

Mr.  Thomas.  An  average  from  over  2  percent  to  an  average  of 
less  than  3  percent,  I  think,  now. 

Mr.  Multer.  Less  than  three. 

Mr.  Thomas.  Average.  The  average  interest  paid  on  outstanding 
obligations. 

Mr.  Multer.  One  of  the  members  of  this  committee  made  a  speech 
on  the  floor  the  other  day  saying  the  Government  is  now  paying 
8%  percent  for  its  money. 

Mr.  Thomas.  That  is  for  new  loans.  But  a  very  large  volume  of 
the  debt  that  is  outstanding,  a  lot  of  it  still  carries  2y2  percent  interest 

Mr.  Multer.  Can  you  supply,  for  the  record,  the  total  amount  in 
dollars  of  increased  interest  paid  by  the  Government  today  as 
against — in  our  budget  as  of  this  year  as  against  4  years  ago. 

Mr.  Thomas.  Yes,  sir. 

(The  data  to  be  furnished  follows :) 

Computed  interest  charge  and  computed  interest  rate  on  Federal  eecuritiet 
[Dollar  amounts  In  millions  1 


End  of  fiscal  year  or  montb 

Total  public 
debt 

Computed 
eat  charge 

Com  tinted 

Actual  Inter 
flscalyear 

1MB 

203,  MB 
MB.  BIO 
271.741 

272,'  088 

ft,  431 
B.298 
6,387 
0.OW 
7,408 

2.342 

11)67,  April! 

7,200 

Source:  Dally  Treasury  statement  and  Treasury  bulletin. 

Nor*.— The  computed  annual  tomcat  charge  represents  the  amou 
each  Interest-bearing  Issue  outstanding  at  the  end  of  each  month  or  jt 
year  at  the  applicable  annual  rate  of  Interest.   The  charge  Is  computed  t 

ete  annual  Interest  rate  to  the  amount  outstanding  on  that  dab     " 
big  Issues  constitute)  the  total  computed  annua)  Interest  char; 
computed  by  dividing  the  computed  annual  Interest  charge  for  thi 
oorraponding  principal  amount. 


tor  ea*h  Issue  by  applying  the  appro- 
Trie  aggregate  charge  for  all  Interest- 
The  average  annual  Interest  rate  la 
rtal,  or  for  any  group  ot  issues,  by  the 


Mr.  Patman.  Take  short-term  securities,  90-day  paper;  if  you  com- 
pare 1939  with  today,  the  cost  for  the  paying  of  that  time  interest 
is  worth  7  mills,  compared  to  1939.    It  costs  that  much  more. 

Mr.  Martin,  I  never  question  your  mathematics,  Mr.  Patman. 

Mr.  Patman.  You  figure  it  out  for  yourself. 

Mr.  Coad.  Will  the  gentleman  yield,  Mr.  Chairman! 

Mr.  Vanik.  Mr.  Multer,  will  you  yield! 

Mr.  Multer.  I  yield  to  Mr.  Coad. 

Mr.  Coad.  Mr.  Martin,  getting  back  to  Mr.  McVey's  questioning 
awhile  ago  about  gold,  yesterday,  you  stated  that  the  price  of  steel  is 
priced  in  relationship  to  the  price  of  gold,  and  as  we  all  know  the 
price  of  steel  has  of  late,  and  over  the  past  many  months,  gone  up. 

Now  has  the  price  of  gold  gone  up  during  this  period  of  time!  Is 
that  what  you  attempted  to  indicate! 
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Mr.  Martin.  No,  and  I  -wasn't  limiting  it  to  steel.  I  am  saying 
that  the  one  price  that  we  keep  fixed,  and  around  which  all  relation- 
ships revolve  today,  is  the  price  of  gold,  whether  it  be  steel,  tin,  eopper, 
or  lead. 

Those  prices  are  fluctuating,  but  the  price  of  gold  we  have  arbi- 
trarily kept  fixed,  and  it  is  its  relationship  that  is  our  one  guideposL 
Now  we  can  change  that  relationship,  but 

Mr.  Coad.  All  right.  And  you  also  stated  yesterday  in  answer  to 
my  questions,  that  the  fixing  of  the  price  at  $35  an  ounce  back  in 
1934  was  an  arbitrary  adjustment  based  on  the  consensus  thinking 
of  some  people. 

Do  you  mean  to  indicate  by  that  phraseology  that  you  are  not  in 
agreement  with  that  arbitrary  setting  of  the  price* 

Mr.  Martin.  Well,  Mr.  Coad,  it  is  pretty  hard  to  pass  judgment 
on  that  particular  period,  but  I  have  grave  question  in  my  mind  as 
to  whether  that  was  a  wise  adjustment  when  it  was  made  in  1934. 
I  lived  through  that  period,  as  both  of  us  did. 

Mr.  Coad.  Now,  if  it  were  in  your  prerogative  to  change  the  price 
of  gold,  would  you  change  it  or  would  you  not? 

Mr.  Martin.  I  would  not. 

I  think  the  very  fact  of  continuity — as  I  pointed  out  to  you,  I  don't 
know  what  the  price  of  gold  would  be  on  an  actually  free  market 
today,  where  the  United  States  stepped  out  as  one  of  the  buyers  and 
sellers,  and  everybody  stepped  out,  and  we  just  let  the  price  go  up 
and  down. 

Our  gold  friends  from  time  to  time  tell  you  that  it  is  undervalued  at 
the  present  time,  that  it  ought  to  be  $40  an  ounce.  It  might  actually 
be  $25  an  ounce ;  I  don't  know.  I  spent  a  lot  of  time  on  it  because  I 
was  in  charge  of  this  in  the  United  States  Treasury  for  a  couple  of 
years,  and  I  worked  a  great  deal  on  it,  and  I  came  to  the  conclusion 
that  there  just  wasn't  any  way  short  of  actually  stepping  out  and 
making  a  completely  free  market  in  gold,  of  knowing  what  the  actual 
supply  and  demand  price  would  be. 

Mr.  Coad.  Is  there  a  way  at  all  to  determine  a  supply  and  demand 
price  on  gold!  You  say  there  is  a  market  price,  which  we  all  agree 
with,  and  there  is  also  the  United  States  set  price  for  monetary 
valuation. 

Would  there  by  a  way  of  actually  setting  a  world  price  on  gold! 

Mr.  Martin.  Well,  if  you  took — if  as  a  monetary  unit  you  decided 
that  you  wouldn't  buy  or  sell  at  any  fixed  rate,  and  all  countries  just — 
and  gold  became  just  the  same  as  steel  or  any  other  commodity,  then 
in  due  course  you  would  get  closer  to  a  world  price  than  we  are  today. 

But  that  would  take  a  complete  change  in  thinking  the  world  over, 
because  gold  has  traditional  aspects  that  affect  the  price  level,  and  in 
certain  areas  of  the  world  still,  a  handful  of  gold  is  worth  more  than 
anything  else. 

Mr.  Coad.  But  now  we  have  a  two-price  system  on  gold;  do  we 
not? 

Mr.  Martin.  Yes,  sir,  we  have  a  two-price  system,  but  for  all  prac- 
tical effects,  the  two-price  system  is  a  fringe  operation  which  is  related 
to  the  use  of  gold  for  ornamental  purposes,  for  subversive  activities, 
and  for  a  wide  variety — hoarding,  and  a  wide  variety  of  general  uses 
that  are  not  specific,  and  we  have  the  monetary  price  of  gold  which 
hinges  at  the  moment,  I  think,  pretty  largely  on  tne  American  dollar. 
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Mr.  Goad.  All  right,  inasmuch  as  the  monetary  price  of  gold  is  set 
now  at  $35  an  ounce,  do  you  believe  that  that  would  tend  to  make, 
the  free  market  price  of  sold  higher,  or  does  it  peg  it  at  a  lower  place 
than  where  it  would  be  it  gold  were  on  the  supply  and  demand  basis ) 

Mr.  Mabtin.  I  don't  know,  Mr.  Coad.  I  really  don't  know.  I 
hare  thought  about  it  a  good  many  times.    It  is  a  difficult  thing  to  say. 

It  is  the  sort  of  thing  you  ought  to  be  very  responsible  about  making 
loose  comments  on  when  you  are  in  a  position  such  as  mine,  and  I 
wouldn't  want  to  tell  you  what  my  innermost  thinking  is  because  it 
might  be  misconstrued  by  the  public 

Mr.  Coad.  I  appreciate  your  conscientiousness  on  that  point. 

Mr.  Martin.  But  I  don't  think  the  present  price  is  unreasonable. 

Mr.  Coad.  Thank  you.    That  is  all. 

The  Chairman.  When  we  pegged  the  price  of  gold  at  $35,  didn't 
that  practically  make  the  world  price  of  gold  $35  ? 

Mr.  Martin.  It  did  pretty  much,  Mr.  Spence.  That  is  just  the 
point.  Now  I  say  that  the  price  was  arrived  at  largely  by,  I  think, 
arbitrary  determination. 

Would  you  say  that,  Mr.  Thomas? 

Mr.  Thomas.  Yea,  sir. 

Mr.  Momma.  Mr.  Multer,  will  you  yield* 

Mr.  Muwer.  I  have  got  three  requests  now.  Can  we  take  them  in 
order.    I  think  Mr.  Vanik  asked  me  first. 

Mr.  Mdmha.  This  is  a  very  short  question. 

Wasn't  the  price  of  gold  the  result  of  matching  at  the  breakfast 
table,  as  to  what  it  was  to  be. 

Mr.  Martin.  I  have  heard  that  story,  Mr.  Mumma.  I  don't  know 
whether  it  is  true  or  not. 

Mr.  Mumma.  It  has  never  been  denied. 

Mr.  Martin.  I  tried  to  be  generous  in  my  comments  to  Mr.  Coad 
yesterday  by  saying  that  it  was  set  by  the  conscientious  efforts. 

Mr.  Vanik.  A  few  moments  ago  you  made  a  statement  that  the 
rise  in  interest  was  the  result  of  overspending  and  undersaving. 

Mr.  Martin.  That  is  my  conclusion. 

Mr.  Vanik.  Am  I  correct  in  believing,  that  net  individual  savings 
have  increased  in  America  ever  since  the  depression,  and  has  not  the 
individual  ownership  of  property,  both  tangible  and  intangible,  in- 
creased for  Americans  on  a  per  capita  basis  ? 

Mr.  Martin!  Yes,  sir. 

Mr.  Vanik.  Then  how  can  you  reconcile  that  with  the  statement 
that  we  are  overspending  and  undersaving? 

Mr.  Martin.  Well  both  the  supply  of  money  and  the  volume  of 
savings  have  increased,  but  the  demand  for  the  savings  has  far  out- 
passed  the  increase,  and  that  has  been  persistently  reflected  in  the 
requirements  for  capital  expenditures  for  plant  and  equipment  ex- 
pansion. 

Mr.  Vanik.  Is  this  demand  for  capital  based  on  individual  demand, 
or  is  it  a  corporate  demand?  Do  you  have  charts  that  differentiate 
the  demand  between  individual  demand  and  corporate  demand? 

Mr.  Martin.  It  is  based  on  all  demand,  total  demand,  State,  mu- 
nicipal, private,  corporate,  and  so  forth, 

Mr.  Vanik.  Well,  have  you  graphically  demonstrated  the  demand 
for  credit,  from  an  individual  basis,  from  a  corporate'  basis,  arid  from 
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a  Government  bans,  so  that  we  would  bo  in  a  potation  to  know"  the 
relative  pressures  for  credit  I 

Mr.  Martin.  Let  me  ask  Mr.  Thomas  to  comment  on  that.  He  has 
worked  on  these  figures. 

Mr.  Thomas.  I  think  the  best  indications  of  that  are  the  Depart- 
ment of  Commerce  estimates  of  the  total  debt  in  the  United  States. 
That  shows  $60O  billion  of  total  debt,  which  has  been  increasing  at  a 
rate  of  $30  billion  to  $40  billion  a  year. 

Some  of  that  increase  is  in  State  and  local  government  debt,  around 
$4  billion;  mortgages,  around  $13  billion :  other  consumer  debt,  $3  or 
$4  billion;  corporate  long-  and  short-term  borrowing,  around  $12 
billion  or  so,  but  it  all  adds  up  to  a  big  total,  and  it  varies  from  time  to 
time. 

A  few  years  ago  the  Federal  Government  was  borrowing,  and  now 
the  Federal  Government  is  repaying  debt  on  balance,  and  mat  money 
is  available  to  go  into  other  sources  of  credit.  But  in  the  aggregate, 
there  has  been  a  very  large  volume  of  demand  for  borrowing. 

In  addition  to  that,  and  not  included  in  these  figures,  are  the  changes 
in  equities,  the  holdings  of  corporate  stocks,  purchases  of  real  estate, 
and  so  forth.    But  they  are  a  smaller  part  of  the  total. 

Mr.  Van ix.  Axe  you  in  a  position  to  classify  for  us,  or  differentiate, 
the  pressure  there  is  for  private  credit  as  distinguished  from  pressure 
for  corporate  credit,  as  distinguished  from  pressure  for  governmental 
credit.  Which  of  these  would  appear  to  be  out  of  line!  Are  yon 
in  a  position  to  tell  us? 

Mr.  Thomas.  I  can't  say  which  are  out  of  line.    Allyou  have  are 
the  figures,  or  amounts  that  they  get  in  each  period.    The  e 
in  their  debt — of  course,  the  biggest  expansion,  relatively  e 
has  been  in  the  real-estate  field.     Non-farm-mortgage  indebt 
has  increased  from  $27  billion  to  over  $120  billion  since  the  end  of 
the  war. 

Consumer  short-  and  intermediate-term  credit  has  increased  from 
$9  billion  to  over  $40  billion.  These  two  areas  of  consumer  debt 
show  the  biggest  expansions,  relatively. 

Mr.  Vantk.  Now  on  a  per  capita  basis,  has  the  pressure  for  indi- 
vidual credit  increased  proportionately  in  the  last  year  as  compared 
to  the  last  5  years?    Are  you  prepared  to  tell  us  that? 

Mr.  Thomas.  Yes,  sir;  we  can  get  the  figures. 

Mr.  Vanik.  And  you  could,  of  course,  give  us  the  same  kind  of 
figure  for  the  corporate  debt  and  Government  debt,  could  you  not? 

Mr.  Thomas.  Yes,  sir. 

Mr.  Vanik.  Will  you  supply  that  for  the  record  ? 

Mr.  Thomas.  Yes,  sir. 

(The  data  to  be  furnished  are  as  follows :) 

Incecask  in  Total  Debt 

Total  public  and  private  debt  In  the  United  States  Increased  by  more  than 
70  percent  in  the  postwar  decade  from  1946  to  1956  and  by  30  percent  since 
1951.  All  of  the  .growth  has  been  in  the  debts  owed  by  State  and  local  govern- 
ments, businesses,  and  individuals.  Federal  debt  Is  lower  now  than  la  the 
Immediate  postwar  years  and  little  larger  than  5  years  ago. 

The  shaweat.lMwases.  have  been  In  the  debts  owed  br  consumers.  Short- 
and  intermediate- terra  credit,  Incurred  mainly  in  purchases  of  automobiles  and 
other  durable  goods,  has  increased  fourfold  In  10  rears  and  almost  doubled  In 
the  past  S  years.     Non-farm-mortgage  debt,  owed  mainly  on  ownar-occufiled 
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hones,  bu  Increased  2%  times  In  the  decade  and  by  80  percent  since  .1951. 
State  and  local  debt  has  tripled  in  the  past  decade. 

Increases  in  business  liabilities  have  been  smaller  than  the  rise  In  obligations 
owed  by  other  sectors.  Farm  debt  has  increased  about  1%  times  and  corporate 
debt  abont  1%  times  since  1946.  In  the  past  5  rears  corporate  Indebtedness 
has  increased  by  little  over  a  quarter.  Long-term  corporate  debt  has  Increased 
at  a  somewhat  faster  pace  than  short-term  debt,  particularly  In  more  recent 
years.  Corporate  debt  now  represents  a  smaller  share  of  all  private  debt  than 
at  the  end  of  the  war,  and  consumer  liabilities  account  for  a  much  larger  part 
of  the  total. 

Net  public  and  private  debt 


_ 

IMS 

US1 

less 

use 

1946-66 

BiUUmi 

$307.1 

ssu.o 

tsu.B 

Billions 
1683.8 

- 

339.7 
13.6 
93.  S 

318.1 
162.5 

331. 6 
199.9 

329.4 
308.3 

41.  S 

62.2 

fttl.fi 

89.3 
108. 5 

ST.  8 
110.9 

so.e 

119.7 

190. 0 

307.5 

7.6 
8.4 

315 
12.1 

13.S 
33.6 
67.4 
16.1 

18.7 
38.6 
108.8 
23.9 

19  4 
41.9 

131.7 
24.6 

166 

Bonrai:  17.  S.  Department  of  Commera. 

Mr.  Seelt-Brown.  Mr.  Vanik,  your  questioning  I  think  is  good 
questioning,  but  is  this  not  true  also,  that  there  is  a  tremendous  dove- 
tailing of  the  pressures  you  are  talking  about. 

For  instance,  I  as  an  individual  could  go  down  to  a  bank  to  borrow 
money  with  which  to  buy  an  item.  If  enough  people  do  what  I  do, 
then  some  firm  is  going  to  expand  its  plant  to  provide  the  item  we  all 
want.  So  the  pressures  can  hardly  be  separated  to  the  degree  you  and 
I  might  like  it. 

Mr.  Vanik.  Yes,  but  the  same  principles  of  fiscal  integrity  must  be 
applied  to  the  individual  as  to  the  corporation  and  the  Government. 

Mr.  Seelt-Brown.  I  agree  with  you. 

Mr.  Vanik.  I  am  inclined  to  believe  that  the  individual  demand  for 
credit  is  not  any  more  reasonable  and  perhaps  less  out  of  line  than  has 
been  the  corporate  demand  for  credit  during  the  past  3  or  4  years. 

Is  my  statement  correct  or  not  ? 

Mr.  Thomas.  Some  of  the  corporate  demand  grows  out  of  the  indi- 
vidual demand.    That  is  one  of  the  complications  in  the  debt  figures. 

There  are  duplications.  A  lot  of  businesses,  for  example,  will 
finance  their  customers.  They  will  extend  consumer  loans,  and  then 
they  turn  around  and  borrow.  Is  that  an  individual  credit  or  is  it 
a  corporate  credit? 

Mr.  Vanik.  If  a  corporation  makes  the  loan,  it  is  corporate. credit 
Each  most  rely  on  his  own  fiscal  integrity.  In  other  words,  for  the 
purpose  of  demanding  credit,  a  corporation  is  in  no,  different  status 
than  an  individual.  It  must  present  the  same  qualification,  same 
justification,  and  same  fiscal  stability  and  security  to  require  the  credit. 

Mr.  Thomas.  Those  are  the  decisions  that  the  lenders  make,  as  to 
whom 'they  want  to  lend  to.    Now- a  lot  of  ■  the  laager-  companies,  for 
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example,  are  financing  smaller  companies  through  trade  credit,  aaa 
the  larger  companies  are  borrowing  in  the  capital  markets  and  from 
the  barJuT.  So  that  you  have  a  tremendous  increase  in  trade  credit, 
which  is  the  extension  of  credit  from  the  big  companies  to  the  littlt 
com  parties,  from  retailers  to  consumers  and  so  forth. 

Mr.  VaxiK.  Here  is  the  next  question  I  would  like  to  submit. 

If  the  i.Merea   rates  continue  to  rise,  and  they  apparently  will 


agaii. — the  latest  report  is  that  they  are  going  to  raise  the  FHA 
ev  rate — do  you  contemplate  that  the  usury  laws  of  the  several  States 
-.'..;]  JgooTi  have  to  be  changed  so  that  there  is  some  area  left  for  the 
Marginal  loans ;  In  my  State,  the  limit  of  usury  is  i  percent.  During 
the  pay  number  of  years,  when  money  could  be  borrowed  for  4  or4% 
percent,  there  was  a  4  or  3ij  percent  margin  for  the  marginal  loan. 

Now  what  area  will  be  left  for  the  marginal  lending,  which  is  es- 
sential ir,  our  economy,  particularly  because  small  business  is  depend- 
ent upon  it. 

What  area  will  be  left  for  the  marginal  lenders,  as  the  basic  inter- 
est rate  pushes  up  against  the  nsurous limits  * 

Mr.  Maktis.  I  don't  know  the  usury  laws.  I  would  hope  that  we 
a-r  this  under  control,  Mr.  Vanik,  before  we  push  too  much  higher. 
But  you  never  know. 

Mr.  Vanik.  Well,  isn't  the  pressure  always  against  the  marginal 
loan* 

Mr.  Martin.  Yes.  sir. 

Mr.  Vaxik.  And  isn't  it  true  that  small  businesses,  generally,  rely 
on  the  marginal  lending  facilities?  It  is  more  likely  to  than  large 
businesses  ? 

Mr.  Martin.  Well,  interest  rates  hare  always  recognized  that. 

Mr.  Vanik.  As  is  the  basic  rate  approaches  "the  usury  limit,  what  is 
there  left  for  marginal  lending,  or  will  that  cease. 

Mr.  Thomas.  For  one  thing  the  interest  rate  on  marginal  loans  has 
risen  less  than  on  other  loans,  because  the  others  went  down  more. 

Mr.  Vanik.  Well,  it  is  up  against  the  ceiling.  The  laws  says  the 
raff  imi-t  stop  there. 

Mr.  Thomas.  Well,  for  instance  interest  rates  on  small-business 
loans  huve  risen  much  less  than  the  proportionate  rise  on  larger  loans, 
because  the  interest  rates  on  small  loans  didn't  go  down  as  much. 

A  lot  of  the  country  banks  throughout  the  country  have  continued 
to  lend  at  <!  percent,  and  they  have  loaned  at  6  percent  during  the 
twenties,  thirties,  and  forties,  and  they  are  still  lending  at  6  percent. 

Mr.  Vanik.  That  is  only  a  small  phase  of  banking  in  the  national 
picture. 

Mr.  Thomas.  The  usury  laws,  I  don't  know  that  they  have  been 
Hianged  since  the  1920"s.  and  our  interest  level  is  still  not  anything 
like  up  to  the  level  of  what  it  was  in  the  twenties,  and  I  don't  know 
that  there  was  any  serious  problem  at  that  time  with  respect  to  usury 
1  aws.  ; 

I  am  not  familiar  with  the  usury  laws  and  what  changes  have  been 
made  in  them,  but  I  wouldn't  think  that  that  would  be  a  problem,  his- 
torically speaking.  It  is  not  a  problem  that  would  be  any  worse  hoW 
than  it  was,  say,  in  the  1920's  or  in  earlier  periods  of  interest  rates 
that  conformed  to  the  high  level  of  activity. 
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Mr.  Vantk.  Would  it  be  your  position  that  they  ought  to  be  main- 
tained at  their  present  levels?  Because  pressure  may  soon  develop 
to  raise  usury  rates. 

Mr.  Thomas.  If  the  pressure  arises  then  you  would  have  to  con- 
sider it 

Mr.  Vanik.  What  is  that? 

Mr.  Thomas.  If  the  pressure  arises,  then  it  would  have  to  be  con- 
sidered by  the  proper  State  authorities. 

Mr.  Ashley.  What  is  the  picture  as  far  as  the  demand  for  credit 
is  concerned.  You  just  stated  that  you  hoped  the  situation  would  be 
brought  under  control.  I  would  like  to  know  on  what  you  base  that 
hope,  particularly  with  respect  to  the  picture  in  the  immediate  future 
as  far  as  the  demand  for  credit  is  concerned. 

Mr.  Martin.  I  can't  forecast  the  future,  but  I  think  you  can  make 
this  general  statement,  Mr.  Ashley. 

You  can  make  the  statement  that  in  a  country  as  strong  and  vigorous 
as  this  one,  it  doesn't  take  too  long  for  savings  to  accumulate.  It  is 
a  time  factor  that  we  are  dealing  with.  And  I  believe  that  if  we  finance 
this  expansion  on  a  sound  basis,  out  of  savings,  and  don't  rush  before 
we  have  accumulated  savings,  to  try  to  do  things  too  fast,  that  we  will 
get  more  stable  interest  rates  and  everything  else. 

Mr.  Ashley.  Theoretically  that  is  certainly  true.  But  we  have  got 
to  consider  the  situation  that  we  are  in  realistically.  Isn't  it  true  that 
we  are  in  a  period  of  tremendously  increasing  population,  with  a 
tremendous  demand  for  goods,  services,  homes,  and  commodities  of 
every  sort? 

This  demand  is  going  to  increase  in  the  next  20  years,  perhaps,  to  a 
much  greater  extent,  almost  certainly  to  a  much  greater  extent  than 
in  the  last  20  years. 

Mr.  Martin.  I  couldn't  agree  with  you  more,  and  that  is  why  I 
think  it  is  so  important  to  have  as  stable  a  price  level  as  we  can  have 
for  that  demand. 

Now  one  of  the  problems  is  that  I  still  think  that  the  future,  with 
this  population  growth  that  you  are  pointing  out,  hasn't  been 
scratched. 

I  think  our  problem  is  that  when  you  lose  in  1  year,  1955  to  1956, 
as  we  did  last  year,  roughly  50  percent  of  the  increase  from  1  year  to 
the  next  in  your  gross  national  product,  in  a  markup  of  prices,  without 
any  additional  goods  and  services  to  the  community,  you  are  placing 
an  imbalance  in  the  price  structure,  which  has  to  be  eliminated  at  some 
point  or  another. 

Now  most  of  those  eliminations  have  to  come  about  by  people  taking 
losses.  And  the  quicker  those  losses  are  absorbed,  the  less  important 
they  are. 

A  fellow  who  has  stocked  his  shelf  with  too  much  of  a  product  which 
no  one  wants,  and  is  doing  a  fairly  good  general  business,  whether  in 
a  grocery  store  or  something  else,  the  quicker  he  moves  that  off,  or 
recognizes  the  fact  that  the  demand  is  for  something  else,  when  you 
have  a  period  of  rising  disposable  income,  and  there  has  been  no  set- 
back in  that  all  through  this  period — whereas,  if  he  just  keeps,  for 
example,  borrowing  money  trying  to  hope  that  at  some  time  the  de- 
mand for  this  product  will  not  cause  him  to  have  to  cut  the  price  or  take 
a  smaller  profit  margin  than  he  wanted,  then  sometimes  we  come  to  a 
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hwut  in  the  eycle  where  instead  of  having  rolling  adjustments  we  hate 
»  i-utuuUtiv«  period  of  despair  on  the  part  of  everyone,  and  then  the 
liilwuUliuii  that  ensues  is  considerably  more  painful  for  everyone,  and 
*mn<tiiuttt  creates  a  psychological  atmosphere  of  a  depression  and 
i  ivmrauui,  which  takes  months,  and  sometimes  years,  to  overcome. 

Mi-  A»ui.ey.  1  think  that  is  a  very  good  statement,  Mr.  Margin.  I 
rtlali  1  oould  share  your  optimism  that  interest  rates  wont  continue 
Hi  u* '  up.  en  the  basis  of  the  economic  factors  that  are  at  work  today. 

I  luty  have  gone  up  in  the  past  year  and  those  same  factors  are  at 
tu>i  K.    I  diiii't  see  that  there  is  any  chance  of  that. 

Mr.  Martin-.  I  don't  say  they  won't  go  up.  I  dont  know.  I  am 
■ml  fom-asting  the  future.  But  I  say  that  they  should  be  related, 
llmt  ^lability  is  what  we  are  struggling  for  here,  and  that  also, 
iv  Inn  i  you  get  an  imbalance,  and  there  is  overspending  and  undersav- 
ing, interest  is  a  wage  to  the  saver  as  well  as  a  cost  to  the  borrower, 
mill  with  seventy-odd-billion  dollars  now  in  pension  funds  of  one 
m nl  oi-  another,  you  must  recognize  that  this  interest  isn't  altogether 
to  bankers  and  to  rich  individuals 

Thin  interest  is  also  a  part  of  the  overall  economy,  in  the  sense  that 
l  lin  man  who  puts  aside  a  little  bit  of  money  is  getting  more  for  it 

There  are  some  people  who  say  that  thrift  has  no  relationship  to 
Din  rate  you  get  on  savings.  It  isn't  entirely,  of  course,  but  it  is  a 
matter  of  degree. 

Hut  I  still  think  that  the  only  balancing  factor  we  have  in  our 
mummy  is  the  price  mechanism.  Unless  we  try  to  be  arbitrary  about 
it,  and  use  direct  controls  of  one  sort  or  another — and  I  hope  we 
won't  have  to  come  to  that — but  the  major  problem,  as  I  said  yes- 
terday, in  my  own  thinking  at  the  moment,  is  the  cost  of  living. 

J  think  we  have  got  to  get  the  cost  of  living  into  better  balance, 
ho  that  the  distribution  of  this  growth  that  you  are  talking  about 
in  this  country,  won't  be  hampered  by  pauperizing  the  great  mass  of 
the  people  through  the  erosion  of  their  savings  and  the  purchasing 
power  of  their  dollar. 

Now,  I  insist  that  the  big  man,  and  the  big  corporation,  is  the  per- 
son that  benefits  the  most  Dy  instability  in  your  price  level  and  by 
erosion  of  the  dollar.  He  can  protect  himself.  I  think  the  little 
man  is  pretty  helpless,  as  the  little-business  man  is  also  helpless.  I 
Iiave  been  a  little-business  man  on  a  small  scale,  and  I  know  what 
instability  of  prices  does  to  your  operations. 

Of  course,  you  don't  want  to  pay  any  more  interest  than  you  have 
to,  either.  That  is  another  factor.  But  don't  forget,  that  is  bor- 
rowed money,  and  when  you  borrow  money— this  idea  of  glorifying 
debt  is  a  mistake — when  you  borrow  money,  the  lender  expects  you  to 
pay  it  back,  and  one  of  the  things  we  have  noticed  around  the  Board 
is  that  some  of  the  people  that  come  in  and  talk  about  how  terrible  it  is 
that  they  can't  borrow  money,  and  then  they  get  money  from  someplace, 
on  the  fringe  level,  that  the  first  people  we  find  who  are  really  tough 
with  them  are  the  people  who  gave  it  to  them  on  the  easiest  terms, 
and  they  don't  expect  to  forgive  them  a  nickel,  when  the  payment 
comes  due. 

That  is  part  of  human  nature,  I  suppose.  But  a  lot  of  people  are 
running  around  and  talking  about,  "Oh,  my,  I  can't  borrow  this 
money.  And  in  some  instances  a  service  is  being  rendered  to  them, 
that  they  can't  borrow  the  money  at  a  given  point,  because  if  they 
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get  into  debt  beyond  what  they  can  repay,  the  community  doesn't 
seem  to  have  any  mercy  on  them. 

I  just  feel  that  one  of  the  major  things  for  people  to  understand 
is  the  proper  role  of  debt.  Debt  is  a  very  useful  thing.  Consumer 
installment  credit  is  a  very  useful  tiling.  But  there  is  some  point 
at  which  there  is  a  breaking  point,  and  it  puts  people  into  a  bad 
position  just  as  well  as  a  good  position.  We  want  tie  people  who 
buy  these  houses— and  there  is  an  unlimited  demand  for  housing — 
we  want  the  people  who  buy  these  houses  to  keep  them.  We  don't 
want  to  go  along  to  some  period  when  there  is  a  slight  recession — 
and  anybody  who  thinks  sometimes  there  won't  be  a  slight  downturn 
in  this  country,  is  just  foolish — and  at  the  first  slight  downturn  that 
comes  along,  then  all  of  these  people  are  just  over  the  barrel,  and  at 
that  time  the  people  who  gave  them  the  long-term  mortgages  at  low 
interest  rates  and  one  thing  or  another  are  not  going  to  be  generous 
and  say,  "You  can  have  another  3  months  to  pay  it  off." 

The  Chairman.  I  understand  Judge  Hansen  is  coming  here  to- 
morrow. He  is  going  to  be  out  of  the  country  for  a  few  days  after 
that,  and  it  is  the  only  time  he  can  come. 

Can  you  return  on  Friday,  Mr.  Martin  ? 

Mr.  Martin.  I  have  been  asked  to  attend,  at  11  o'clock  on  Friday, 
a  cabinet  meeting  in  connection  with  the  alert  that  the  Defense 
Mobilization  Board  is  conducting. 

I  suppose  I  could  get  out  of  that,  but  I  would  prefer  to  come  back 
on  Monday  of  next  week,  if  that  meets  with  your  approval. 

The  Chairman.  We  will  try  to  arrange  it.  We  would  be  glad  to 
continue  your  testimony  tomorrow,  but  it  is  the  only  time  Judge 
Hansen  can  come,  and  lie  represents  the  Department  of  Justice. 

The  House  will  be  in  session  in  a  few  minutes,  and  they  are  reading 
a  bill,  so  we  will  adjourn,  to  meet  tomorrow  morning  at  10  o'clock. 

We  will  try  to  arrange  a  time  for  you  to  come  back  which  will  be 
satisfactory. 

Mr.  Vanik.  Mr.  Chairman,  before  we  do,  I  would  like  to  ask  one 
question. 

The  Chairman.  Go  ahead. 

Mr.  Vanik.  Do  you  have  any  figures  which  show  that  the  increase 
in  interest  rates  has  resulted  in  an  increase  in  savings? 

Mr.  Martin.  We  don't  have  any  conclusive  figures,  Mr.  Vanik,  be- 
cause the  aggregate  savings  are  very  difficult  to  check,  where  there  is 
a  shift  from  one  institution  to  another,  as  to  whether  it  is  actually 
new  savings,  and  whether  savings  in  the  aggregate  have  increased,  is 
a  pretty  difficult  thing  to  pull  together. 

My  personal  conviction  is  that  savings  are  increasing  at  the  moment, 
but  statistically,  I  can't  prove  it  very  satisfactorily,  except  that  there 
have  been,  unquestionably,  as  a  result  of  higher  interest  rates  on  sav- 
ings accounts,  some  increases  in  savings.  However,  some  of  that  ap- 
parent increase  in  savings  lias  come  from  other  institutions  which  are 
not  paying  as  much. 

Those  institutions,  then,  on  a  competitive  basis,  have  upped  their 
rates  some,  and  the  aggregate  level  of  savings  takes  a  little  time  to 
put  together. 

Mr.  Vanik.  You  could  tell  us  pretty  quickly  what  the  total  depos- 
its are  in  the  Federal  Reserve  System  ? 
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Mr.  Martin.  I  could  give  you  that,  but  I  wouldn't  want  to  mislead 
you  on  that  basis. 

Mr.  Van tK.  Do  they  show  an  increase  under  the  interest  rise! 

Mr.  Martin,  Yes,  sir. 

Mr,  Vantk.  How  substantial  is  it! 

Mr.  Martin.  We  will  get  that  for  you. 

Mr.  Thomas.  The  time  deposits  in  commercial  banks  have  increased 
$314  billion  in  the  first  6  months  of  this  year,  compared  with  less  than 
$1  billion  in  the  same  period  last  year. 

Mr.  Vanik.  Is  that  related  to  the  interest  rate  increase? 

Mr.  Thomas.  Very  directly.  The  interest  rate  increase  went  into 
effect  on  the  first  of  the  year. 

Mr.  Vantk.  I  will  follow  this  up  on  Monday. 

The  Chairman.  The  committee  will  adjourn,  to  reconvene  tomor- 
row morning  at  10  o'clock. 

(Whereupon,  at  11 :  58  a.  m.,  the  committee  adjourned,  to  r 
at  10  a.  m.,  Thursday,  July  18, 1957.) 
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THURSDAY,  JULY   18,   1857 

House  of  Representatives  , 
Committee  on  Banking  and  Currency, 

Washington,  D.  C 

The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman)  pre- 
siding. 

Present :  Chairman  Spence,  Messrs.  Brown,  Patman,  Barrett,  Ash- 
ley, Vanik,  Coad,  Breeding,  Talle,  Kilburn,  Betts,  Mumma,  Seely- 
Brown,  Hendersonjand  Chamberlain. 

The  Chairman.  The  committee  will  be  in  order. 

We  will  resume  the  hearings  on  the  bill  before  us. 

We  have  this  morning  Judge  Hansen  of  the  Department  of  Justice. 

Mr.  Patman.  Mr.  Chairman,  before  we  proceed,  ma;  I  make  a 
request? 

I  understand  Mr.  Martin  will  not  be  able  to  be  here  Monday  but  will 
be  here  Thursday  of  next  week.  I  would  like  to  make  a  request,  Mr. 
Chairman,  that  he  be  requested  to  bring  with  him  further  specific 
information  about  the  retirement  systems  in  the  Federal  Reserve  Sys- 
tem, among  the  banks  and  the  Board,  including  the  reports  of  the  last 
2  years  on  these  retirement  systems,  for  either  fiscal  or  calendar  years, 
whichever  is  more  convenient  for  thein,  and  the  investments  that  are 
made  by  these  funds. 

The  latter  part  I  suggest  not  be  made  a  part  of  the  record  but  be 
made  available  for  the  members  to  see,  and  then  if  they  want  to  put  it 
in  the  record,  of  course,  that  is  up  to  the  committee. 

Will  you  please  request  that  that  be  furnished  \ 

The  Chairman.  I  will  ask  for  it. 

Mr.  Patman.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Judge  Hansen,  you  may  proceed  with  your  testi- 
mony. 

If  you  desire  to  read  your  statement  without  interruption,  I  am 
sure  the  committee  will  accede. 

Mr.  Hansen.  I  would  prefer  if  that  may  be  done,  thank  you. 

The  Chairman.  You  may  proceed. 

STATEMENT  OF  HON.  VICTOR  B.  HANSEN,  ASSISTANT  ATTORNEY 
GENERAL  IN  CHARGE  OF  THE  ANTITRUST  DIVISION,  DEPART- 
MENT OF  JUSTICE;  ACCOMPANIED  BY  ROBERT  A.  BICKS,  FIRST 
ASSISTANT,  ANTITRUST  DIVISION 

Mr.  Hansen.  I  appear  today  at  the  request  of  your  chairman  to 
present  Justice  Department's  views  on  certain  aspects  of  the  pro- 
posed Financial  Institutions  Act  of  1957  (S.  1451  and  H.  R.  7026), 
which  would  revise  statutes  governing  financial  and  credit  institutions. 


dbyGoogle 


lUITHly 

Imlililltf    >'OI 


.  .„  FINANCIAL   INSTITUTIONS   ACT   OF    1957 

v  -i  M  'bis  proposed  legislation  is  not  of  direct  concern  to  this  De- 
.,  ■  -mienl  'I  iw  provisions  found  in  section  23,  chapter  5  of  title  in, 
>Mvn»K  I'*11'*  iiu'i'gersand  consolidations,  however,  cover  problems  in 
wJn.h  «»'  do  luivea  vital  interest.  And  it  is  this  provision  that  I  plan 
,  *  iiitin>i>t  rati!  on  today.  Since  this  proposal  is  idivnf.ir.a1  in  both  PiUft 
ms  lomurkH  are,  therefore,  addressed  to  both  S.  IlSland  EKlm 

';  l.i.i  iim  'S-\  would,  first,  require  premerger  consent  to  most  banking 
irn  liy  (he  appropriate  banking  agencies.    "In  granting  or  with- 

na  consent,     that  proposal  specifies  "the  appropriate   agency 

iliiill  iiTmi  lake  into  consideration  whether  the  effect  thereof  may  do  to 
ItmMiii  competition  unduly  or  to  tend  unduly  to  create  a  monopoly." 
Ji  iiiiilly,  proposed  section  23  specifies  "the  appropriate  agency  may 
l  iiml  hem  let  me  emphasize  the  word  "may")  also  request  the  opinion 
■it  l  tat  Attorney  General  with  respect  to  such  question." 

Commenting  on  this  provision,  I  plan,  first,  to  stress  the  recognized 
in-i-il  for  more  effective  curbs  on  bank  mergers — a  need  recognized  by 
i  hi-.  I'rutthlent  of  flie  United  States,  this  Department,  and  Federal 
hanking  agencies  alike. 

.Sw-oinl,  1  shall  treat  why  we  believe  section  23  in  its  present  form 
l,iil.-i.j  meet  I  bin  need. 

Tli itil,  I  shall  offer  certain  alternatives  which,  in  the  main,  meet 
llii-.  major  objections  the  Department  has  to  presently  proposed  sec- 
l  ion  23. 

I'i  isl ,  I  lie  need  for  reasonable  curbs  on  bank  mergers. 

Thih  need  stems  from  present  section  7's  failure  to  cover  asset  ac- 
ijiiifiit.ioiiH  by  banks,  as  distinguished  from  stock  acquisitions.  The 
Keel  inn  provides,  as  to  stock  acquisitions,  that  it  applies  to  all  corpora* 

I  ion*  "engaged  in  commerce."  Section  7's  asset  acquisition  portion,  in 
:-harp  contrast,  covers  only  corporations  "subject  to  the  jurisdiction 
i if  tin-  Federal  Trade  Commission."  Further,  section  11  of  the  Clay- 
ton Aii  exempts  banks  from  Federal  Trade  Commission  jurisdiction 
by  specifying  "that,  authority  to  enforce  compliance"  with  section  7 
"It  hereby  vested  *  *  *  in  the  Federal  Reserve  Board  where  applicable 
to  banks,  bunking  associations,  and  trust  companies." 

On  the  basis  of  these  provisions,  the  Department  of  Justice,  as 
well  as  most  other  authorities,  has  concluded  that  asset  acquisitions 
by  luniks  are  not  covered  by  section  7  as  amended  in  1950.  Reaching 
the  same  conclusion,  the  House  Judiciary  Subcommittee  staff  report 
explained  that,  because  in  revisions  to  amendments  to  section  7 — 

II  heeanie  impracticable  to  include  within  the  scope  of  the  act,  corporations  other 
Hutu  those  subject  to  regulation  by  the  Federal  Trade  Commission.  Banks, 
which  are  placed  snunrely  within  the  authority  of  the  Federal  Reserve  Board 
by  section  11  of  the  Clayton  Act,  are  therefore  circumscribed  Insofar  as 
mercers  are  concerned  only  by  the  hold  of  section  7  *  *  •  (staff  report  to 
Subcommittee  No.  ">  of  the  Committee  on  the  Judiciary,  House  of  Representa- 
tives, 82d  Cong.,  2d  seas.  (September  1952) ). 

As  a  result,  -section  7  is  for  practical  purposes  useless  to  cope  with 
a  bank  merger  trend  that  the  Chairman  of  the  Board  of  Governors 
has  indicated  has  been  of  considerable  concern  to  the  Federal  Re- 
serve Board  (hearings  before  Antitrust  Subcommittee  (Subcommit- 
tee No.  5)  of  the  House  Committee  on  the  Judiciary,  85th  Cong., 
1st  sess.,  March  8,  1957,  p.  229). 

The  Comptroller  of  the  Currency  has  also  recently  described  the 
number  of  bank  mergers  as  "fairly  large"  (ibid.,  p.  182). 
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The  historical  sketch  of  this  bank  mercer  trend  bears  out  this 
concern  by  banking  agencies.  In  1952,  Chairman  Martin  of  the 
Board  of  Governors  revealed  that  there  were  100  bank  mergers. 
This  number  jumped  to  116  in  1953  and  more  than  doubled  to  207 
in  1954.  During  1955  bank  mergers  had  reached  a  total  of  2S2 
(hearings  on  current  antitrust  problems,  before  House  Antitrust 
Subcommittee,  84th  Cong.,  1st  sess.,  June  13,  1955,  p.  2159,  see  also 
Annual  Report  of  Board  of  Governors,  Federal  Reserve  System,  for 
1955,  p.  79). 

:  Our  latest  information  indicates  that  during  1956  the  number  of 
bank  mergers  were  again  near  the  200  mark  (hearings  before  Anti- 
trust Subcommittee  (Subcommittee  No.  5)  of  the  House  Committee 
on  the  Judiciary,  85th  Cong.,  1st  sess.,  March  8,  1957,  p.  229). 

In  highlighting  the  Federal  banking  agencies'  concern  over  this 
merger  problem,  Board  Chairman  Martin  has  stated: 

The  current  trend  In  bank  mergers  and  consolidations  Is  a  matter  which 
deserves  careful  consideration  and  one  to  which  tbe  Board  of  Governors  has 
given  a  great  deal  of  thought  *  *  *  (hearings  on  a  study  of  the  antitrust 
laws,  before  Senate  Antitrust  8ubcommitee,  84th  Cong.,  1st  seBs.,  June  24, 
1955,  p.  681). 

Consider  for  a  moment  this  bank -merger  trend  against  the  back- 
ground of  present  commercial  bank-asset  concentration.  In  11  of  16  of 
America's  principal  financial  centers,  1  bank  owns  more  than  30  per- 
cent of  all  commercial  bank  assets.  In  9  of  these  16  centers,  2  banks 
own  more  than  60  percent.  And,  in  each  of  these  16  centers,  the  first  2 
banks  own  more  than  40  percent  of  all  commercial  bank  assets  (hear- 
ings on  current  antitrust  problems,  before  House  Antitrust  Subcom- 
mittee, 84th  Cong.,  1st  sess.,  June  8, 1955,  p.  1995) .  From  these  figures 
a  clear  picture  of  a  steadily  increasing  bank-asset  concentration 
emerges. 

It  is  true  that  the  Department  may  proceed  to  a  limited  extent  under 
the  Sherman  Act  to  check  the  tide  of  mergers.  But  mergers  may  meet 
Sherman  Act  standards  and  yet  fall  before  the  Clayton  Act's  more 
stringent  bans.  The  clear  objective  of  Congress  in  its  1950  amend- 
ment to  section  7  was  to  strike  at  mergers  beyond  reach  of  the  Sherman 
Act.  The  Senate  report  accompanying  this  amendment  explains  that 
the— 

bill  is  not  Intended  to  revert  to  the  Sherman  Act  test  The  intent  here  *  *  *  Is  to 
cope  with  monopolistic  tendencies  In  their  inclplency  and  well  before  they  have 
attained  such  effects  as  would  justify  a  Sherman  Act  proceeding  (S.  Kept. 
1775,  81st  Cong.,  2d  sess.,  pp.  4-5  (1950) ). 

This  report  continues  by  stating  that  the  act's  intent  is  to  have 
"broad  application  to  acquisitions  that  are  economically  signifi- 
cant *  *  '."    The— 

various  additions  and  deletions,  some  strengthening  and  others  weakening  the  bill, 
are  not  conflicting  in  purpose  or  effect.  They  are  merely  different  steps  toward 
the  same  objective ;  namely,  that  of  framing  a  bill  which,  although  dropping  por- 
tions of  the  so-called  Clayton  Act  test  that  have  no  economic  significance,  reaches 
far  beyond  the  Sherman  Act  (ibid.). 

It  is  our  clear  aim  to  apply  a  competitive  standard  to  bank  asset  ac- 
quisitions paralleling  those  now  found  applicable  to  bank  stock 
mergers.  This  broad  aim  apart  from  disagreements  over  means  is  en- 
dorsed— in  principle — by  the  President  or  the  United  States,  the  De- 
partment or  Justice,  the  Federal  Trade  Commission,  and  appropriate 
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,.     IV  ISwdent  m  his  most  recent  economic  report  to 

.     i.l.ll^l 

,  ,i    •-    WtiW   svsulMion  to  cover  bank  mergers   by  uMt 
,-.  \   ..^..iNi-wn*    swauwic  Report  of  the  President,  January 

v     \  -»    "    *    X-.NVM»>n  of  the  Board  of  Governors  of  the 

'  V*  »    *»  ^  "••;»*  ^«itM  during  the  last  session  before  the  House 

1    '       Vt  xv, iitvt,  »  ..vnsidering  like  legislation  (hearings  be- 

x."  Sv  „,.„.;  we  ^Subcommittee  No.  5)  of  the  House  Com- 
'   '  r    ,,l.ll(Ull  x«h  Cong.,  1st  sess.,  on  H.  R.  5948,  p.  50): 

,  \.        \     .^  .w*'»»i»viiveof  this  legislation." 

'  "•',    "\  *    ...iKuiJlifrof  the  Currency  has  renewed  his  recom- 

..vSii,.ii  aimed  at  curbing  bank  mergers  via  asset 

1v„..iijh  before  Antitrust  Subcommittee   (Subcom- 

^  \.  tU'tisn?  Committee  on  the  Judiciary,  85th  Cong., 

\    :i.»7.  p.  ldS>.)     In  the  course  of  analyzing;  various 

..chvdx,  this  broad  agreement  on  principle  should 

t-uti  agreement  on  a  need  for  reasonable  restraints  on 

*    >,-  :>ivposed  language  of  section  23  fails  to  meet.    The 

■      ,  .  wii,  I  suggest,  is  basically  deficient  in  at  least  two  ways. 

.....,:  vi  up  competitive  tests  for  bank  mergers  different  from 

.  ■  -;\  to  other  sectors  of  American  business.     Second,  it 

'v**»'i>d  the  banking  area,  seriously  dissipate  enforcement 

*         '. ,     ivoul  inliaing  responsibility  for  decisions  affecting  Clayton 

|ii»th  objections,  to  my  view,  are  rooted  in  firm  prin- 

■ " ,  .'liUitbte  enforcement  and  uniform  administration  of  justice. 

>.  »!\i!v(<r  section  7  standards  for  bank  mergers.    According  to 

,  :  v,  mm  i!;l,  competitive  factors  would  be  only  one  of  numerous 

.'   ,  !vui?i  lt>  be-  taken  into  account  by  a  banking  agency  scanning 

,.. .      lU'Vond   that,  the  competitive   considerations  specified, 

ill,-  ;u'i*|uisition  may  "lessen  competition  unduly  or  tend  un- 

,. ,  u\iie  a  monopoly,"  are  novel  and  intended  simply  to  be  less 

'■  A  ii   limn  tluise  specified  by  Clayton  Act,  section  7,  for  other 

i         ...in  business.    As  a  result,  not  onlv  does  that  proposal  prescribe 

■,    ,.n  ii  nisi  standards,  but  even  that  lesser  standard  is  only  one  of 

.'»  I'ulurs  bunking  agencies  must  consider. 

i;,„lk agencies,  themselves,  realize  the  difficulties  inherent  in  con- 

,„  .nii-li  n  competitive  standard.    While  the  relevant  language 

,,  k  1 1\  ion  Art,  section  7,  has  been  on  the  books  for  almost  a  half  cen- 
mv,  proposed  section  23's  "unduly"  phrasing  is  completely  novel. 
IY,  .ionizing  this,  Chairman  Martin  has  stated: 

\\,.  recognize  *  *  •  that  you  have  a  legal  groundwork  for  substantial  les*- 

iii hi;  i'niii]ietItion  already  in  the  framework  of  the  law  and  that  it  may  not  be 

'  "..iitili'  in  use  "unduly  lessening  competition"  (hearings  on  legislation  affecting 

iiii.liiIc  mergers,  before  Senate  Antitrust  Subcommittee,  84th  Cong.,  2d  sesB_ 

Vl.iy  j:i,  ll«01n.B2). 

I'l-sl  iniony  recently  before  the  House  Antitrust  Subcommittee  high- 
lighted the  ambiguity  attached  to  the  phrasing  "tend  unduly  to  create 
ii  monopoly": 

The  Chairman.  Now  you  want  to  change  that  "tend  unduly  to  create  a  monop- 
oly, "  I  don't  fur  the  life  of  me  understand  bow  you  could  have  something  in  the 
naiure  of  an  undue  monopoly  or  anything  that  tends  to  undue  monopoly. 


,yGoogIe 


FINANCIAL    INSTITUTIONS   ACT   OF    1957  129 

Mr,  Keating.  Or  an  undue  tendency. 

The  Chairmah.  All  tendency  to  monopoly  Is  undue,  Is  it  not?  You  do  not 
want  monopolies. 

Mr.  Gidney.  No. 

The  Chaibman.  And  if  there  is  a  tendency  to  monopoly,  it  muBt  be  undue 
iu  and  by  Itself. 

Mr.  Gidney.  I  want  to  have  that  definition  of  tendency  not  so  rigid  that  every 
time— If  you  want  to  say  there  shall  be  no  bank  mergers,  well  and  good,  do  so, 
but  we  don't  want— 

The  Chairman.  Yes,  but  do  you  not  have  it  flexible  when  it  says  "tends  to 
monopoly"?    It  does  not  say  monopoly.    Anything  that  tends  toward  monopoly. 

Mr.  Gidney.  Well,  I  had  thought  so,  and  I  had  hoped  it  would  be  so  that  even 
the  "substantially"  and  the  "tend"  are  statements  which  have  rule  of  reason  In 
them.    I  am  sure  they  have. 

The  Chairman.  You  do  not  want  to  wait  until  a  monopoly  descends  upon 
'you.    If  there  is  a  tendency  toward  a  monopoly,  it  violates  the  antitrust  law. 

"You  add  something  else  now,  not  only  "tend"  but  it  must  be  an  "undue 
tendency." 

Mr.  Gidney.  I  have  noticed 

The  Chairman.  Pardon  me. 

It  strikes  me  every  tendency  toward  a  monopoly  Is  an  undue  tendency,  because 
we  all  abhor  monopolies  in  business  or  banking. 

Mr.  GinNEY.  Well,  I  wonder  when  the  tendency  occurs.  Is  that  a  simple 
arithmetic — is  that  a  problem 

The  Chairman.  That  is  a  matter  of  judicial  Interpretation  or  interpretation 
by  your  administrative  agency.  It  must  be  left  flexible,  I  should  think,  because 
of  changing  conditions,  changing  times,  changing  circumstances. 

But  I  think  you  weaken  the  definition  that  has  been  on  the  books  for  so  many 
years  by  the  addition  of  the  word  "unduly." 

Mr.  Gidney.  It  may  be  that  we — I  don't  know  whether  we  need  that.  (Hear- 
ings before  Antitrust  Subcommittee  (Subcommittee  No.  5)  of  the  House  Com- 
mittee on  the  Judiciary,  85th  Cong.,  1st  sees.,  March  8,  1957,  p.  179.  See  also, 
Attorney  General  Brownell's  comments,  Ibid.,  p.  14.) 

Further,  when  a  leading  advocate  of  the  "unduly"  language  was 
questioned  by  this  same  subcommittee  on  the  difference  between  the 
•ninduly"  standard  of  the  Financial  Institutions  Act  and  the  "substan- 
tial" standard  of  the  Clayton  Act,  he  conceded : 

*  *  *  Well,  I  think  it  would  add  up  to  a  great — to  pretty  much  the  some 
thing — my  Interpretation  of  "substantially"  might  have  been  more  generous 
than  that  of  someone  else.  We  are  thinking  about  the  same  thing — we  want 
healthy  competition.  We  don't  want  to  lessen  competition  in  an  unhealthy 
manner  (ibid., p.  177). 

In  urging  adoption  of  a  different  and  novel  standard,  which  I 
repeat,  is  but  one  of  several  factors  to  be  considered,  the  Comptroller 
of  the  Currency  has  stated : 

That  even  though  a  sizable  and  even  substantial  reduction  in  competition 
were  to  be  involved,  the  Office  of  the  Comptroller  of  the  Currency  would  favor 
and  approve  consolidations,  mergers,  and  purchases  involving  the  absorption  by 
stronk  banks  of  weak  banks  or  those  facing  imminent  or  ultimate  fiiilure  because 
of  important  asset  or  unsolvable  management  weaknesses,  lack  of  an  adequate 
banking  field  as  reflected  by  their  earnings,  usually  located  in  overhanked  cities 
or  areas  or  in  communities  too  small  to  support  a  banking  Institution. 

However,  upholding  such  an  approach  to  banking  acquisitions  need 
not  require  abandoning  traditional  section  7  standards.  For  situations 
such  as  the  Comptroller  specifies  squarely  fall  within  the  so-called 
failing-corporation  exemption,  an  exemption  firmly  embedded  in 
section  7.  As  the  House  committee  reporting  on  amended  section  7 
put  in : 
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1b  well  settled  that  the  Clayton  Act  does  not  apply  in  b 

cases.    In  the  case  of  International  Shoe  Company  r.  The  Federal  Trmde  Com- 

mixtion  (260 U.  8.291). 

The  House  report  continues : 


The  Court  therB  reasoned  that  where  the  corporation  acquired  is— 

a  corporation  with  resources  so  depleted  and  the  prospect  of  rehabilitation  m 
remote  that  It  faced  the  grave  probability  of  business  failure  *  *  •  we  bold  that 
the  purchase  of  Its  capital  stock  by  a  competitor  (there  being  no  other  prospec- 
tive purchaser),  not  with  a  purpose  to  lesseu  competition,  but  to  facilitate  1st 
accumulated  business  of  the  purchaser  and  with  the  effect  of  mitigating  aerloai 
ly  Injurious  consequences  otherwise  probable  *  *  *  does  not  substantially  lew* 
competition  or  restrain  commerce  within  the  intent  of  the  Clayton  Act  (280  U.  8. 
291  (1940)). 

Likewise  adopting  this  exception,  the  Senate  committee  report 
deemed  this  proviso  would  come  into  play  when  the  acquired  corpora- 
tion is  "heading  in"  the  "direction"  of  bankruptcy  (S.  Sept.  1776, 
81st Cong.,  1st sess.  (1940),p.7). 

Further  indicating  the  absence  of  need  for  standards  different  from 
section  7  is  this  department's  view  of  the  International  Shoe  exception. 
Thus,  mergers  have  not  been  prosecuted  where,  either  because  of  in- 
adequate management,  obsolete  equipment,  or  a  failing  market,  the 
acquired  corporation's  prospects  for  survival  seem  dim.  Gaging  the 
likelihood  or  a  future  business  success,  of  course,  may  involve  different 
factors  in  different  industries.  And,  considering  banking  mergers,  the 
Attorney  General  has  assured  thB  Senate  Banking  and  Currency  Com- 
mittee in  their  hearings  on  S.  1451,  (Study  of  Banking  Laws,  Finan- 
cial Institutions  Act  of  1957,  hearings  before  a  Senate  Committee  on 
Banking  and  Currency,  85th  Cong.,  1st  sess.,  February  18,  1957,  p. 
1014)  just  as  I  assure  you  now,  the  Department  of  Justice  would  with- 
out doubt  pay  great  heed  to  each  banking  agency's  judgment  of  a 
bank's  chances  to  prosper.  This  anticipated  pattern  of  section  fa 
enforcement  against  bank-asset  acquisitions  should  go  a  long  way 
toward  meeting  the  problem  of  "failing'"  banks  some  banking  agencies 
have  raised.  i 

But  even  more  basically,  I  urge  this  committee  to  carefully  consider 
the  wisdom  of  tailoring  section  7  strictures  to  the  assertecuy  unique 
needs  of  the  banking  industry. 

It  has  already  been  suggested  that  selective  legislation  of  this  nature 
for  banks  would  create  a  precedent  for  parceling  out  specialized  anti- 
trust legislation  to  other  Government  agencies  (premerger  notifica- 
tion hearing  before  the  Antitrust  Subcommittee  (Subcommittee  No. 
5)  of  the  House  Committee  on  the  Judiciary,  85th  Cong.  1st  sess., 
March  6, 1957,  p.  43). 

In  the  more  than  60  years  since  the  passage  of  the  Sherman  Act,  no 
one  has  suggested  its  provisions  did  not  apply  to  banks  as  to  other 
sectors  of  American  business.  And  in  fact,  some  banks  have  been  a 
party  to  prosecution  under  this  law.  (Four  complaints  under  Sher- 
man Act  in  which  banks  have  been  named  as  defendants:  United 
States  v.  Henry  S.  Morgan,  et  al.  and  the  Investment  Bankers  Associ- 
ation of  America  (D.  C.  S.  D.  N.  Y.) ;  United  States  v.  The  Mortgage 
Conference  of  New  York,  et  al.  (D.  C.  S.  D.  N.  Y.) ;  United  States  v. 
Inventors  Diversified  Services,  et  al  (D.  Minn.) ;  United  States  v. 
Chicago  Mortgage  Bankers  Association,  et  al.  (D.  C.  N.  D.  HI.). 
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Similarly,  in  the  Transamerica  case  [Transamerica  Corporation  v. 
Board  of  Governors  of  the  Federal  Reserve  System  (206  F.  2d  168 
(1953)),  cert,  denied,  1953),  never  was  it  urged  that  unamended  sec- 
tion VII.  did  not  apply  with  equal  force  to  both  banks  and  nonbanking 
corporations.  And  finally,  in  amending  section  7  in  1950,  Congress 
reiterated  prohibitions  on  stock  acquisitions  to  fit  banks  the  same  as 
all  other  corporations.  Against  this  background,  I  suggest  that  Con- 
gress move  most  slowly  in  overturning  precedent  and  creating  or  en- 
couraging special  antitrust  treatment  for  banks. 

Beyond  equitable  coverage,  enactment  of  section  23  in  its  present 
form  raises  the  serious  problem  of  insuring  uniform  antitrust  advice. 
This  proposed  section,  you  will  recall,  provides  merely  that  "the  ap- 
propriate agency"  if  it  desires  "may  *  *  •  request  the  opinion  of  the 
Attorney  General."  The  banking  agency,  however,  is  not  obliged  to 
do  so.  This  despite  the  fact  that  the  Attorney  General's  responsibility 
&nd  advice  treat  issues  different  from  those  of  the  banking  agencies. 
Chairman  Martin,  for  example,  in  his  recent  statement  before  a  House 
Antitrust  Subcommittee  characterized  Federal  Reserve  Board  func- 
tions as  follows  (hearings  before  the  Antitrust  Subcommittee  (Sub- 
committee No.  5)  of  the  House  Committee  on  the  Judiciary,  85th 
Cong.,  1st  sess.,  March  8,  1957,  p.  227)  : 

The  principal  functions  of  the  Federal  Reserve  System  lie  in  the  fields  of 
monetary  and  credit  policy  and  bank  supervision  •  *  *. 

However,  the  prosecuting  and  adjudicatory  functions  Involved  in  the  enforce- 
ment of  the  antitrust  laws  are  only  indirectly  related  to  the  Board's  principal 
responsibilities.  They  are  of  a  character  quite  different  from  the  functions 
normally  exercised  by  the  Board  In  passing  upon  particular  transactions  in  the 
bank  supervisory  field. 

In  other  words,  enforcement  of  tbe  antitrust  laws  ami  tbe  function  of  bank 
supervision  represent,  we  believe,  different  spheres  of  governmental  operations. 

Dnder  present  law,  In  addition  to  the  Board's  authority  to  bring  proceedings 
for  the  enforcement  of  section  7  of  the  Clayton  Act  where  applicable  to  banks, 
the  Attorney  General  has  an  Injunctive  authority;  and  tbe  Board  believes,  for 
the  reasons  indicated,  that  the  enforcement  of  this  section  (H.  R.  2143),  whether 
with  respect  to  acquisitions  of  bank  stocks  or  acquisitions  of  bank  assets,  Is  a 
function  wblcb  should  not  be  vested  In  the  Board. 

To  the  same  effect,  Comptroller  Gidney  has  acknowledged  (hearing 
on  legislation  affecting  corporate  mergers,  before  Senate  Antitrust 
Subcommittee,  84th  Cong.,  2d  sess.,  May  23,  1956,  p.  80) : 

I  have  not  any  competency  in  that  (the  antitrust)  field.  I  do  not 
know  what  the  courts  nave  done.  From  this  it  can  be  concluded  that 
proposed  section  23  would  fail  completely  to  insure  informed  advice 
and  a  uniform  approach  to  competitive  questions  involved  in  bank 
mergers. 

Failure  to  insure  informed  advice  on  competitive  factors  could  have 
effects  far  beyond  the  banking  field.  Without  a  right  in  this  Depart- 
ment to  intervene  in  bank  mergers,  there  might  be  as  many  different 
views  of  section  7's  standards  and  scope  as  there  are  agencies  charged 
with  its  enforcement.  The  result  could  well  be  disparities  in  view 
which  in  turn  spell  real  enforcement  inequities. 

Enforcement  effectiveness  as  well  necessitates  some  procedure  for 
the  Department's  intervention.  Otherwise,  in  the  overall  responsi- 
bility for  enforcement  of  section  7— and  here  I  refer  to  responsibility 
entirely  outside  of  the  banking  area — we  would  be  saddled  with  bank 
merger  precedents  we  had  no  voice  in  picking  or  shaping.  For  all  these 
reasons,  then,  enactment  of  proposed  section  23  in  its  present  form 
must  be  opposed  by  this  Department. 
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the  Jwcfee  De 

?.7»-  r/.''..*=  "-.  r-j»  il  j.  I  i^^ps:.  s^tii  *=er.-i=n££  of  Clapton  Act 

Hn-.r.  .;-.  "  =«-■_*  7*r:-:r«  "-.7  :--r  ::*=_;  -«*Li-ef  ~  a  Triform  application 
"f  ■..•  *■"■-  :-'i  !T-  --.  i"  —  ■:--*  x~-£-i.  In  noce  *"--*r  a  half  cen- 
"..■"'  .f  ?r>;-^.-;.  i~.~.~r^z  i..*r..;;T.  :r.i:;ir:.::.:r  m  baciirig  and  its 
■*-. ■;■*- f ..•*:»  :  <■***-.'  -.-.  \".  ■;jn;»:  ir.-i  ::r^£  :f  Azneri_"an.  business 
*.-.  ■:  r.r/....ft-  i-.  -  i.-  ■**■:.  :**rr&i  i~  izirorTA-r:  as  my  other  jetition  of 
■■-■..*  * ':..•:::.-.  N":  £•>.:  r  ;-?r:s*i  r=a*>r.  arrears  for  departing 
fy.-::  \'.i*  t.^—  -".■». 

A-  I  :..\~r  •"r%:>^7  !--i: *»-*!.  ■*■*  E*ecarm*cr.  -:f  Jisdee  favors  the 
•?■->.■::*:■  -f  -■».-_>  "r..-*rc*r=.  .ik*  orb*?  =*rser?.  -Jid^r  Clayton  Act 
-*■ "."..'.  7— >-  :  :.-..--  Iz.-iz.:  ■:■:  "lar  proTiiivr.  ~o  :v>ver  bank  assets,  as 
-  --,-,-  .;-^»  -.i:  .-  ir.>jc  i.3'j"^*:T:>>rj.  piould  :iis  committee  and 
("•-.r.ZZT--  -x.:.-'.  -.  ir.  r/.TiT*.-.  tr_a"  'ar_k  cor-SO-i-i-irion*  should,  irti- 
m;;.t  *•  >:;--.  -e.  -:vi-M  n.i*z  tnis  *:::■:::  of  :he  Financial  Institu- 

■  '■'.-..-  A-.  ■;.--  I  •:££*!•-  -.'\*  a>ioo"j;r.  of  star-dartis  and  procedures 
ro.K...v  r. j:i;>;;.-f  ri»ie  adopted  list  vear  ar.d  reiterated  in  title 
n.  ..>.-.*-.-  -.  ^.--  .T4  r.f  i.  1451  acd'H-  R.  ~>M  controlling  the 
f'.rr„.i*.'"..-   '.'.  ir.l  i']::-i-wf  by.  bank  hoMi'j  cotcpanies. 

TV.-  1; ■--.'.■:  H'".-I'"i:r.ff  0:.^par.v  Art  ;r.  ::?  er.tirety  is  adopted 
x. -;-.',-.-  ■;.  ■s'L-'t  "-v  -;.*  y-r''i!---<i*ii  !e^;!iv.'>r.  b*fon?  this  ■rommittee. 
F'.:.-rV-  :. .'.  •:.*  Ii=r.k  II-:-".  ::r.-  Cos-par.T  A--  rec'iires  the  Federal 
!:--*.-.-£:  i.-:.  !r.  :.-i^*:r.c  fr.  ir.v  pn'>p<_<W'l  r*r.k  holding  oompanT 
:.-.*.- ;*-r.  ■;:.•' !-:-r"  ■tr.-'-s  ■-■•'r.er  favors,  the  rTar.aurds  of  Clayton 
A'*  ■*■•*.■■.;.  7      A-  *>.*  V:-;u  <":.-\:rrr.ar.  of  the  Fr-i-ral  Reserve  Board 

-*--.■-    ';  f   -'--   Rait   II-:-i:^i  C  E?acy   A-t   r«<imreg   tlu»    Board.    IB 

.:--..?  .'■.  *  -■.:-  ;r:l;-at;on  by  a  bant  "r-..MiL?  o-.-mpucy  -"r  approval  of  Its 
*--,  ..-.-:■■  r.  •  *  ■■■-■£  --■".^i.  to  f?---'Af-T  ■*7T:',Lr.  *p*-:Si-  f:i-:   T*.  in.M'j'lIne  whetber 

■  ;•  .'.■-.  ■:.*  *?T  ■■*  *.i-*-  j-r»''i«"',s«l  r;«i~:-::i-n  ir..c'.ii  i«  ti->  expand  ibe>  sixe  or 
»-■*.■.■  'f  *:>  r.  A'.-t  ^■E[*tr  syft*"=".  t«?y-"'t«i  '.in-.i-^  ■•■iii*i'iT-'Et  with  the  poMIe 
:--*.■*..-  a--!  -*-  r.r«~*rrati"ii  of  rrtmpetlrlvn  in  EC*  fieM  »t  banking.  The  on- 
.(.-■  -..--<  ■;.  *>.:*  ;*,r-.-.r  :*  a  br'-a.i  ■■-*.  an-1  :c  [^  B-ards  opinion  adequate 
"  -  *  ■>.***.'  r.  -f  *?-.*■  facM  in  tfe:*  r*eard  ctH**sarily  icv.^'.rw  ciosideratlon  of 
--6  .-,.-  '.--'*  «■*-■'■  r.«l  in  M^t:f-n  T  of  :he  L"ayT«-=  Aot— that  Is.  whether  In 
*r.T  .r>.  f  '..jr.E-.<-r-*  ;n  «ay  «->t:.-«a  of  tfco  o'un:rr  -►.»  eff-rt  o?  such  ac^nlsitioo 
Ttl'.zi-  '*■  -•j!Ktat^!ai:y  to  l**.*en  competition  or  to  tend  to  create  a  monopoly. 

Ai  a  r^'ilt.  fhe  Federal  Reserve  Board  Vice  Chairman  concluded: 
v<  -;  ir.i.y  »-*■  a.s'-ire'l  tbat  the  Board  in  consideration  of  •  *  "  i  holding  com- 
r.ar  t  "  Ti'-r-  •  will  take  into  acwunt  *  •  •  whether  the  proposed  transactions 
'  :';.  :.t",'lT<-  a  Tiolatlon  of  section  7  of  the  ClaytPn  Act  or  other  statute*. 
i ']>;.*.-  dar«l  January  1%.  1^7.  from  C.  C.  Balderston.  Vice  Chairman  of  the 
federal  Pierre  Board,  to  Congreasman  Emannel  Celler.  Chairman  of  the  House 
Jii')i«iar7  '.'oamittee.  ■ 

We  'nx,  ■**-.  from  this  that  the  standards  of  section  7  of  the  Clayton 
Aft  under  present  law  as  well  as  pending  proposals  must  be  considered 
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by  the  Board  in  passing  on  formations  of,  or  acquisitions  by,  bank 
holding  companies.  Nearly  all  Federal  bank  agency  officials  accept 
this  consideration  of  section  7's  competitive  tests  in  the  holding  com- 
pany context.  In  light  of  this  background,  an  amendment  to  section 
23  to  require  section  7's  standard,  rather  than  the  pending  proposal's 
novel  "unduly"  phrasing,  to  be  considered,  along  with  other  factors, 
by  appropriate  banking  agencies  in  passing  on  bank  mergers,  should 
raise  small  o 


(2)  In  addition  to  establishing  uniform  competitive  standards  un- 
der both  the  antitrust  and  banking  laws,  section  23  should  he  revised 
to  specify  for  bank  mergers  the  same  procedures  or  cooperative  liaison, 
advice,  and  intervention  this  Department  and  the  Federal  Reserve 
Board  have  evolved  for  bank  holding  company  mergers.  As  you  may 
know,  the  Department  has  been  working  closely  with  the  Federal 
Reserve  Board  in  its  present  consideration  of  the  first  application  for 
approval  of  a  bank  holding  company  merger  under  the  1956  act.  By 
way  of  illustration,  let  me  depict  briefly  the  sort  of  mutually  advan- 
tageous cooperation  the  Board  and  this  Department  have  followed, 
which  I  believe  underscores  the  usefulness  of  incorporating  the  same  or 
similar  procedures  under  section  23. 

After  this  Department's  initial  communication  to  the  Board  indi- 
cating knowledge  of  the  proposed  company  formation,  the  Board  on 
November  29, 1956,  replied : 

*  *  •  (We)  will  be  pleased  to  advise  you  (of  any  hearing)  and  notice  of  the 
hearing  will  be  published  in  the  Federal  Register. 

On  December  11, 1956,  the  Department  responded  to  this  Board  com- 
munication as  follows : 

We  appreciate  your  advice  that,  should  the  Board  of  Governors  determine  to 
hold  a  hearing  on  this  matter,  you  will  give  us  notice.  In  the  event  the  Board 
determines  not  to  hold  a  hearing,  we  would  also  appreciate  being  advised  in 
advance  of  the  Board's  ultimate  decision  to  approve  or  disapprove  the  application. 

As  you  know — 
this  Department's  letter  went  on  to  emphasize — 

our  responsibilities  under  the  antitrust  laws  require  us  to  remain  conversant 
with  this  matter.  It  would  be  helpful,  therefore,  and  might  avoid  a  duplication 
of  work  by  two  different  agencies  on  the  same  matter,  If  you  would  be  able  to 
furnish  us  with  any  basic  competitive  Information  yon  have  collected  or  com- 
piled relating  to  these  banks  *  *  *. 

The  Board  replied  on  January  18, 1957 : 

We  will  be  very  glad  to  have  you  submit  a  statement  or  file  a  brief  at  the 
appropriate  time  if  you  decide  to  do  so.  In  the  meantime,  the  Board  or  its 
stall  will  be  glad  to  be  of  any  asisstance  It  can  to  the  Department  in  connection 
with  any  aspects  of  this  matter. 

Finally,  the  Department  on  May  8,  1957,  forwarded  to  the  Board 
a  summary  of  the  Antitrust  Division's  investigation  of  this  matter, 
the  attached  letter  of  transmittal  reading : 

After  reviewing  this  material  your  counsel  may  wish  to  supplement  evidence 
already  Introduced  on  certain  competitive  aspects  which  may  not  have  been  pre- 
viously considered.  Our  respective  staffs  have  evolved  this  procedure,  and  the 
Attorney  General  and  I  have  approved  it,  so  that  opposing  counsel  would  have 
the  opportunity,  if  they  so  desire,  to  offer  for  the  record  answering  data. 

Beyond  transmitting  this  investigative  memorandum,  in  light  of  onr  shared 
antitrust  enforcement  responsibilities,  this  Division  stands  ready  to  cooperate 
with  the  Board  and  its  staff  in  all  ways  we  properly  can.  Specifically,  for  exam- 
ple, we  would  be  glad  to  discuss  any  antitrust  issues  you  deem  rerelant.    In  any 
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*  *;>■*;->  h-vir <i  Chi:rr:.ar.  Msn;:^  eiy'-ai-i^g  :b.e  Board's  pro- 
*..:  :>.:  ■•'.'.:.?  r.sr.k  ^.rr^r>.  7.  •'>!  •:■*  r.rarir-irs  of  Senate  Anti- 
;.*.-;  '■'.- .: .'-■:.■'!-  SVc-t-oEir:-.  :::«■.  *~o  sr.:iy  :r.e  ar.t::r-.ist  law*  of  the 
■:  -•;'r-.  i.-. :  -r.^ir  adsiiiinrat -■:•'.  :r.:crrr^:s::or.  ar.d  effect  pnr- 
v,  •*:.*■*  R*s.-j:-j::iki  61"  ■  >4::-;  Cor.j-  1st  sess.  ■ : 

:o  Lave  fci;  authority  to  Ln- 
^v-ll.i  ..W21  it  desirable,  with 
i-;7il=r  MKfr  or  consolidation. 

.*./',.•••;;.;.'!;.■.  I  suggest  that  this committee  write  into  the  provisions 
■*■.■'.* s.u  £■'>  '•..*■.  saxe  antitrust  saving  clause  contained  in  Bank  Hold- 
\>  <.■,::. uv..y  provisions  1  reiterated  in  iit!e  II.  ch.  !>.  see.  61  of  the 
•.•,i'/'^i\  ! "{fixation  1.  As  a  corollary,  of  course,  since  the  saving 
s  .  -*  r*f*r*'t*>  "existing  law."  this  committee  should  also  make  clear 
■.  -  .],t*iTt  of  amendment  to  section  7  to  cover  bank  assets  as  well  as 
/./  ■■if.o'i'.khiori-.    Only  thus  would  the  antitrust  saving  clause  have 


*  itfiifiinjr  up.  acceptance  of  my  suggested  revisions  would  maintain 
•iHi.r:.i,i£  agtmcies*  primary  initial  responsibility  to  pass  on  bank 
merger-,  and  go  a  long  way  toward  insuring  effective  application  of 
'ir.ifonn  competitive  standards.  They  would  put  banks  on  a  par  with 
fiank  holding  companies  bv  making  all  mergers  in  this  field  subject 
to  'oinp'-t  itive  provisions  C'ongress  has  specified  for  bank  holding  com- 
l>ani«'.-:.  These  suggested  revisions,  taken  together,  would  mitigate,  if 
not  minimize,  the  force  of  the  Department's  objections  to  present  sec- 
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The  Chairman.  Judge  Hansen,  mergers  are  usually  effected  by  the 
acquisition  of  assets  and  not  by  acquiring  stock ;  isn't  that  true  ? 

Mr.  Hansen.  I  think  that  is  because  they  hope  to  avoid  the  pro- 
visions of  section  7  as  far  as  banks  are  concerned. 

The  Chairman.  Do  you  know  of  any  mergers  that  have  been  made 
other  than  by  the  acquisition  of  assets  ? 

Mr.  Hansen.  In  the  banking  field? 

The  Chairman.  Yes,  sir. 

Mr.  Hansen.  I  can't  name  them  specifically.  There  have  been  one 
or  two.  But  again  I  reiterate,  I  assume  the  reason  is  that  they  hope 
to  avoid  the  provisions  of  the  Clayton  Act,  which  exempts  acquisitions 
of  such  nature. 

The  Chairman.  Do  you  think  the  reason  that  they  have  pursued 
that  course  is  to  avoid  the  effects  of  section  7  of  the  Clayton  Act? 

Mr.  Hansen.  Very  definitely.  I  don't  think  there  is  any  question 
about  it. 

The  Chairman.  What  is  your  opinion  of  the  effect  of  the  word 
"unduly"? 

Mr.  Hansen.  "Unduly"  is  a  term  that  we  have  no  legal  definition  of, 
and  it  is  a  different  standard  from  that  which  is  set  forth  in  the  Clay- 
ton Act's  section  7. 

The  Chairman.  And  "unduly"  can  be  construed  in  many  different 
ways. 

Mr.  Hansen.  It  certainly  can. 

The  Chairman.  According  to  the  views  of  the  construer. 

Mr.  Hansen.  That  is  correct. 

The  Chairman.  Now  there  is  a  provision  in  this  bill  which  pro- 
vides that  a  member  bank  may  acquire  the  stock  of  other  banks,  and 
hold  it,  I  believe,  for  a  period  of  not  more  than  90  days  in  contempla- 
tion of  merger. 

What  is  your  opinion  of  that?  I  asked  Governor  Robertson  about 
that,  and  he  said  "Strike  it  out  if  you  don't  like  it."  Why  was  that  put 
inthebill? 

Mr.  Hansen.  I  can't  understand  why  it  would  be  put  in  there  be- 
cause Clayton  Act,  Section  7,  covers  the  mergers  where  there  is 
acquisition  by  stock.    I  don't  see  that  it  adds  anything. 

The  Chairman.  There  certainly  must  have  been  some  reason  for 
puttingitin. 

Mr.  Hansen.  I  didn't  draft  the  bill,  and  I  don't  know  what  the 
reason  was  behind  it.    I  don't  see  any  sound  reason  for  it. 

The  Chairman.  If  you  would  proceed  to — — 

Mr.  Hansen.  On  second  thought,  there  might  be  some  advan- 
tage; if  the  notice  was  given  of  the  intended  merger,  it  might  well  be 
that  we  could  move  in  under  section  7  of  the  Clayton  Act  for  an  in- 
junction, rather  than  have  to  try  to  unscramble  it  after  the  merger  had 
taken  place. 

The  Chairman.  Wasn't  the  purpose  to  make  mergers  easy  ? 

Mr.HANBEN.  Clayton  Act,  section  7. 

The  Chairman.  I  mean  the  purpose  of  the  amendment  in  the  bill, 
under  which  the  bank  could  acquire  the  stock  of  other  banks  in  con- 
templation of  merger.  Wasn't  the  evident  purpose  of  that  to  make 
mergers  easier  ? 
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Mr.  Hansen.  Well.  I  wouldn't  think  it  would,  unless  the  bill  afao 
would  attempt  to  exempt,  or  amend,  in  effect,  the  Clayton  Act,  section 
7.  which  holds  banks  under  stock  acquisition. 

The  Chaikman.  Is  the  Clayton  Act  now.  as  it  is  written,  sufficient 
to  prevent  mergers  that  are  contrary  to  its  provisions  ? 

Mr.  Hansen.  Yes.  sir:  I  think  it  is.  very  definitely,  sir. 

The  Chairman.  So  the  only  additional  power  you  would  like  to 
have  is  the  power  to  prevent  mergers  by  the  acquisition  of  assets. 

Mr.  Hansen.  Yes.  sir.  and.  in  the  ultimate  result.  I  see  no  difference. 
I  can't  see,  for  the  life  of  me.  why  acquisition  of  stock  should  be  placed 
in  a  different  category  than  acquisition  of  assets.  They  both  result 
in  :i  merger. 

The  Chairman.  Was  there  any  other  reason  why  the  mergers 
would  be  effected  by  reason  of  the  acquisition  of  assets  rather  than  the 
acquisition  of  stock,  except  to  evade  the  law  ? 

Mr.  Han-sen.  I  am  convinced  that  the  purpose  of  the  elimination  of 
the  bank  mergers  by  stock  acquisition  was  to  make  the  Clayton  Act 
ineffect  ive  as  far  as  banks  are  concerned. 

The  Chairman.  Well,  it  certainly  is  very  much  easier  to  effect 
these  mergers  by  the  asquisition  of  assets  than  by  stock. 

Mr.  Hansen.  Yes, sir. 

The  Chairman.  After  we  passed  the  Bank  Holding  Company  Act, 
Transamerica  Corp.  acquired,  I  think,  at  least  10  banks  across  State 
linen  bv  the  purchase  of  assets.  Now,  that  could  not  have  been  effected 
quite  ihat  rapidlv  by  the  purchase  of  stock,  could  it  ? 

Mr.  Hansen.  1  would  think  not. 

The  Chairman.  How  far  can  you  go  under  the  provisions  of  the 
Clayton  Act '.  The  merger  must  substantially  lessen  competition  or 
tend  to  create  a  monopoly. 

Mr.  Hansen.  Yes.sir. 

The  Chairman.  Take  for  example,  the  bank  mergers  that  have 
taken  place  in  New  York.  Thev  didn't  tend  to  create  a  monopoly, 
didthevi 

Mr.  Hansen.  Which  one? 

The  Chairman.  The  Chase  Manhattan  bank,  for  instance.  Notwith- 
standing their  size,  did  that  merger  tend  to  create  a  monopoly* 

Mr.  Hansen.  I  wouldn't  want  to  commit  myself  on  that  until  I 
know  all  the  facts. 

The  Chairman.  Well,  this  is  just  a  curbstone  opinion.  There  are 
so  many  large  banks  with  immense  assets,  that  even  the  merger  of 
banks  of  that  character  didn't  create  a  monopoly  because  there  is 
corn  pet  it  ion. 

Mr.  Hansen.  If  they  don't  come  under  the  provisions  of  the  Clay- 
ion  Act.  there  is  no  objection  to  the  merger. 

The  Chairman.  Would  you  say  that  the  concentration  of  economic 
power  is  a  bad  thing? 

Mr.  I  [ansen.  Well,  it  depends  on  how  much  concentration  there  is. 

The  Chairman.  Would  you  say  that  a  merger  such  as  that  would 
lessen  competition  i 

Mr.  Hansen.  I  would  have  to  have  the  specific  facts  before  I  could 
voice  an  opinion  as  to  whether  or  not  I  thought  it  tended  to  create 
a  monopoly  or  whether  it  substantially  lessened  competition. 
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I  think  you  have  got  to  take  the  facts  in  each  case.  We  have 
literally  hundreds  of  mergers  that  are  brought  to  our  attention,  and 
there  are  only  relatively  few  that  we  ever  take  action  on. 

For  example,  we  now  have  pending  only  eight  merger  cases,  and 
we  have  reviewed  literally  thousands  of  mergers.  So,  we  have  come 
to  the  conclusion  that,  certainly,  those  mergers  did  not  substantially 
reduce  competition  or  tend  to  create  a  monopoly. 

The  Chairman.  Did  not  the  word  "unduly"  render  the  whole 
section  cloudy  and  indefinable? 

Mr.  Hansen.  Yes,  sir. 

The  Chairman.  Mr.  Talle. 

Mr.  Talle.  Thank  you,  Mr.  Chairman. 

Judge  Hansen,  may  I  pursue  what  the  chairman  discussed  in  a 
different  direction.  Instead  of  New  York,  a  large  city,  let  us  look 
at  a  small  community  where  there  may  be  2  banks,  or  3,  or  possibly  4. 
Now  in  the  event  that  you  apply  this  standard  of  "substantially  lessen- 
ing of  competition,"  would  you  not  be  obliged  to  find  in  practically 
every  instance  that  there  would  be  a  substantial  lessening  of  com- 
petition ? 

Mr.  Hansen.  We  haven't  so  done. 

Mr.  Talle.  It  could  be  that  for  economic  reasons,  the  mergers  might 
be  desirable.  I  have  in  mind  that  a  bank  is  limited  as  to  what  it  may 
lend  to  one  borrower.  I  believe  my  State  has  more  small  banks,  per- 
haps, than  any  other.  That  is  a  result  of  our  State  banking  laws 
which  permit  savings  banks  to  do  commercial  banking.  Most  of  them 
are  small.  And,  therefore,  to  any  one  borrower,  such  a  bank  cannot 
lend  a  substantial  amount.  For  economic  reasons,  therefore,  merg- 
ers, in  some  cases,  might  be  desirable. 

Mr.  Hansen.  I  can  conceive  of  desirable  mergers.  There  are  many 
mergers  we  have  never  opposed. 

Mr.  Talle.  Don't  you  think,  if  this  standard  is  applied  it  would  be 
practically  impossible  for  them  to  combine? 

Mr.  Hansen.  Oh,  no.  Certainly  not. 

Mr.  Talle.  Well,  I  respect  your  opinion,  although  I  am  not  fully 
convinced.  Now,  may  I  turn  to  another  matter?  I  gather  from  your 
statement  that  you  believe  that  the  Comptroller  of  the  Currency  and 
the  Federal  Reserve  Board  go  along  with  the  thinking  of  the  Depart- 
ment of  Justice  on  this  question.  I  would  like,  therefore,  to  read 
from  the  Senate  hearings  on  the  bill. 

Mr.  Hansen.  I  didnx  mean  to  give  the  impression  that  the  Comp- 
troller of  the  Currency  would  go  along  with  all  of  our  positions  here 
at  all.    I  am  satisfied  he  probably  would  not. 

I  simply  quoted  certain  language  on  the  general  existence  of  the 
problem  and  general  thinking  with  reference  to  it. 

Mr.  Talle.  I  see.  Perhaps  it  would  be  appropriate  then,  inas- 
much as  I  have  raised  the  question,  that  I  read  what  appears  in  the 
Senate  Hearings,  on  page  1011: 

Senator  Robertsoh.  Will  the  witness  yield  at  this  point?  Governor  Robertson 
testified  before  tbls  committee  tbis  year  also. 

Mr.  Bkowmeix.  Did  be? 

Senator  Robertson.  Yes;  he  said  that  he  not  only  favored  the  objective,  but 
he  favored  the  plan. 

Mr.   Brownell.  As   outlined   In  section  23? 

Senator  Robebtson.  As  written  in  the  tentative  bill,  the  Federal  Reserve 
Board  gave  Its  emphatic  endorsement,  and  so  did  the  Comptroller  also. 
WWTS— 67— Dt.  1—10 
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s..    .v  «u»"-<*«^ntH"ti  www  w  k*  Jnst  a  little  bit  at  croea-parpoaafl  on  tbk 
jn.-in.w      '-*«•  p-'«'W*  in  rt*  N"  was  endorsed  by  a  floe  group,  which  I  call 
Fiu    ui*  •■•■••   if™"i|*   «f  £?  W" ;  hankers  and  credit  men.    It  wag  endorsed  by 
■  ih-    v.™."-—   T»»'*w  Xwt>rt*iioB.    It  was  endorsed  last  year  by   thin  com- 
.,iu-m  ..«  'v  *«*«*■/.  oN> *MMte. 
s,.  ...    kv—  .  i    -w  w~rt»*>«y  *>  far  except  yours,  in  favor  of  the  bill,  and  we 

•mm ■  «      •-    ■»*•  TV>*«*<  awni'lw,  except  yours,  In  favor  of  the  bilL     We  have 
irt,-   «v  «  V*v    *v  H*»»  all  of  the  biff  bankiuE  associations  and  credit  associa- 
......  ■.    -i'-i    •*•  -,**  Nil.    We  have  it  as  a  matter  of  record  that  the  Senate 

„.(,«  n«  .w     *.*+  |MM«<tl  It,  but  I  still  say  you  have  the  right  to  renew  your 

I  ■•      v   '-.£*!<  **(  what,  you  have  stated,  Judge  Hansen,  perhaps 
■tn  -vno  ".£  iwm  l  his  isn't  quite  so  pertinent  as  I  though  it  might  be. 
\\,>i:\i  \i'«  hko  (o  make  any  comment! 

Xh  Hv\x^n.  N«>,  I  think  that  is  a  fair  statement  We  are  cer- 
■  (■■'■!  »oi  »t  .n>ws- purposes.  I  think  we  certainly  think  alike,  that 
rioiv  Hi*  Iww  it  substantial  increase  in  mergers.  There  is  an  in- 
,  ivh-a-  >»  i-tmtviil  ration  in  the  area,  and  I  think  we  all  agree  that  there 
■JwxM  W  wnilrul  of  it.  We  have  differences  of  opinion  possibly  as 
(1.  mot U.>d,  ami  us  lo  language. 

\|i     I'm*.  That  is  all.    Thank  you,  Judge  Hansen. 
I'ho  Ohimmkn.  Mr.  Brown. 

Mr  Mui'wn.  Mr.  Hansen,  as  to  your  objections  to  section  23,  State 
t-mU  iimic  innler  supervisoiy  authorities.  It  is  the  State  authority 
tlnl  nmkw  Ihcse  decisions. 

Mr  Mannkn.  Well,  if  they  are  engaged  in  interstate  commerce 
ihvi  would  U'-  subject  to  Federal  laws. 

Mr.  ItitowN.  Do  you  care  to  make  any  other  comment  on  it? 
Mr,  Hansen.  Well,  maybe  I  misunderstood  your  question,  sir. 
Mr,  lliinww.  In  other  words,  State-chartered  banks  now,  as  far  as 
liii'iittliflioii  is  concerned,  for  consolidation  or  merger,  are  under  State 
In  « ,  miller  (he  State  supervisors  of  hanks. 
Thin  hill  changes  that  and  puts  the  authority  in  the  Federal  super- 
Mr.  Hansen'.  Xo.  it  simply  mnkes  them  subject  to  the  general  anti* 
1 1  ii- 1  laws  of  the  United  States,  to  which  all  other  commerce  and  in- 
ilii-'lrv  engaged  in  interstate  commerce  are  subject. 
Tin-re  are  many  State  regulations  and  regulatory  bodies. 
Mr.  Hitnwx.  That  is  true.     But  they  are  taking  it  all  away  from 
I  he  Si  ate  bodies  now. 

Mr.  IFansex.  Certainly  our  amendment  to  Clayton  Act  section  7 
Mould  not  interfere  with  the  supervision  and  control  of  State  banks 
by  State  supervisors,  except  in  instances  where  the  State  bank  is  en- 
gaged in  interstate  commerce,  and  in  our  opinion  violates  the  antitrust 
lit  ws,  and  then  we  would  have  a  right  to  step  in. 
Mr.  Brows.  Of  course  all  State  banks  do  business  out  of  the  State. 
Mr.  Hansen-.  T  think  that  is  true.     Therefore  I  think  it  would  fol- 
low I  hat  they  would  be  subject  to  the  antitrust  laws,  just  as  any  other 
local  industry  that  is  under  regulations  by  States. 
Mr.  Brows.  T  don't  have  any  other  questions. 
The  Chairman,  Mr.  Kilburh. 

Mr.  Kn.nrRN.  Judge  Hansen,  it  would  appear  to  be  your  contention 
that  section  7  of  the  Clayton  Act  covers  stock  acquisition  of  all  corpora- 
I  ions  engaged  in  commerce. 
Mr.  Hansen.  Yes.  sir. 
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Mr.  Kilburn.  Would  you  say  that  it  also  includes  savings  and  loan 
associations,  where  they  are  stock  associations  ? 

Mr.  Hansen.  We  have  not  had  an  instance  since  I  have  been  in 
office  of  a  Federal  savings  and  loan  merger  problem. 

Offhand,  I  would  assume  under  stock  acquisition  it  would  be  appli- 
cable to  them,  unless  there  is  some  saving  clause  somewhere  which  I 
am  not  familiar  with. 
Mr.  Kilburn.  I  don't  see  any  reason  why  they  shouldn't. 
Mr.  Hansen.  I  don't  either.     There  might  be  more  reason  why  they 
should  be  than  banks. 

Mr.  Kilburn.  Your  recommendation  seems  to  be  that  you  would 
want  section  T  of  the  Clayton  Act  to  cover  asset  acquisitions  as  well  as 
acquisitions  covered  by  stock  purchase. 

Would  this  not  subject  all  savings  and  loan  associations,  whether 
they  be  stock  or  mutual  associations,  to  the  provisions  of  section  1  of 
the  Clayton  Act,  whenever  an  acquisition  of  assets  is  involved  in  a 
merger  or  consolidation  ? 

Mr.  Hansen.  I  would  think  it  would  include  all  savings  and  loan 
associations  that  were  corporations,  since  section  7  applies  only  to 
corporations. 

Mr.  Kilburn.  On  page  4  of  your  statement,  you  point  out  that  there 
is  a  need  for  such  authority  because — 

In  11  of  16  of  America's  principal  financial  centers,  1  bank  owns  more  than  30 
percent  of  all  commercial  bank  assets. 

I  call  your  attention  to  the  fact  that  here  in  the  District  of  Columbia 
1  savings  and  loan  association  owns  more  than  28  percent  of  all  the 
assets  of  savings  and  loan  associations  in  the  District  of  Columbia. 

The  bill,  of  course,  deals  with  banks,  savings  and  loan  associations, 
and  credit  associations.   And  I  should  think  what  we  did  with  respect 
to  banks  should  also  be  made  applicable  to  other  types  of  financial 
institutions. 
Mr.  Hansen.  I  concur  in  that  a  hundred  percent. 
Mr.  Kilburn.  Thank  you,  Mr.  Chairman. 
The  Chairman.  Mr.  Patman. 
Mr.  Patman.  Thank  you,  Mr.  Chairman. 

Judge  Hansen,  I  want  to  commend  you  on  this  excellent  statement. 
I  think  it  is  in  the  public  interest  and  I  think  it  is  a  good  statement. 
Mr.  Hansen.  Thank  you,  sir. 

Mr.  Patman.  I  am  glad  to  know  that  you  are  on  the  alert  about  these 
important  matters,  and  I  think  that  you  are  really  seeking  to  protect 
thepublic  interest  in  presenting  this  statement  in  the  way  you  have. 
Tour  suggestion  about  the  word  "unduly"  is  certainly  a  good  one. 
Why  should  we  bring  in  new  definitions  when  we  nave  the  word 
"substantial,"  which  has  been  passed  on  by  the  courts  for  a  long  time? 
If  we  bring  in  this  word  "unduly"  it  will  be  25  years  before  it  can  be 
determined  by  the  courts  exactly  what  it  means,  and  all  during  that 
time  there  will  be  mergers,  and  certainly  we  can't  unscramble  the  eggs 
after  the  merger  takes  place.  I  think  your  suggestion  is  a  good  one, 
that  it  is  not  a  good  word  to  use. 

And  in  your  statement  also  you  suggest  that — 

Congress  move  most  slowly  In  overturning  precedent  and  creating  or  encourag- 
ing special  antitrust  treatment  for  banks. 
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I  think  that  is  certainly  a  fine  statement. 
Also  that — 

In  more  than  a  half  century  of  antitrust  history,  competition  in  banking  and  its 
widespread  effect  on  all  character  of  American  commerce  and  business  and 
commerce  has  been  deemed  as  important  as  an;  other  section  of  oar  economy. 
No  good  or  justified  reason  appears  for  departing  from  that  view  now. 

The  fact  is,  Judge  Hansen,  I  think  if  you  place  too  much  power  in 
these  supervisory  agencies  to  handle  bank  mergers,  that  we  shall  have 
a  conflict  of  interest  in  administration. 

The  Comptroller  of  the  Currency  and  the  FDIC  have  the  adminis- 
trative problems,  and  they  are  naturally  looking  at  it  from  the  stand- 
point of  administration. 

It  would  be  a  lot  easier  administratively  for  them  to  have  big  bonks. 
I  just  don't  know  that  they  feel  charged  with  the  public  duty  of  pre- 
venting mergers  so  much  as  they  are  with  keeping  their  eye  on  ease 
)f  administration. 

It  looks  like  a  conflict  there. 

I  believe  you  will  agree  with  me  that  before  a  merger  of  any  im- 
portance is  consummated,  arrangements  must  be  made  somewhere  for 
financing  that  merger.  That  is  the  first  thing  to  be  done,  isn't  it,  Judge 
Hansen  f 

Mr.  Hansen.  No  question  about  it. 

Mr.  Patman.  After  the  merger  is  consummated,  the  next  thing  is 
to  have  huge  banking  facilities  make  possible  the  increased  operating 
capital  that  will  be  needed  to  carry  on  the  business.  Therefore,  that 
being  true,  bigger  banks  tend  to  increase  the  possibilities  and  probabil- 
ities of  more  mergers,  making  it  easier  for  mergers,  by  having  con- 
centrated banking  and  availability  of  more  funds,  in  order  to  con- 
summate the  mergers. 

So  I  have  a  feeling  that  there  is  a  conflict  of  interest  there  among 
the  Federal  supervisory  agencies  and  the  public  interest. 

There  could  well  be—and  I  think  your  suggestions  are  very  fine, 
and  I  hope  that  the  committee,  in  considering  this  bill,  will  keep  them 
in  mind.    Every  suggestion  that  I  noted,  I  think  ought  to  be  adopted. 

I  was  particularly  impressed,  too,  by  the  fact  that  you  stated  amend- 
ments should  be  adopted  to  the  bill  that  would  not  bind  the  Attorney 
General ;  that  if  the  worst  comes  to  the  worst,  and  this  bill  should  pass 
in  its  present  form,  if  he  confers  with  these  supervisory  agencies,  he 
would  not  be  bound  by  them,  and  that  he  would  be  in  a  position  to 
bring  a  suit,  if  he  thought,  after  examination  of  what  actually  hap- 
pened, if  it  was  in  violation  of  the  antitrust  laws. 

I  think  that  is  a  very  good  amendment,  also. 

So  I  commend  you  on  the  fine  statement  you  have  made,  and  I  am. 
glad  to  know  that  you  are  looking  after  these  matters.  I  find  myself 
in  what  I  believe  to  be  complete  agreement  with  what  you  have  said. 

Thank  you  very  much. 

Mr.  Hansen.  Thank  you,  sir. 

The  Chairman.  Mr.  Betts. 

Mr.  Betts.  Judge  Hansen,  do  1  understand  from  page  11  of  your 
statement  that  it  is  your  feeling  that  under  present  law,  particularly 
the  Sherman  Act,  that  banks  can  be  prosecuted ! 

Mr.  Hansen.  Very  definitely. 

Mr.  Betts.  In  your  footnote  yon  refer  to  four  cases,  and  I  notice 
the  defendants  listed  are  the  Investment  Bankers  Association,  Mort- 
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Sge  Conference  of  New  York,  Investors  Diversified  Services,  and  the 
ortgage  Bankers  Association. 

Are  you  citing  these  cases  against  associations  in  support  of  that? 

Mr.  Hansen.  Let  me  see  if  I  get  your  question  correctly. 

Mr.  Betts.  Well,  what  I  am  getting  at  is  you  made  a  statement 
that  you  think  the  Sherman  Act  applies  to  banks,  and  you  cite  four 
■cases  to  back  that  up. 

Mr.  Hansen.  Yes,sir. 

Mr.  Betts.  In  the  cases  you  cite,  it  appears  that  banks  were  not 
defendants,  but  associations  rather  than  banks. 

Mr.  Hansen.  There  were  individuals  involved  in  each  of  those 
cases. 

Mr.  Betts.  I  see.     So  that  there  were  other  defendants. 

Mr.  Hansen.  If  you  notice,  there,  we  have  "et  al." 

Mr.  Betts.  I  thought  that  ought  to  be  clarified,  because  as  it  ap- 
pears, no  banks  were  named  as  defendants. 

So  in  each  of  those  four  cases,  banks  were  defendants  ? 

Mr.  Hansen.  Yes,  sir. 

Mr.  Betts.  Just  as  a  matter  of  clarification,  to  pinpoint  your  state- 
ment, you  feel  there  is  no  need  for  section  23 ;  that  the  present  existing 
law  should  be  amended,  or  if  section  23  is  adopted,  it  should  be 
amended  in  accordance  with  your  statement. 

Mr.  Hansen.  Yes,  sir. 

Mr.  Betts.  But  you  first  say 

Mr.  Hansen.  We  first  prefer  section  7  of  the  Clayton  Act,  amended 
to  include  banks  on  acquisitions  of  assets. 

Secondly,  if  that  doesn't  succeed,  we  then  wish  to  have  section  23 
amended. 

Mr.  Betts.  Thank  you. 
.  That  is  aH. 

The  Chairman.  Mr.  Barrett. 

Mr.  Barrett.  Not  at  this  time,  Mr.  Chairman. 

The  Chairman.  Mr.  Mumma. 

Mr.  Mcmua.  I  don't  know  that  I  have  anything  to  add  to  this  dis- 
cussion except  that  in  my  hometown,  Harrisburg,  Pa.,  it  seems  to 
me  right  now  the  chief  interest  is  bank  consolidation.  It  has  been 
done  by  the  acquisition  or  trading  of  stock. 

For  instance,  one  bank  is  taking  over  another.  And  I  have  a 
chance  to  trade  my  stock,  and  add  to  it  with  the  stock  of  the  other 
bank,  and  everybody  seems  happy  about  it. 

What  brings  about  these  consolidations  is  the  fact  that  business 
needs  more  money ;  just  as  in  the  large  cities,  our  business  friends  in 
Harrisburg  needed  more  money  than  our  banks  were  able  to  loan. 
Now,  that  has  increased  three  times.  At  one  time  $147,000  was  the 
limit  they  could  loan.    Now  you  can  get  a  half-million  dollars. 

I  think  the  bank  consolidations  there  have  brought  about  a  happy 
situation.  Of  course,  there  are  two  groups,  and  one  is  trying  to  l>e 
bigger  than  the  other,  but  I  think  it  is  taking  care  of  the  greater  need 
forloans. 

Mr.  Hansen.  I  don't  think  that  situation  would  be  in  any  way 
affected  adversely  by  our  recommendations  here. 

Mr.  Mumma.  Well,  that  is  what  I  found,  too,  especially  in  the 
trading  of  stock.  You  have  the  opportunity  to  trade.  And  every- 
body  seems  happy.   They  take  care  of  the  directors  of  the  small  banks, 
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and  it  is  an  ideal  situation,  especially  due  to  the  new  business  it  brings 
about. 

That  i»  all,  Mr.  Chairman. 

Tin*  Chairman.  Mr.  Ashley. 

Mr.  Amu.hy.  Judge  Hansen,  I  would  like  to  get  clarified  in  my  own 
mind  (ho  (motion  of  jurisdiction. 

At  I lit>  |inwent  time,  does  the  Justice  Department  have  jurisdiction 
over  llut  merger  of  national  banks,  of  State  member  banks,  and  non- 
itiPiuUti'  Uwured  banks? 

Mr.  Hanhhn.  Under  the  Sherman  Act,  we  do. 

Mr.  Aniii.hy.  Just  under  the  broad  provisions  of  the  Sherman  Act. 

Mr.  IIanhen.  And  if  it  is  stock  acquisition,  we  have  it  under  tie 
I  'lay hut  Act,  assuming  all  that  you  have  mentioned  are  engaged  in 
liiltuatate  commerce. 

Mr.  Ahulby.  Do  you  know  what  position  the  Justice  Department 
ti><*k  at  the  time  the  Kefauver-Seller  bill  was  before  the  House  and 
Moiuttti  I  That  bill,  as  you  may  remember,  exempted  banks  from 
(■inhibition  of  mergers  resulting  from  the  acquisition  of  assets. 

Mr.  Hansen.  I  wasn't  aware  of  an  issue  at  the  time.  I  don't  know 
I  hut  we  took  a  position  on  that  point. 

Mr.  Ahiilev.  Do  you  think  the  banks  should  have  been  exempt  from 
thai,  and  if  so,  why? 

M  r.  I  [anken.  Well,  for  the  very  reason  I  have  mentioned  here.  We 
ildii't  feel  the  banks  should  be  exempted  from  the  antitrust  laws. 

Mr.  Aniii-ey.  That  is  all,  Mr.  Chairman. 

The  Chairman.  Mr.  Seeley-Brown. 

Mr.  Seely-Brown.  Judge  Hansen,  am  I  correct  in  my  understand- 
ing that  you  have  come  up  here  advocating  a  uniform  application  of 
iillonr  laws  to  all  groups  alike ;  that  is  what  you  are  basically  advocat- 
ing? 

Mr.  Hansen.  That  is  correct,  and  not  different  standards  for  one 
than  for  another. 

Mr.  Seely-Brown.  And  while  there  may  be  a  difference  of  opinion 
hm  to  which  agency  of  the  Government  may  have  the  responsibility  of 
enforcing  these  rules  and  regulations,  you  would  at  least  insist  that 
they  all  be  treated  equally,  is  that  the  sum  and  substance  of  what  you 
lire  advocating? 

Mr.  Hansen.  That  is  correct. 

Mr.  Seely-Brown.  I  wanted  to  make  sure  that  was  so. 

Thank  you. 

Mr.  Beits.  Would  you  yield? 

Mr.  Seely-Brown.  Certainly. 

Mr.  Betts.  You  said  in  these  four  cases  banks  were  made  parties. 

Did  the  court  find  that  they  were  within  the  jurisdiction  of  the 
Sherman  Act  in  those  four  cases  ? 

Mr.  Hansen.  As  I  recall,  out  of  the  4, 3  were  consent  decrees,  where 
they  admitted  that  they  were  subject  to  the  jurisdiction,  and  decrees 
were  entered  accordingly. 

Mr.  Betts.  And  in  the  other  did  the  court  make  a  finding? 

Mr,  Hansen.  I  think  we  lost  that  one.  But  there  was  no  question 
of  jurisdiction  in  the  Investment  Bankers'  case.  The  court  found  no 
conspiracy,  but  it  was  never  argued  that  there  was  no  jurisdiction. 

Mr.  Betts.  Was  the  case  a  merger  case  ? 
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Mr.  Hansen.  No,  none  of  these  four  cases  were  merger  cases.    They 
were  Sherman  Act  violation  cases. 
The  Chairman.  Mr.  Vanik. 

Mr.  Vanik.  Judge  Hansen,  I  have  read  through  the  statement,  and 
I  heartily  concur  in  the  position  which  you  have  presented. 

I  have  one  question  which  passes  through  my  mind,  and  that  deals 
with  the  tremendous  number  of  Trans-America  mergers  that  took 
place  last  year. 

Is  the  Government  proceeding  anew  on  its  case  against  Trans- 
America  ? 

Mr.  Hansen.  That  was  handled  by  the  Federal  Reserve  Board.  I 
cant  answer  for  it. 

Mr.  Vanik.  To  your  knowledge,  is  the  Government  renewing  that 
case,  or  is  it  being  dropped  ? 

Mr.  Hansen.  I  can't  answer  for  the  Federal  Reserve  Board.  I 
haven't  any  information  on  it. 

Mr.  Vanik.  You  have  no  knowledge  about  it  at  all  ? 

Mr.  Hansen.  Some  of  my  staff  might,  but  I  am  not  familiar  with  it 
at  this  stage. 

Mr.  Vanik.  The  Transamerica  acquisition  of  banks  prior  to  the 
enactment  of  restrictive  legislation  was  a  glaring  disregard  of  public 
interest.  Congress  had  manifested  its  intention  to  do  something, 
and  right  under  the  wire  was  a  very  blatant  disregard  of  what  was 
being  contemplated  as  a  corrective  measure. 

In  your  opinion,  should  this  case  be  prosecuted  or  nott 

Mr.  Hansen.  If  there  is  a  violation,  it  should  be  prosecuted,  no 
question  about  it.  I  don't  know  sufficiently  of  the  facts.  I  have  cer- 
tainly seen  something  in  the  papers,  and  know  generally  what  the 
problem  is,  but  I  have  not  personally  analyzed  the  facts. 

Mr.  Vanik.  How  did  Federal  Trade  take  over  on  that ! 

Mr.  Hansen.  Federal  Reserve  Board,  not  Federal  Trade  Com- 
mission. 

Mr.  Vanik.  And  you  consider  it  not  a  concern  of  the  Justice  De- 
partment I 

Mr.  Hansen.  It  is  certainly  a  concern  of  ours  if  there  is  any  viola- 
tion of  the  antitrust  laws.  But  a  bank  holding  company's  acquisition 
of  assets  may  present  a  jurisdiction  problem  under  the  Clayton  Act, 
and  it  was  an  acquisition  of  assets,  as  I  recall. 

Mr.  Vanik.  Yes,  sir. 

Mr.  Hansen.  In  the  amendment  that  we  have  asked  for,  we  would 
certainly  have  jurisdiction. 

Mr.  vanik.  If  you  had  the  power  that  you  would  have  under  your 
proposal,  you  would  have  jurisdiction  ? 

Mr.  Hansen.  That  is  correct. 

Mr.  Vanik.  And  it  would  vest  responsibility  for  enforcement  sole- 
ly within  the  Department  of  Justice  f 

Mr.  Hansen.  As  far  as  injunctive  relief  is  concerned;  yes,  sir.  The 
Federal  Reserve  Board  also  has  section  7  enforcement  responsibilities 
in  section  11  of  the  Clayton  Act. 

Mr.VANiK.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Mr.  Henderson. 

Mr.  Henherson.  Judge  Hansen,  what  is  the  technical  difference  be- 
tween merger  and  consolidation  ?    I  see  that  both  terms  are  used. 


,yGoogIe 


144  FINANCIAL   INSTITUTIONS   ACT   OF    1957 

Mr.  Hansen.  Well,  I  have  assumed  that  they  were  used  interchange- 
ably, that  they  were  meant  to  be  the  same.  At  least  I  have  taken  them 
that  way. 

Mr.  Henderson.  Is  there  any  technical  difference  between  the  two! 

Mr.  Hansen.  From  an  antitrust  point  of  view,  I  don't  see  any. 

Mr.  Henderson.  What  is  the  difference  in  effect  between  a  merger 
by  stock  acquisition  or  one  by  acquisition  of  assets  ? 

Mr.  Hansen.  There  is  none. 

Mr.  Henderson.  What  is  the  difference  in  mechanics* 

Mr.  Hansen.  One  is  that  you  get  your  stockholders  to  agree  to  ex- 
change their  stock  for  stock  in  the  other  corporation  ultimately,  and 
ultimately  all  of  the  stockholders  are  stockholders  in  one  corporation 
and  the  assets  of  the  corporation  will  follow  the  stock. 

Mr.  Henderson.  Well  now,  you  indicated,  in  answer  to  the  chair- 
man's question,  that  you  thought  that  the  trend  towards  acquisition  of 
assets  was  in  order  to  get  away  from  the  prohibition  of  section  7  against 
acquisition  of  stock. 

Well,  actually,  do  banks  have  authority  to  purchase  stock,  to  acquire 
stock? 

Mr.  Hansen.  Well,  in  some  instances  they  may. 

Mr.  I  Ienderson.  Do  all  banks  have  that  authority  ? 

Mr.  Hansen.  That  depends  on  the  banking  regulation  as  to  whether 
or  not  they  are  so  restricted,  but  I  know  of  no  antitrust  reason  why  they 
can't  acquire  stock. 

Mr.  Henderson.  Do  they  actually  have  the  corporate  power  to 
purchase  stock? 

Mr.  Hansen.  In  some  instances,  I  would  think  so. 

Mr.  Henderson.  You  mean  purchase  stock  for  investments ! 

Mr.  Hansen.  For  what  purpose? 

Mr.  Henderson.  For  any  purpose  ? 

Mr.  Hansen.  Under  Federal  banking  laws,  banks  cannot  generally 
acquire  stock  in  a  competing  bank. 

Mr.  Henderson.  Is  that  a  banking  function  ? 

Mr.  Hansen.  The  acquiring  of  the  stock? 

Mr.  Henderson.  Yes,  sir. 

Mr.  Hansen.  Merger,  per  se,  is  certainly  not  a  banking  function, 
no  more  than  two  other  businesses,  or  areas  of  industry,  acquiring  each 
others  assets  or  stock. 

Mr.  Henderson.  Well  now,  a  bank,  as  I  would  think  of  it;  would 
not  have  authority,  for  instance,  to  acquire  the  stock  of  a  filling  sta- 
tion. 

Mr.  Hansen.  Well,  we  are  talking  about  entirely  different  things. 

Mr.  Henderson.  I  know,  but  do  they  have  the  authority,  then,  to 
buy  the  stock  of  another  bank  ? 

Mr.  Hansen.  If  they  have  the  approval  of  the  appropriate  banking 
agency,  and  if  the  situation  does  not  offend  the  Clayton  Act,  I  would 
nay  yes.  sir,  they  do. 

Mr.  Henderson.  Those  are  all  the  questions  I  have,  Mr.  Chairman. 

The  Chairman.  Mr.  Coad. 

Mr.  Coad.  Thank  you,  Mr.  Chairman. 

Mr.  Hansen,  I  value  very  highly  your  remarks  here,  and  I  think 
you  nave  probably  made  one  of  the  most  able  statements  of  any  of  the 
persons  we  have,  had  coming  before  this  committee,  and  certainly  most 
in  agreement  with  my  thinking. 
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I  would  like  to  ask  you  this  question  about  your  proposed  changes 
in  regard  to  this  legislation:  Is  there  a  difference  between  an  individ- 
ual acquiring  the  control  by  the  processes  of  stock  acquisition,  so  that 
he  could,  in  effect,  force  a  merger  but  not  through  the  name  of  a  cor- 
poration, and  get  by  with  it,  and  actually  be  in  violation  of  the  anti- 
trust laws,  but,  because  he  is  an  individual,  be  able  to  effect  it? 

Mr.  Hansen.  Under  section  7,  I  think  he  could.  I  don't  know  of 
any  instance  where  that  has  been  done,  but  I  don't  think  that  there  is 
any  provision  in  section  7 — and  I  was  just  checking — that  would  affect 
the  individual.    The  Sherman  Act,  however,  is  another  matter. 

Mr.  Coad.  All  right,  then,  could,  also,  a  given  family,  of  several 
members,  but  with  great  resources,  also  do  the  same,  but, "because  they 
are  not  incorporated,  get  by  with  it  ? 

Mr.  Hansen.  If  they  dealt  as  individuals,  I  think  they  would  be 
included  within  section  7's  corporate  requirement. 

Mr.  Coad.  But  they  could  work  as  a  unit  but  not  as  a  corporate  unit  ? 

Mr.  Hansen.  They  could  work  as  a  series  of  individuals  with  a 
common  purpose. 

Mr.  Coad.  Are  there  any  laws 

Mr.  Hansen.  Without  more  facts,  I  just  don't  know  how  that 
situation  could  be  covered. 

Mr.  Coad.  Would  you  feel  that  that  situation  ought  to  be  covered 
in  this  legislation  I 

Mr.  Hansen.  Well,  the  problem  hasn't  arisen  to  the  extent  that  we 
felt  we  should  recommend  any  action  on  it. 

Mr.  Coad.  But  you  do  admit  that  the  possibility  is  there  that  it  could 
happen? 

Mr.  Hansen.  There  is  a  possibility.  But  I  don't  know  how  many 
individuals  there  are  in  this  country  that  could  really,  individually, 
effect  a  merger  that  would  offend  the  antitrust  laws.  I  am  not  saying 
there  aren't  any.  The  problem  hasn't  come  up.  We  haven't  felt  that 
this  was  something  urgent. 

Mr.  Coad.  A  few  moments  ago,  in  reply  to  Mr.  Talle's  questioning, 
you  said  there  probably  were  some  circumstances  that  would  be  favor- 
able for  mergers. 

Would  you  outline  what  those  circumstances  would  be  ? 

Mr.  Hansen.  Well,  Packard  and  Studebaker. 

Mr.  Coad.  Are  they  banking  institutions  ? 

Mr.  Hansen.  Oh,  no,  I  thought  you  referred  to  mergers  generally. 

Mr.  Mumma.  Bethlehem  and  Youngstown. 

Mr.  Coad.  I  was  addressing  myself  to  financial  institutions,  sir. 

Mr.  Hansen.  Well,  the  financial  institution  mergers  have  been  prac- 
tically all  assets.  They  haven't  been  stock  mergers.  We  haven't  had 
the  jurisdiction  to  move  in,  and  we  haven't  found  a  situation  yet,  at 
least  recently,  where  the  test  of  the  Sherman  Act  was  sufficient  to  move 
in,  except  we  did  mention  these  four  cases,  but  they  weren't  mergers. 

Mr.  Coad.  Do  you  foresee  circumstances  that  are  favorable  for  banks 
to  merge?  Are  there  circumstances  in  your  mind  that  you  think  exist 
by  which  banks  ought  to  merge  ? 

Mr.  Hansen.  Oh,  of  course,  many.  Take  for  example  a  failing 
bank  or  too  many  banks  in  a  small  community  or  a  decreasing  popula- 
tion or  a  decreasing  industry,  where  it  is  not  profitable.  Say  where  you 
have  10  or  15  banks,  where  there  is  not  sufficient  industry  to  support 
five  of  them. 
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Mr.  Coad.  Do  the  proposals  as  outlined  In  your  statement  forestall 
that  particular  kind  of  a  merger? 

Mr.  Hansen.  I  don't  think  it  would  affect  it  at  all. 

Mr.  Coad.  In  other  words,  the  kind  of  a  merger  that  you  see  as  a 
good  merger  can  go  ahead  as  contemplated  here! 

Mr.  Hansen.  Of  course. 

Mr.  Coad.  One  final  question:  Are  you  aware  of  any  particular 
groups  that  oppose  your  plans  ? 

Mr.  Hansen.  The  hanking  groups,  the  large  banking  interests. 

Mr.  Coad.  The  large  banking  interests  oppose  what  you  have  oat- 
lined  here! 

Mr.  Hansen.  Yes,  sir. 

Mr.  Coad.  That  is  all. 

The  Chairman.  Mr.  Breeding. 

Mr.  Breeding.  Judge  Hansen,  actually,  in  your  statement,  section 
23,  chapter  5,  title  III,  would  that  be  chapter  6,  title  III  ! 

Mr.  Hansen.  Just  let  me  check  it  and  see. 

Yes,  sir,  chapter  6. 

Thank  yon  so  much  for  the  correction. 

Mr.  Breeding.  I  would  like  to  go  back  to  another  section  in  this  bill. 

Would  yon  pass  your  judgment  on  a  question  relating  to  some  other 
part  of  the  bill? 

Mr.  Hansen,  fnless  it  is  antitrust,  I  don't  feel  qualified,  sir. 

Mr.  Breeding.  Well,  it  doesn't  pertain  to  antitrust,  so  that  is  all. 

The  Chairman.  Judge  Hansen,  you  have  no  authori^ 

Mr.  Barrett.  Mr.  Chairman,  may  I  ask  Judge  Hansen  just  one 
question  ? 

The  Chairman.  Just  one  moment,  please. 

Judge  Hansen,  you  have  no  authority  to  enjoin  the  formation  of  a 
merger  ? 

Mr.  Hansen.  Generally  speaking,  yes,  sir,  we  do. 

The  Chairman.  To  enjoin  it? 

Mr.  Hansen.  Yes,  sir.  That  is  the  difference  between  us  and  the 
Federal  Trade  Commission.    We  do  have  the  right  to  enjoin. 

The  Chairman.  And  not  necessarily  to  file  a  suit  for  dissolution 
after  it  has  been  completed! 

Mr.  Hansen.  That  is  correct. 

Mr.  Barrett.  Mr.  Chairman. 

The  Chairman.  Mr.  Barrett. 

Mi-.  Barrett.  Judge  Hansen,  has  your  Department  received  any 
complaint  that  these  mergers  have  had  any  adverse  monetary  effect  on 
small  business? 

Mr.  Hansen.  Hundreds  of  them. 

Mr.  Barrett.  Hundreds  of  them! 

Mr.  Hansen.  Yes,  sir. 

Mr.  Barrett.  That  is  all. 

Mr.  Ashley.  Mr.  Chairman,  just  very  briefly 

The  Chairman.  Mr.  Ashley. 

Mr.  Ashley.  Judge  Hansen,  I  am  wondering  if  you  could  tell  me 
what  the  history  of  prosecutions  under  the  Sherman  Act  has  been,  with. 
respect  to  bank  mergers  which  have  been  in  the  nature  of  a  monopoly. 

Mr.ITANSEN.  We  haven't  had  any. 

Mr.  A  sheet.  Not  a  single  one? 

Mr.  Hansen.  No,  sir. 
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Mr.  Ashley.  And  that,  to  your  mind,  as  to  mine,  I  am  sure,  is  the 
best  illustration  of  the  ineffectiveness  of  the  Clayton  Act  provision? 

Mr.  Hansen.  Yea,  sir. 
.    Mr.  Ashley.  Thank  you. 

The  Chairman.  Dr.  Talle  has  a  question,  Judge. 

Mr.  Talle.  Judge  Hansen,  it  is  my  impression  that  your  record  is 
very  good. 

Mr.  Hansen.  Thank  you,  sir. 

Mr.  Talle.  And  I  would  like  to  commend  you  for  it. 

Competition  is  rather  difficult  to  maintain,  isn't  it? 

Mr.  Hansen.  Competition  is  difficult  to  maintain,  yes,  sir. 

Mr.  Talle.  Yes,  because  there  are  forces  working  toward  mo- 
nopoly.    It  is  human  nature  to  go  that  way. 

The  monopolist  seeks  the  highest  net  profit  per  unit,  does  he  not? 

Mr.  Hansen.  I  would  assume  so. 

Mr.  Talle.  And  that  is  not  necessarily  in  the  public  interest! 

Mr.  Hansen.  Well,  it  is  not  necessarily  bad,  or  it  is  not  necessarily 
In  the  public  interest,  that  is  correct. 

Mr.  Talle.  We  do  have  some  legal  monopolies  ? 

Mr.  Hansen.  Controlled. 

Mr.  Talle.  That  is  right;  like  the  post  office,  for  instance,  and 
utilities  of  various  kinds  which  are  regulated  so  that  public  interest 
may  be  protected. 

Mr.  Hansen.  Yes,  sir. 

Mr.  Talle.  And  there  are  some  natural  monopolies,  like  the  Kim- 
berly  diamond  mines.  Nature  made  those.  So  monopoly  isn't  nec- 
essarily bad,  which  leads  me  to  this  question : 

Is  not  your  job  made  more  difficult  by  the  problems  of  war  and  the 
problems  of  very  rapid  economic  growth  ? 

Mr.  Hansen.  No  question  about  that. 

Mr.  Talle.  Because,  as  we  survey  the  situation,  the  world  of  today 
is  a  world  of  big  wars,  big  appropriations,  big  taxes,  big  debts 

Mr.  Hansen.  And  small  salaries. 

Mr.  Talle.  Well,  we  will  see  what  we  can  do  about  that,  Judge 
Hansen. 

And  we  have  big  production  plants,  big  transportation  systems, 
communications  systems. 

Mr.  Seelt-Brown.  Don't  forget  to  mention  big  government. 

Mr.  Talle.  Big  unions,  big  sales  organizations,  and  we  have  merg- 
ers that  result  in  big  church  organizations.     And  big  government,  too. 

So  the  picture  of  today  is  one  of  bigness,  and  we  certainly  wouldn't 
want  to  label  everything  as  necessarily  bad  because  of  bigness. 

Mr.  Hansen.  I  certainly  wouldn't  want  to  be  in  that  category. 
Bigness,  perse,  certainly  is  not  bad. 

Mr.  Talle.  Right. 

Now  then,  coming  back  to  my  original  point,  the  small  town,  where 
there  may  be  a  couple  of  banks  or  three,  don't  you  think  that  in  a  soci- 
ety characterized  by  this  bigness  I  have  mentioned,  unless  we  consider 
the  economic  aspects  of  a  merger — not  that  I  am  for  them,  but  I  am 
trying  to  look  at  the  other  side,  where  there  is  a  need  for  them  on 
occasion — don't  you  think  that  unless  we  keep  these  economic  factors 
in  mind,  there  will  be  more  and  more  tendency  for  the  people  to  look 
to  Government  for  loans  when  they  need  the  big  ones? 
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Mr.  Hansen.  Well,  they  look  to  Government  for  loans  for  many 
reasons.  Whether  that  would  be  the  only  one,  I  don't  know.  But  I 
would  assume  if  we  had  competition  that  desired  to  make  the  loans, 
we  would  have  a  better  chance  of  getting  them.  Applications  for 
loans  to  Government,  of  course,  are  quite  frequent.,  because  they  get 
more  beneficial  terms,  and  the  Government  quite  frequently  is  not  as 
strict  as  to  the  security  that  is  forthcoming. 

Mr.  Talle.  There  are  many  big  loans  made,  of  course,  that  are 
not  Government  loans,  but  in  this  rapidly  changing  situation,  the 
chances  are  that  turning  to  Government  for  credit  is  a  stronger 
temptation  than  under  conditions  where  growth  is  not  so  rapid  and 
progress  proceeds  much  more  slowly. 

Mr.  Hansen.  I  think  that  is  correct 

Mr.  Talle.  Thank  you,  Mr.  Chairman. 

The  Chairman.  I  think  the  small  town,  if  it  can  support  them, 
should  have  two  banks.  The  merger  of  banks  in  a  small  place  has  a 
bad  effect  rather  than  a  good  effect,  because  it  always  lessens  com- 
petition. 

Are  there  further  questions  ? 

If  not,  Judge  Hansen,  I  want  to  congratulate  you.  Your  statement 
has  caused  more  agreement  and  less  dissension  in  this  committee  than 
any  statement  presented  to  us  in  a  long  time,  and  I  certainly  con- 
gratulate you.  It  was  a  fine  statement.  We  are  glad  to  have  your 
views,  and  I  am  sure  they  will  be  considered  by  the  committee. 

We  congratulate  you  on  representing  a  department  that  is  labeled  the 
Department  of  Justice.     That  is  what  we  are  all  trying  to  achieve. 

Thank  you  very  much  for  being  here. 

Mr.  Hansen.  Thank  you  very  much,  Mr.  Chairman. 

The  Chairman.  The  committee  will  be  in  recess,  to  reconvene  on 
Monday  at  10  o'clock. 

{Whereupon,  at  11 :  27  a.  m.,  the  committee  recessed,  to.  reconvene 
at  10  n.  m.,  Monday,  July  22, 1957.) 
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monday,  july  22,  1057 

House  op  Representatives, 
Committee  on  Banking  and  Currency, 

Washington  D.  C. 

The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman)  pre- 
siding. 

Present:  Chairman,  Spence  (presiding),  Messrs.  Brown,  Patman, 
Multer,  Barrett,  Mrs.  Sullivan,  Mrs.  Griffiths,  Messrs.  Ashley,  Vanik, 
Coad,  Anderson,  Breeding,  Talle,  Kilhum,  McDonough,  Betts,  Mum- 
ma,  McVey,  Bass,  Henderson,  and  Chamberlain. 

The  Chairman.  The  committee  will  be  in  order. 

We  have  with  us  this  morning,  Mr.  Gidney,  Comptroller  of  the  Cur- 
rency. 

His  Department  is  very  vitally  interested  in  this  bill,  and  we  will 
be  veryglad  to  hear  him. 

Mr.  Gidney,  you  may  present  your  testimony  without  interruption, 
if  you  desire  to  do  so,  and  then  you  may  be  interrogated. 

Mr.  Gidney.  Thank  you,  sir.  That  will  be  very  well. 

I  wanted  to  say  I  have  brought  with  me  Mr.  L.  A.  Jennings,  Deputy 
Comptroller,  Mr.  Roy  Englert,  counsel,  and  Mr.  McConley. 

Mr.  Patman.  Mr.  Chairman,  we  have"with  us  General  Anderson. 
I  am  sorry  he  couldn't  be  with  us  during  the  past  week. 

The  Chairman.  Yes,  sir.  We  are  very  glad  to  have  you  with  us, 
General. 

General  Anderson  was  away  on  a  very  patriotic  duty.  He  was  out  to 
see  if  his  division  is  in  proper  shape  in  case  the  country  should  need 
it.    We  are  very  glad  to  have  him  back. 

You  may  proceed,  Mr.  Gidney. 

STATEMENT  OF  HON.  BAY  H.  GIDNEY,  COMPTROLLER  OF  TEE 
CURRENCY;  ACCOMPANIED  BY  L.  A  JENNINGS,  DEPUTY  COMP- 
TROLLER ROY  T.  ENGLERT,  AND  GEORGE  E.  HcCONLEY,  LEGAL 
DIVISION,  OFFICE  OF  COMPTROLLER  OF  THE  CURRENCY 

Mr.  GroNEY.  Mr,  Chairman  and  members  of  the  committee,  I  am 
pleased  to  have  this  opportunity  to  testify  on  the  Financial  Institu- 
tions Act  of  1957.  This  is  the  most  important  banking  legislation 
which  has  been  before  the  Congress  for  many  years,  and  we  hope  that 
it  can  be  enacted  at  an  early  date. 

I  think  a  brief  comment  on  the  background  of  S.  1451  might  be  help- 
ful. During  July  1956,  Senator  J.  W.  Fulbright  of  Arkansas  an- 
nounced that  the  Senate  Banking  and  Currency  Committee  would 
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,..*i.'  *  iitidy  of  the  Federal  statutes  governing  financial  institn- 
,  m  iiwlil  ami  that  Senator  A.  Willis  Robertson  of  Virginia 
.».  iv.  »;.  chairman  of  the  subcommittee  having  this  work  in  charnt 
vi  Kolvftwm  .-t»ted  that  the  purpose  of  the  proposed  study  and 
:M,;,Mi»wuMb»— 

v  1  \  Tn  nlhuiiiHlc  obsolete  provisions  from  the  statutes  in  order 
k>  iiMkt*  Mm  financial  laws  more  workable  and  understandable 

it    Vo  mill  new  authority  where  needed  to  meet  the  present 
'ill Hiv  tieerlrtof  our  economy. 

m|>l  roller  «f  the  Currency  and  the  other  Federal  supervisory 
lytuionvi  «mv  asked  to  review  the  respective  statutes  administered  by 
i 'unii  mill  11  view  toward  recommending  changes  designed  to  accom- 
■tli  ililIiimlHlfd  purposes. 

tn  Hupt bur  1956  a  27-man  advisory  committee  headed  by  Mr. 

Kotilon  li.  <  '-rnvena  and  composed  of  26  other  individuals  prominent 
hi  I  In'  lli'hl  of  banking  and  finance  was  selected  to  assist  the  Senate 
llmliitiir  unit  Currency  Committee  in  its  study. 

i  in  November  '■)  and  10.  1956.  hearings  were  held  before  Senator 
ItnliKi  I  linn  iiii'I  members  of  the  advisory  committee  for  the  purpose  of 
H'li'ivinji;  » Ji  oral  explanation  of  the  agencies"  recommendations.  Fol- 
luiviiijt  Uwhb  hearings,  the  advisory  committee  made  a  report  and 
itx-MititiiK'iilntions  to  the  Senate  committee. 

Marly  in  .lanuarv  1957.  Senator  Robertson  released  the  text  of  ■ 
I'limiiiifMx;  print  bill  which  was  based  upon  the  175  legislative  recom- 
hixnilnl  toiiH  submitted  by  the  Federal  supervisory  agencies,  the  views 
„f  |h»  various  trade  organizations  in  the  financial  field,  the  recom- 
iniMiilatidiis  of  the  advisory  committee  and  suggestions  offered  by 
ninny  other  persons.  Hearings  were  held  on  this  proposed  bill  and 
niitiuemiciitly  Senator  Robertson  introduced  in  the  Senate  S.  1451. 
rim  i»ill  was  reported  favorably  by  the  Senate  Committee  on  Bank- 
\wy  ami  Currency,  with  a  recommendation  that  it  be  passed.  On 
Mil  red  -.'A.  1957.  S.  1451  passed  the  Senate. 

hi  our  formal  statement  we  shall  comment  only  on  those  sections 
which  contain  changes  of  first-level  importance.  'However,  we  have 
included  two  appendixes  to  our  statement  setting  forth  in  appendix 
A  Uitoft  sections  of  title  I.  the  National  Bank  Act,  which  are  not  com- 
im-iiffl  upon  specifically  but  are  endorsed  and  supported  bv  us  as  thev 
npw-nr  in  S.  1451  and  H.  R.  7026.  "  J 

Appendix  B  contains  a  list  of  sections  in  title  I  which  we  endorse 
iiinl  support  but  in  which  we  recommend  that  minor  changes  of  a 
d-chiu'cal  nature  be  made.  In  the  interests  of  brevity  we  will  not 
comment  specifically  on  the  sections  listed  in  appendix  A  or  in  ap- 
(n-ndix  B  unless  the  chairman  or  members  of  the  committee  desire  as 
to  do  so. 

'Hie  first  section  on  which  we  wish  to  make  specific  comment  in  sec- 
I  ion  5  of  title  I.  the  National  Bank  Act. 

SECTION-    3.     DEPUTY   COMPTROLI.ERS 

Section  5  would  provide  statutory  authority  for  the  appointment  of 
two  additional  Deputy  Comptrollers  of  the  Cnrrencv.  For  many 
years  each  of  the  3  Deputy  Comptrollers  has  l»een  charged  with  the 
primary  duty  of  administering  the  responsibilities  of  our  office  as  they 
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pertain  to  4  of  the  12  Federal  Reserve  districts.  On  an  average  each 
Deputy  must  review  all  matters  pertaining  to  about  1,550  of  the 
4,65"  national  hanks. 

In  addition,  all  recapitalization  programs  and  stock  dividends 
(there  were  564  during  1956),  branch  investigation  reports  (418  dur- 
ing 1956) ,  consolidations,  mergers,  and  takeovers  of  banks  (113  during 
1956),  new  charter  investigation  reports  (46  during  1956),  and  legal 
opinions  given  to  banks  numbering  many  hundreds  each  year,  are  re- 
viewed by  each  of  the  3  Deputies. 

Conferences  with  bankers  occur  daily  and  are  time  consuming. 
Each  Deputy  holds  an  annual  conference  with  the  district  chief  ex- 
aminer and  the  examiners  of  the  four  districts  he  supervises. 

Legislative  work,  the  preparation  of  a  portion  of  the  annual  re- 
port to  the  Congress,  work  with  committees  representing  various 
bankers'  organizations,  and  many  other  matters  occupy  their  time. 
Within  the  past  2  years  it  became  necessary  for  the  First  Deputy 
Comptroller  to  transfer  the  work  of  2  Federal  Reserve  districts  to  the 
chief  national  bank  examiner,  who  is  responsible  for  the  work  of  8 
assistant  chief  national  bank  examiners  located  in  Washington  and 
the  12  district  chief  examiners  located  throughout  the  country. 

When  one  of  the  present  three  Deputies  is  away  from  the  office  for 
any  reason,  it  is  very  difficult  for  the  others  to  carry  the  workload. 
Even  when  all  are  present,  a  substantial  amount  of  evening  and  week- 
end work  is  necessary.  Two  additional  Deputies  are  needed  to  relieve 
this  situation.  This  change  was  one  of  our  original  recommenda- 
tions to  the  Senate  Ranking  and  Currency  Committee.  Since  the 
Comptroller's  staff  is  paid  out  of  assessments  on  national  banks,  no 
additional  Government  appropriations  will  be  necessitated. 

SECTION  8.  CONFLICTS  OP  INTEREST  PROHIBITED 

Section  8  (a)  would  make  it  unlawful  for  the  Comptroller  of  the 
Currency  or  any  Deputy  Comptroller  to  own  stock  in  any  national 
bank.  This  has  been  the  long-standing  policy  of  the  Comptroller's 
office,  and  this  policy  extends  to  include  national  bank  examiners  and 
assistant  national  bank  examiners. 

Sections  (b)  would  make  it  unlawful  for  any  employee  of  the  Comp- 
troller to  accept  employment  in  any  national  or  district  bank  within 
2  years  after  termination  of  his  appointment  with  the  Comptroller  ex- 
cept upon  approval  of  the  Comptroller  pursuant  to  regulations  pre- 
scribed by  him.  This  provision  is  consistent  with  the  present  prac- 
tice of  our  office  and  we  have  no  objection  to  its  enactment. 

SECTION  IS.  ARTICLES  OF  ASSOCIATION 

Section  12  would  amend  the  present  law  to  provide  that  national 
banks  may  be  formed  only  with  the  approval  of  the  Comptroller  after 
consideration  by  him  of  the  factors  enumerated  in  section  15  of  the 
Federal  Deposit  Insurance  Act.  Since  1933  the  Comptroller  has  been 
required  in  the  case  of  newly  organized  national  banks  to  certify  to 
the  Federal  Deposit  Insurance  Corporation  that  the  bank  is  authorized 
to  transact  the  business  of  banking  and  that  consideration  has  been 
given  to  the  factors  enumerated  in  section  6  of  the  present  Federal  De- 
posit Insurance  Act. 
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Prior  to  1933  there  was  uncertainty  about  the  extent  of  the  Comp- 
troller's authority  to  deny  new  charter  applications,  and  for  ap- 
proximately the  first  50  years  after  passage  of  the  National  Bank 
Act  in  1863  the  various  Comptrollers  of  the  Currency  considered 
they  were  without  authority  to  deny  such  applications  unless  they 
had  reason  to  suppose  the  bank  was  being  organized  for  "other  than 
the  legitimate  objects  contemplated  by  this  act."  This  change  was 
recommended  by  us. 


SECTION    14.   COMMENCEMENT  OF  BUSINESS  J   SECTION    15.    CAPITAL 

In  accordance  with  one  of  our  recommendations,  sections  14  and 
15  would  provide  that  no  national  bank  shall  be  authorized  to  com- 
mence the  business  of  banking  until  100  percent  of  its  capital  stock 
has  been  paid  in.  Under  the  present  statute  only  50  percent  of  the 
capital  stock  is  required  to  be  paid  in,  but  since  at  least  1935  it  has 
been  the  practice  of  the  Comptroller  to  require  that  100  percent  of 
the  capital  stock  of  a  newly  organized  national  bank  must  be  paid 
in  before  it  shall  be  authorized  to  commence  business. 

SECTION    20.   PREFERRED   STOCK 

Section  20  would  permit  national  banks  to  issue  preferred  stock 
with  the  approval  of  the  Comptroller,  after  determination  by  him 
that  the  most  practicable  method  of  obtaining  desired  and  needed 
additional  capital  is  through  the  issuance  of  preferred  stock.  We 
believe  that  under  the  language  of  the  bills  the  issuance  of  preferred 
stock  by  national  banks  should  be  approved  by  the  Comptroller  only 
in  urgent  or  unusual  situations  or  under  emergency  conditions,  and 
we  believe  that  national  banks  should  be  permitted  to  issue  preferred 
stock  only  in  such  situations.  Consequently,  we  favor  adoption  of 
section  20  as  it  appears  in  this  bill. 

The  reasons  for  our  views  may  be  summarized  as  follows: 

(a)  More  than  1,600  national  banks  have  sold  in  excess  of  $1 
billion  of  new  common  capital  during  the  past  10  years.  Much  of 
this  in  our  opinion  would  have  been  in  the  form  of  preferred  stock 
if  the  Comptroller  had  been  willing  to  approve  its  issuance.  It  is 
clear  that  common  stock  is  an  adequate  vehicle  for  raising  new 
capital  in  national  banks  under  normal  conditions. 

(ft)  The  increased  weight  of  risk  of  an  enlarged  volume  of  business 
predicated  on  newly  acquired  preferred  capital  would  rest  in  the 
first  instance  on  the  common  shareholders.  The  new  preferred  capi- 
tal would  justify  an  enlarged  volume  of  risk  assets,  or  more  fully 
justify  the  existing  volume  of  such  assets,  from  the  standpoint  of 
depositor  protection,  but  it  must  not  be  overlooked  that  the  full 
weight  of  the  increased  risk  would  bear  first  on  the  common  share- 
holders. Over  a  period  of  time  this  would  result,  in  our  opinion, 
in  the  common  stock  of  banks  losing  some  and  perhaps  much  of  its 
present  high  standing  as  a  sound  investment.  The  sale  of  preferred 
slock  would  tend  to  become  the  general  rule  in  bank  recapitalization 
programs,  and  the  sale  of  common  stock  much  pore  difficult. 

If  preferred  stock  were  to  be  approved  as  a  medium  of  normal  bank 
recapitalization,  it  is  obvious  the  Comptroller  would  have  to  establish 
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sound  policies  relative  to  the  proportion  of  preferred  stock  that  could 
be  issued  by  a  bank  in  relation  to  its  common  capital  stock  or  its  overall 
capital  structure.  It  would  be  undesirable  for  a  bank  to  have  a  capital 
structure  top  heavy  with  nonvoting  (except  under  certain  conditions) 
preferred  stock  controlled  by  a  thin  layer  of  common  stock.  It  is  true 
the  Comptroller  could  control  this  in  initial  instances,  but  if  a  bank 
issued  preferred  stock  in  reasonable  proportion  to  its  common  stock 
and  then  by  reason  of  growth  or  asset  losses  found  it  necessary  again 
to  raise  additional  capital,  and  this  proved  possible  only  through  the 
issuance  of  more  preferred  stock,  the  Comptroller  would  be  forced  to 
choose  between  foregoing  the  additional  capital  protection  needed  by 
the  bank's  depositors,  or  permitting  the  bank's  capital  structure  to 
become  topheavy  with  preferred  stock. 

Naturally,  in  such  a  situation  the  additional  preferred  capital  would 
be  approved,  with  the  result  that  the  amounts  of  preferred  stock  issued 
by  particular  banks,  over  a  period  of  time,  would  be  dictated  more  by- 
exigencies  than  by  the  sound  policies  initially  established  by  the  Comp- 
troller. 

(e)  One  additional  point  is  worthy  of  mention.  If  banks  were  to 
use  the  avenue  of  preferred  stock  for  normal  capital  increases,  it  is 
easy  to  conceive  of  problems  that  would  arise  when  some  of  those 
banks  required  emergency  recapitalization.  The  two  classes  of  stock 
already  outstanding  (common  and  preferred)  could  very  well  necessi- 
tate adding  a  third  class  of  stock  outranking  both  the  existing  common 
and  preferred  stocks.  It  is  disturbing  to  contemplate  the  complica- 
tion^ that  would  ensue  from  three  classes  of  stock  with  an  almost 
infinite  number  of  possible  variations  in  preferences  as  to  dividends, 
retirement,  voting  rights,  voluntary  and  involuntary  liquidation, 
which  would  give  rise  to  conflicts  of  interest  between  the  several  classes 
of  shareholders. 

SECTION  2 1 .     DIVIDENDS 

In  accordance  with  one  of  our  original  recommendations  section  21 
would  amend  present  law  to  make  it  clear  that  national  banks  may 
declare  and  pay  dividends  quarterly,  semiannually,  or  annually,  and 
that  they  are  not  confined  to  declaring  and  paying  semiannual  divid- 
ends. In  addition,  this  section  would  require  the  approval  of  the 
Comptroller  to  be  obtained  if  the  total  of  all  dividends  declared  by  a 
national  bank  in  any  calendar  year  is  to  exceed  the  total  of  its  net 
profits  for  that  year  combined  with  its  retained  net  profits  of  the 
preceding  2  years,  less  any  required  transfers  to  surplus  or  a  fund  for 
the  retirement  of  any  preferred  stock. 

The  purpose  of  this  change  which  we  recommended  in  a  slightly 
different  form  is  to  prevent  depletion  of  the  capital  funds  of  a  bank 
through  excessive  dividends.  We  believe  that  the  formula  contained 
in  the  bills  will  accomplish  this  purpose  and  will  also  give  the  banks 
enough  leeway  that  the  Comptroller's  approval  will  not  be  required 
in  the  case  of  normal  and  usual  dividends.  We  believe  that  these 
provisions  will  enable  the  Comptroller  to  effectively  cope  with  the 
infrequent  case  where  a  self-serving  ownership  seeks  to  take  out  of  a 
bank  an  unduly  large  part  of  capital  funds  by  an  excessive  dividend 
or  dividends. 

853  75— 57— pt.  1 11 
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■KCTION    2  2.   SHAREHOLDERS   LIST 


At  the  time  of  initial  consideration  of  changes  to  be  made  in  the 
banking  laws  we  recommended  that  the  right  of  shareholders  of  a 
national  bank  to  inspect  the  list  of  shareholders  provided  for  in  this 
section  should  be  qualified  by  a  requirement  of  a  showing  of  a  proper 
purpose  not  inimical  to  the  interests  of  the  bank. 

Tliis  recommendation  was  approved  by  the  Advisory  Committee  for 
the  Study  of  Federal  Statutes  Governing  Financial  Institutions  and 
Credit  (report,  pp.  5,  6),  but  was  not  incorporated  in  S.  1451,  nor  is 
it  contained  in  II.  K.  702B. 

Our  recommendation  was  based  upon  the  reasoning  that  share- 
holders of  national  banks  should  have  no  greater  right  of  access  to 
shareholders*  lists  than  the  shareholders  of  corporations  generally. 
That  right  is  generally  limited  to  the  right  to  inspect  the  shareholders' 
list  upon  a  showing  of  a  proper  purpose  not  inimical  to  the  interests 
of  the  corporation.  The  present  provision  related  back  originally 
to  the  double  liability  provisions  of  law,  and  there  is  no  longer  any 
need  for  the  rights  of  shareholders  to  be  any  broader  in  the  case  of 
■ml  tonal  banks  than  in  the  case  of  corporations  generally.  We  recom- 
mend that  the  rights  of  shareholders  to  have  access  to  the  shareholders' 
list  be  confined  to  cases  in  which  there  is  a  showing  of  a  proper  purpose 
•lot  inimical  to  the  interests  of  the  bank. 


.    DISCLOSURE   OF    STOCK    OWNERSHIP 


Section  2->  would  add  an  entirely  new  provision  of  law  which  would 
require  the  record  owner  of  stock  in  any  national  bank,  within  90  days 
after  enactment  of  the  act  or  within  ;W  days  after  becoming  the  record 
owner,  whichever  is  later,  to  notify  the  Comptroller  in  writing  of  the 
name  of  any  person  or  pei-sons  having  a  benelicial  or  equitable  interests 
nt  such  stock  in  excess  of  5  percent  of  the  outstanding  shares  of  the 
bunk.  Tlie  section  would  provide  that  in  the  case  of  stock  held  in 
trust,  the  requirement  may  be  satisfied  by  filing  a  copy  of  the  trust 
Instrument  with  the  Comptroller.  Any  change  in  beneficial  or  equit- 
able interests  in  national  hank  stock  would  have  to  be  reported  to  the 
Comptroller  by  the  record  owner.  The  transferee  of  national  bank 
stock  would  be  required  to  cause  his  name  to  be  listed  as  the  record 
'iwiipt  within  3d  days  after  the  transfer. 

We  are  opposed  to  adoption  of  section  23.  We  do  not  believe  that 
the  merits  of  such  legislation  would  justify  the  substantial  amount  of 
additional  work  which  would  be  required  of  bank  stockholders  by 
these  criminal  provisions. 

Furthermore,  adoption  of  this  section  might  serve  to  discourage  in- 
vestment in  bank  stock  by  many  desirable  investors  including  those 
holding  stock  in  a  fiduciary  capacity. 

In  many  cases  the  burden  of  furnishing  a  list  of  all  beneficiaries  of 
a  trust  or  the  undesirability  of  filing  a  copy  of  the  trust  instrument, 
will,  in  our  opinion,  cause  trustees  to  consider  avoiding  investment  in 
bank  stock. 

In  addition,  this  section  would  raise  serious  questions  as  to  whether 
or  not  nominee  registration  could  lie  used  in  the  case  of  bank  stock. 

The  statutes  of  36  States  authorize  the  use  of  nominee  registration 
for  fiduciary  assets,  the  purpose  being  to  permit  a  ready  sale  and 
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transfer  of  stock  held  in  a  fiduciary  capacity  without  the  necessity  of 
submitting  trust  instruments. 

For  these  reasons  we  recommend  that  section  23  not  be  adopted.  If, 
however,  it  is  to  be  enacted,  we  recommend  that  the  proposed  law  be 
binding  only  on  the  record  owner  or  owners  of  10  percent  or  more  of 
the  stock  of  a  national  bank.  We  would  not  be  vitally  concerned  with 
smaller  holdings  of  such  stock.  We  recommended  also  that  if  this  sec- 
tion is  to  be  adopted,  nominee  registration  be  specifically  recognized  by 
an  amendment  to  the  next  to  last  sentence  which  would  provide  that 
the  transferee  of  any  such  stock  shall,  within  30  days  after  such  trans- 
fer, cause  his  name  "or  that  of  his  nominee"  to  be  listed  as  the  record 
owner  thereof.  This  would  not  destroy  the  effectiveness  of  the  section, 
since  the  record  owner,  whether  the  actual  owner  or  a  nominee,  would 
have  the  responsibility  of  making  the  required  reports. 

SECTION    2  6.    ELECTION   OF  DIRECTORS 

In  section  26  (c)  mandatory  cumulative  voting  in  the  election  of 
directors  of  national  banks  has  been  eliminated  and  provision  made 
forpermissive  cumulative  voting  in  those  banks  which  desire  it. 

We  have  previously  testified  both  before  this  committee  and  before 
the  Senate  Banking  and  Currency  Committee  in  favor  of  similar  legis- 
lation after  being  advised  by  the  Bureau  of  the  Budget  that  there 
was  no  objection.  We  strongly  endorse  this  provision  of  the  bill  and 
recommend  that  it  be  enacted 

SECTION    20.    REMOVAL  OF   OFFICERS   AND   DIRECTORS 

This  section  provides  that  hearings  held  by  the  Board  of  Governors 
of  the  Federal  Reserve  System  to  remove  directors  or  officers  from 
office  shall  be  subject  to  review  as  provided  in  the  Administrative 
Procedure  Act  "and  the  review  by  the  court  shall  be  upon  the  weight 
of  the  evidence." 

The  Administrative  Procedure  Act  provides  that  the  reviewing 
court  shall  set  aside  agency  action  "unsupported  by  substantial  evi- 
dence." 

Thus  it  seems  that  here  is  an  inconsistency  in  saying  the  review 
shall  be  as  provided  by  the  Administrative  Procedure  Act,  and  then, 
adding  that  the  review  shall  be  upon  the  weight  of  the  evidence. 

We  recommend  that  review  should  be  as  provided  in  the  Adminis- 
trative Act  and  that  that  portion  of  the  fourth  sentence  of  section  29> 
referring  to  review  upon  the  weight  of  the  evidence  should  be  deleted- 

SECTION    31.     CORPORATE   POWEKS 

Section  31  (a)  (9)  would  authorize  any  national  bank  to  grant  op- 
tions to  purchase  its  capital  stock  to  its  employees  or  to  employees  of 
any  subsidiary  corporation.  We  are  aware  that  stock-option  plans 
are  now  in  effect  in  40  percent  of  the  corporations  whose  stocks  are 
listed  on  the  New  York  Stock  Exchange  and  are  gaining  increased 
use  in  industry  generally,  and  that  the  justification  given  is  that  they 
are  necessary  in  the  procurement  and  retention  of  top-rank  officers. 
The  only  reason  it  is  necessary  to  enact  specific  legislation  to  permit 
national  banks  to  formulate  and  use  stock-option  plans  is  because  of  the 
preemptive  stock  purchase  rights  of  existing  shareholders  when  addi- 
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i i|  .iiiM'k  i.n  Hold,    We  believe  that  banks  should  be  on  a  parity  with 

f.i l, it  rorponitioiis  with  respect  to  their  right  to  use  such  plans  but 
H>,i(  linn-  ulionid  be  appropriate  safeguards  such  as  those  contained 
in  lino  ullb-ififttion. 

I  ihIm-  this  subsection,  national  banks  could  adopt  stock-option 
1.I.111A  only  with  the  approval  of  the  Comptroller  of  the  Currency. 
I  lift  ( loin  pi  roller  could  approve  only  restricted  stock-option  plana 
» Inili  qualify  under  section  421  of  the  Internal  Revenue  Code  of  1954 
and  no  ntock  options  could  be  approved  by  the  Comptroller  unless  the 
-.pi  ion  prine  is  not  less  than  S5  percent  of  the  fair  market  value  of  the 
ahhU't  or  H">  percent  of  the  book  value  of  the  shares,  as  determined  by 
i  In:  Comptroller,  whichever  is  greater. 

Wi:  winU  to  rail  the  attention  of  the  committee  to  the  fact  that  whan 
Mi  in  fcuhiection  was  adopted  on  the  floor  of  the  Senate  there  was  in- 
feftftj-.fi,  we  believe  through  inadvertence,  a  clause  which  would  require 
il.al.  compliance  of  the  option  price  with  the  85  percent  limitation  he 
ilin-rininwl  as  of  the  date  the  option  is  exercised.  Obviously',  it  is  im- 
practical to  provide  that  the  option  price  must  comply  with  the  85 
p):r'<-nt  limitation  at  the  time  the  option  is  exercised.  Such  a  require- 
ment must  become  effective  at  the  time  the  option  is  granted.  Thus, 
in  order  to  make  this  section  workable,  the  language  ''determined  as 
<,f  the.  dare  the  option  is  exercised"  should  be  changed  to  read  "deter- 
mined as  of  the  date  the  option  is  granted." 

SECTION    32.     DEALING   IN    SECURITIES 

Section  32  (b)  would  provide  that  a  national  bank  may,  with  the 
approval  of  the  Comptroller,  purchase  and  hold  for  not  more  than 
'.)>)  days  stock  of  another  bank  as  a  step  in  a  proposed  absorption  of 
men  other  bank  through  merger,  consolidation,  acquisition  of  assets 
and  a—'imption  of  liabilities,  or  otherwise.  We  are  opposed  to  en- 
actment of  this  proposal. 

Two  or  more  national  banks  may  merge  or  consolidate  only  upon  the 
approval  of  the  holders  of  two-thirds  of  the  stock  of  each  bank.  Once 
a  hank  owned  control  of  another  bank,  the  shareholders  of  the  acquir- 
ing bank  would,  as  a  practical  matter,  have  very  little  choice  but  to  vote 
for  the  proposed  merger  or  consolidation.  We  do  not  believe  that  it 
j-  proper  for  the  officers  or  directors  of  a  national  bank  even  with  the 
prior  approval  of  the  Comptroller,  to  use  the  bank's  money  to  acquire 
-io-k  in  another  bank  as  a  first  step  to  merging  or  consolidating  with 
tiijil  bank.  We  have  a  like  belief  with  respect  to  similar  Federal  legis- 
lation  affecting  State  banks  that  are  members  of  the  Federal  Reserve 
System. 

SECTION  33.    TBrST  POWERS 

In  accordance  with  our  recommendation  section  33  would  transfer 
from  the  Board  of  Governors  of  the  Federal  Reserve  System  to  the 
Comptroller  of  the  Currency  the  authority  to  grant  trust  powers  to 
national  banks  and  to  regulate  the  exercise  of  those  powers.  It  seems 
to  n=  that  this  is  logical. 

This  is  a  matter  which  concerns  national  banks  alone.  These  banks 
are  chartered  by  the  Comptroller  of  the  Currency  and  their  entire  ac- 
tivities including  their  trust  activities  are  supervised  by  him.  There 
would  seem  to  be  no  adequate  reason  why  the  authority  to  grant  per- 
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mission  to  national  banks  to  exercise  trust  powers  and  to  regulate  the 
exercise  of  those  powers  should  not  be  vested  in  the  Comptroller  of 
the  Currency,  rather  than  in  the  Board  of  Governors. 

SECTION  34.    MAXIMUM  LOAN  LIMITATIONS 

Subsection  (b)  (6)  (B)  is  an  entirely  new  section  which  is  designed 
to  permit  national  banks  to  make  loans  secured  by  title  documents 
covering  refrigerated  or  frozen,  readily  marketable  staples  when  such 
property  is  fully  covered  by  insurance  in  amounts  up  to  25  percent 
of  capital  and  surplus.     This  change  was  recommended  by  our  office. 

Subsection  (b)  (7)  (B)  is  an  entirely  new  section  designed  to  permit 
national  banks  to  acquire  obligations  of  dealers  in  dairy  cattle  which 
bear  a  full  recourse  endorsement  or  an  unconditional  guaranty,  in 
amounts  up  to  25  percent  of  capital  and  surplus.  This  change  was 
recommended  by  our  office. 

Section  34  (b)  (12)  would  add  a  new  exception  to  the  basic  10  per- 
cent limit  on  loans  which  may  be  made  by  national  banks  to  any  one 
person  or  group.  This  exception  which  was  recommended  in  substance 
by  our  office  is  designed  to  deal  specifically  with  installment  consumer 
paper.  It  would  provide  for  such  paper  a  limitation  of  15  percent  of 
the  bank's  capital  and  surplus  in  addition  to  the  basic  10  percent  of 
capital  and  surplus.  Thus,  a  national  bank  would  be  permitted  to 
purchase  consumer  paper  which  was  endorsed  or  guaranteed  by  a 
single  dealer  in  amounts  up  to  25  percent  of  its  capital  and  surplus 
regardless  of  whether  the  paper  were  negotiable  or  nonnegotiabfe. 

Under  present  exception  2,  negotiable  paper  endorsed  or  guaran- 
teed by  a  single  dealer  can  be  purchased  by  a  national  bank  without 
limit,  but  nonnegotiable  paper  is  subject  to  the  basic  10  percent  limit. 
Thus,  the  proposed  exception  represents  a  substantial  liberalization 
insofar  as  nonnegotiable  paper  is  concerned. 

This  subsection  also  provides  that  with  respect  to  installment  con- 
sumer paper,  if  the  bank's  files  or  the  knowledge  of  its  officers  of  the 
financial  condition  of  each  maker  of  such  obligation  is  reasonably  ade- 
quate and  upon  certification  by  an  officer  of  the  association  that  the 
responsibility  of  each  maker  of  such  obligations  has  been  evaluated 
and  the  association  is  relying  primarily  upon  each  such  maker  for  the 
payment  of  such  obligations  the  10  percent  limit  as  to  the  obligation 
of  each  such  maker  shall  be  the  sole  applicable  loan  limitation.  In 
other  words,  this  provision  would  permit  a  national  bank  to  acquire 
installment  consumer  paper  from  any  one  dealer  in  unlimited  amounts 
if  with  respect  to  that  portion  of  the  paper  in  excess  of  25  percent  of 
its  capital  and  surplus  it  places  reliance  upon  the  maker  of  the  paper 
rather  than  the  dealer. 

The  proposed  exception  12  can  be  regarded  as  more  restrictive  than 

§  resent  law  only  with  respect  to  negotiable  paper  purchased  from  one 
ealer  and  endorsed  or  guaranteed  by  him.  Under  present  exception 
2,  such  paper  may  be  purchased  by  a  national  bank  without  limit  but 
under  the  proposed  exception  12,  the  limit  will  be  25  percent  of  the 
capital  and  surplus  unless  there  is  an  evaluation  of  the  financial  con- 
dition of  the  maker  of  each  obligation  in  excess  of  the  25  percent  limit. 
We  believe  it  to  be  a  sound  principle  that  a  bank  should  not  rely 
upon  the  financial  strength  of  any  one  dealer  in  amounts  in  excess  of 
25  percent  of  its  capital  and  surplus  but  that  if  paper  in  excess  of  that 
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amount  is  to  be  purchased  from  a  single  dealer,  the  financial  condition 
of  tlie  maker  of  each  obligation  over  the  25  percent  limit  should  be 
evaluated  and  the  bank  should  be  relying  upon  the  maker. 

SECTION  35.    MAXIMUM  RATE  OF  INTEREST 

There  has  been  added  at  the  end  of  subsection  (a)  of  section  35  t 
new  section  which  would  have  the  effect  of  permitting  national  banks 
to  discount  paper  on  the  same  basis  permitted  to  State  banks  in  the 
States  wherein  they  are  located. 

In  many  States  it  has  been  held  by  courts  of  competent  jurisdiction 
that  the  purchase  of  paper  from  a  dealer  by  a  State  Dank  is  a  purchase 
and  sale  transaction  to  which  the  interest  laws  do  not  apply.  In  those 
States  there  is  no  limit  on  the  rates  which  State  banks  may  charge  on 
discount  transactions.  In  other  States  such  transactions  are  subject 
to  the  interest  laws  of  the  State,  and  the  rates  which  State  banks  may 
charge  are  limited  by  those  laws.  Under  the  Federal  statute  national 
banks  are  similarly  limited.  The  purpose  of  the  addition  to  this 
statute  is  to  make  clear  that  national  banks  are  on  a  parity  with  State 
banks  with  respect  to  discount  transactions. 

SECTION  3  8.    REAL  ESTATE  LOANS 

Section  36  will  make  several  changes  in  present  law  dealing  with 
real  estate  loans  which  may  be  made  by  national  banks.  The  first 
change  will  permit  national  banks  to  make  loans  on  leaseholds  which 
have  at  least  10  years  to  run  beyond  the  maturity  date  of  the  loan. 

Under  present  law,  leasehold  loans  can  be  made  only  if  there  is  a 
renewable  lease  for  the  period  of  not  less  than  99  years  or  a  lease  hav- 
ing a  period  of  not  less  than  50  years  to  run, 

These  restrictions  on  leasehold  loans  have  proven  unrealistic  and  the 

f >resent  provision  of  law  has  been  of  little  benefit  either  to  national 
>anks  or  to  prospective  borrowers. 

The  second  change  which  would  be  made  would  permit  national 
banks  to  make  loans  to  finance  the  construction  of  industrial  or  com- 
mercial buildings  having  maturities  of  not  more  than  18  months  where 
there  is  a  valid  and  binding  agreement  entered  into  by  a  financially 
responsible  lender  to  advance  the  full  amount  of  the  bank's  loan  upon 
the  completion  of  the  buildings. 

Such  loans  would  not  be  regarded  as  real  estate  loans  but  would  be 
regarded  as  construction  loans  subject  to  the  aggregate  limit  on  such 
loans.  This  change  would  also  increase  the  aggregate  limit  on  con- 
struction loans  from  50  percent  of  capital  to  100  percent  of  capital 
and  surplus. 

The  third  change  would  permit  national  banks  to  make  working 
capital  loans  to  manufacturing  concerns  without  regard  to  limitations 
on  real  estate  loans  even  though  the  loans  are  secured  by  liens  on 
the  manufacturing  plants. 

This  provision  would  be  applicable  only  to  loans  where  repayment 
is  expected  to  be  made  out  of  the  operations  of  the  borrower's  business, 
and  the  bank  is  relying  primarily  on  the  borrower's  general  credit 
standing  and  forecast  of  operations. 

The  fourth  change  would  permit  national  banks  to  make  construc- 
tion loans  upon  the  security  of  purchase  contracts  entered  into  pur- 
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suant  to  the  provisions  of  the  Public  Buildings  Purchase  Contract  Act 
of  1954,  or  the  Post  Office  Department  Property  Act  of  1954.  Such 
loans  would  be  regarded  as  ordinary  commercial  loans  and  not  as  real 
estate  loans,  even  though  the  banks  might  hold  mortgages  on  the  real 
estate. 

Under  the  proposed  contracts  with  the  Administrator  of  General 
Services  or  Postmaster  General,  the  banks  would  be  protected  by  bid 
and  performance  bonds  with  financially  responsible  sureties,  thus 
assuring  the  banks  that  the  loans  can  be  made  to  qualify  for  repayment 
by  the  United  States  in  annual  installments  extending  over  a  period  of 
from  10  to  25  years  as  provided  in  the  above-mentioned  statutes. 

It  is  believed  that  this  legislation  should  be  enacted  to  permit 
national  banks  to  participate  in  the  financing  of  the  construction  of 
public  buildings  and  post  offices. 

We  recommend  all  of  these  changes  and  with  minor  exceptions  they 
appear  in  the  bill  as  we  recommended  them.  We  recommend  that 
section  36  be  adopted  as  it  appears  in  the  bill. 

SECTION   39.    BRANCH  OFFICES 

Section  39  (a)  as  adopted  by  the  Senate  provides  that  a  national 
bank  may  retain  and  operate  such  branch  or  Dranches  as  it  may  have 
in  lawful  operation  "on  February  25,  1927."  Enactment  of  this  sec- 
tion in  this  form  will  raise  serious  questions  as  to  the  status  of  all  na- 
tional bank  branches  established  subsequent  to  February  25,  1927, 
and  in  lawful  operation  at  the  date  of  approval  of  the  Financial  In- 
stitutions Act  of  1957. 

It  is  essential  that  there  be  substituted  for  "on  February  25, 1927," 
the  language  "at  the  date  of  the  approval  of  this  act."  This  will 
merely  nave  the  effect  of  permitting  all  national  banks  to  retain  and 
operate  the  branches  which  they  have  in  lawful  operation  when  the 
Financial  Institutions  Act  of  1957  becomes  law. 

We  are  certain  that  it  was  not  the  intention  of  the  Senate  to  cast 
doubt  on  the  status  of  national  bank  branches  lawfully  established 
since  1927. 

If  this  correction  is  made,  that  portion  of  subsection  (a)  which  re- 
lates to  branches  continuously  maintained  and  operated  for  a  period 
of  more  than  25  years  preceding  February  25,  1927,  should  be  elimi- 
nated. 

This  provision  was  originally  enacted  in  1927  and  was  designed 
to  permit  national  banks  to  retain  in  operation  branches  which  they 
had  operated  for  25  years  prior  to  1927.  Any  such  existing  branches 
which  were  made  lawful  by  this  provision  of  the  1927  Act  will  be  in 
lawful  operation  at  the  time  of  enactment  of  the  Financial  Institu- 
tions Act  of  1957  and  may  be  legally  retained  under  the  first  part  of 
subsection  (a).  Therefore,  there  is  no  longer  any  need  for  the  second 
portion  of  this  subsection  and  it  is  recommended  that  all  after  the 
comma  he  deleted. 

In  section  39  (b)  there  would  be  added  a  provision  which  would 
permit  merged  or  consolidated  banks  to  retain  and  operate  any  of  the 
branches  of  the  bank  under  whose  charter  the  merger  or  consolidation 
js  being  effected  which  are  in  lawful  operation  immediately  prior  to 
the  effective  time  of  the  merger  or  consolidation. 
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Clits  1'iwinioii,  which  we  recommended,  is  to  make  it  clear  that  when 
*  w\f  i.-uhI  lunik  acquires  another  bank  by  consolidation  or  merger,  the 
^■niKmiliitf  I'link  may  retain  in  operation  all  of  its  branches  without 
i  \w  ntwwily  of  obtaining  the  approval  of  the  Comptroller  of  the  Cur- 
*vin-i  «ni|  without  the  necessity,  technically,  of  closing  and  reopening 
iW-  I'i4hr.lnm. 

I'iiiW  priMftnt  law  the  Comptroller  must  reauthorize  all  of  the 
i»*tn  t1(«  „f  tlw  continuing  bank  which  were  established  subsequent  to 
t\-.  .in*!  y  aft,  HI27,  and  issue  new  branch  certificates  covering  such 
'■■  4t>rhtui.  Since  this  amendment  would  cover  only  the  branches  of  the 
*'■''"."'.";«  bank  which  are  in  lawful  operation,  "it  would  involve  no 
t«">.>ii>ilily  of  permitting  avoidance  of  State  branch  banking  laws  or 
ituiiijf  iiati<ma]  banks  competitive  advantage  over  State  banks  in  the 
(filter  of  branching. 

SECTION   40.    CHANGE   OF    NAME  OR   LOCATION 

|  I  Iiih  section  would  be  amended  to  require  that  the  approval  of  the 
I  oinplroller  be  obtained  for  a  change  in  location  of  the  main  office 
i>f  a  national  bank  within  the  limits  of  the  city,  town,  or  village  in 
winch  it  is  located.  Under  present  law  the  Comptroller's  approval 
ih  nut  required  for  a  change  of  location  within  the  same  city. 

HKCTI0N    44.    RESTRICTIONS   ON   ENGAGING   IN    THE  BANKING    BUSINESS 

Section  44  (a)  (1)  (2)  would  amend  present  law  to  prohibit  the 
receipt  of  deposits  by  any  person,  corporation,  and  so  forth,  even 
though  incorporated  under,  and  authorized  to  engage  in  the  business 
of  receiving  deposits  by,  the  laws  of  any  State,  un'ess  subjected  by  the 
laws  of  the  State  wherein  located,  to  examination  and  regulation. 
This  is  designed  to  prevent  the  acceptance  of  deposits  by  anyone  whose 
deposit  activities  are  not  examined  and  regulated. 

SECTION  47.   GENERAL  PROVISION  FOR  AMENDING  ARTICLES 

Section  47  contains  an  entirely  new  provision  setting  forth  the  man- 
ner in  which  articles  of  asociation  of  a  national  bank  may  be  amended. 
Our  office  receives  many  inquiries  on  this  subject, 

SECTION  4  8.   EXAMINATIONS  OF  BANKS 

Section  48  (c)  contains  an  entirely  new  provision  which  would  au- 
thorize the  Comptroller  whenever  he  deems  it  necessary  to  require  any 
national  bank  to  have  an  audit  by  an  independent  individual  or  firm 
approved  by  the  Comptroller. 

SECTION  50.    CONFLDENTtALnT  OF  EXAMINATION  REPORTS 

Section  50  would  make  examination  reports,  related  correspondence 
and  papers,  and  other  information  obtained  by  the  Comptroller  of  the 
Currency  in  the  exercise  of  his  visitatorial  powers,  confidential  docu- 
ments privileged  against  disclosure  without  the  consent  of  the  Comp- 
troller of  the  Currency. 

This  is  in  accordance  with  one  of  our  recommendations  and  we  favor 
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While  there  is  presently  a  Treasury  Department  regulation  on  this 
subject,  this  regulation  has  not  served  to  eliminate  controversies  or  to 
prevent  attempts  on  the  part  of  ligitanta  to  subpena  such  documents 
for  use  in  court. 

Consequently,  it  is  deemed  desirable  that  the  confidential  and  privi- 
leged status  of  reports  of  examinations  and  related  documents  be 
made  statutory.  In  all  cases  that  have  come  to  our  attention,  informa- 
tion legitimately  needed  from  the  reports  of  examination  is  obtain- 
able from  the  books  of  the  bank  involved  which  can,  of  course,  be 
subpenaed.  Usually  the  litigant  desires  the  report  of  examination 
to  determine  whether  the  bank  examiners  have  criticized  particular 
assets  or  the  management  of  the  bank  and  we  do  not  regard  this  as  an 
appropriate  use  of  the  report. 

So  far,  the  Treasury  Department  has  successfully  resisted  attempts 
to  subpena  these  records  although  in  a  recent  case  it  was  necessary 
to  appeal  an  adverse  decision  to  a  United  States  Court  of  Appeals. 

We  believe  that  adoption  of  our  proposal  will  serve  to  eliminate 
further  controversies  with  respect  to  this  matter,  and  to  eliminate  the 
possibility  of  bank  examination  reports  being  made  public. 

There  has  been  included  in  section  50  a  proviso  to  the  effect  that 
such  documents  shall  be  made  available  to  the  committees  of  the  Con- 
gress upon  request.  This  proviso  would  seem  ineffective  to  compel 
the  Comptroller  to  make  such  documents  available  if  it  is  determined 
by  the  Executive  that  it  would  not  be  in  the  public  interest  to  do  so. 
We  do  not  see  how  this  proviso  changes  the  situation  as  it  presently 
exists,  so  we  are  not  opposed  to  it,  although  we  would  prefer  its  deletion. 

SECTION    51.    STATE  EXAMINATION   OH  LICENSE  PROHIBITED 

This  is  an  entirely  new  section  recommended  by  our  office,  which 
would  prevent  States  from  requiring  national  banks  to  become  licensed 
under  State  laws  or  to  qualify  under  State  laws  as  licensed  lenders  in 
order  to  purchase  or  discount  paper  or  for  other  purposes. 

In  several  States  comprehensive  laws  have  been  enacted  covering 
the  making  of  small  loans  and  installment  loans,  and  the  purchase  of 
such  loans  from  other  lenders.  Some  of  these  laws  such  as  that  in 
Pennsylvania  prohibit  dealers  from  selling  installment  paper  to  any 
lender  who  has  not  qualified  under  the  State  law  as  a  licensed  lender. 
The  effect  of  such  a  law  may  be  that  national  banks  must  become 
licensed  and,  in  effect,  agree  to  be  examined  by  State  authorities,  or 
be  deprived  of  the  opportunity  to  purchase  installment  paper. 

Such  laws  are  in  our  opinion  clearly  unconstitutional  as  applied  to 
national  banks.  That  this  is  so  has  been  recognized  by  the  superintend- 
ent of  banks  of  the  State  of  New  York  who  very  recently  issued  a  rul- 
ing to  the  effect  that  national  banks  need  not  obtain  a  license  under  the 
New  York  statute.  Other  States,  however,  have  not  recognized  the  un- 
constitutionality of  their  laws  as  applied  to  national  banks  and  we 
believe  it  would  be  very  desirable  if  legislation  were  enacted  expressly 
providing  that  national  banks  shall  not  be  required  to  secure  a  license 
as  an  incident  to  their  authority  to  make  loans  or  discount  paper  and 
that  no  State  law  may  interfere  with  the  right  of  national  banks  to 
make  loans  or  purchase  installment  paper,  either  by  prohibiting 
dealers  or  others  from  selling  such  paper  to  a  national  bank  which  has 
not  become  licensed,  or  in  any  other  manner. 
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Similar  considerations  would  arise  if  State  laws  should  be  * 
wliirli  wuii  Id  appear  to  curtail  other  powers  granted  to  national  banks 
l.v  I''im1itiiI  wiiii nit'  or  exercised  under  Federal  statute  as  incidental 
liiiriliihjf  |m»wi<i-k. 

HM-1IONH  li:i,  ;■  I,  5S,  AND  6T.    CONSOLIDATIONS  AND  MERGERS  OF  HANKS 

N'ltninnnui  minor  changes  have  been  made  in  these  sections  prescrib- 
ing I  lu»  maimer  in  which  national  banks  may  be  consolidated  or  merged 
Willi  ul Inn-  national  banks  or  with  State  banks.  These  changes  are 
<li»>igned  primarily  to  make  uniform  the  provisions  relating-  to  notice, 
i  iglilh  of  (I isscnl  lllfi  shareholders,  transfer  of  fiduciary  functions,  etc 
ll  in  believed  tlnit  there  should  be  uniformity  in  the  technical  require- 
n.ciith  cif  three,  sections  insofar  as  possible.  We  regard  the  changes 
muilii  art  diwirithle  iiml  recommend  that  these  sections  be  adopted  as 
llii-.V  »|»|it»llP  in  tlie bill. 

SECTION    58.    VOLUNTARY  DISSOLUTION 

Heel  inn  liH  contains  a  new  provision  which  would  require  that  in  case 
ofnnlnof  I  lie  assets  of  a  national  bank  to,  and  the  assumption  of  itsde- 
|n)ni|.  liabilities  by,  another  bank,  the  approval  of  shareholders  own- 
ing two  thirds  of  the  stock  of  the  bank  must  be  obtained  unless  an 
I'lriergency  exists  and  the  Comptroller  specifically  waives  this  require 
fiienl.  Under  present  law  shareholder's  approval  is  not  required  for 
it  bulk  wile  of  the  bank's  assets  to  another  bank  as  a  preliminary  step 
to  iilaciiig  the  bank  into  voluntary  liquidation. 

1'iii!  Comptroller  has  insisted  that,  shareholders  vote  on  and  approve 
Mich  transactions,  but  we  believe  the  shareholders  should  have  a  statu- 
iiiry  right  to  vote  on  the  vital  question  of  selling  the  bank's  assets. 

SECTION  ni .    WINDING  UP  BUSINESS  OF  BANK 

'I'll  is  section  would  amend  present  law  so  as  to  substitute  the  Fed- 
eral Deposit  Insurance  Corporation  in  the  place  of  the  Comptroller  of 
I  lie  Currency  with  respect  to  all  insured  national  banks  placed  in  re- 
ceivership  where  the  Federal  Deposit  Insurance  Corporation  is  ap- 
pointed receiver.  The  Federal  Deposit  Insurance  Act  requires  the 
I  Comptroller  to  appoint  the  Federal  Deposit  Insurance  Corporation  as 
receiver  of  any  insured  national  bank  which  is  placed  in  receivership 
mid  provides  that  the  receiver  shall  not  be  subject  to  the  direction  or 
supervision  of  the  Secretary  of  the  Treasury  or  the  Comptroller  of 
tlie  Currency. 

SECTION  04.    CONSKRVATORS 

Section  fi4  (j)  contains  an  entirely  new  provision  of  law  which  per- 
mits the  appointment  by  the  Comptroller  of  a  conservator  for  any 
bank  under  his  jurisdiction  whenever  there  have  been  substantial 
lusses  arising  from  defalcation  the  amount  of  which  is  uncertain  and 
cannot  be  ascertained  without  an  examination  of  the  bank,  giving  rise 
i  o  u  doubt  as  to  the  solvency  of  the  bank. 

In  such  instances,  the  Comptroller  under  existing  statutes  must  act 
at  once  to  appoint  the  Federal  Deposit  Insurance  Corporation  as  re- 
ceiver or  recommend  that  tlie  Corporation  make  a  loan  on  the  unac- 
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ceptable  assets  of  the  bank  so  as  to  permit  the  acquisition  by  another 
bank.  Time  does  not  usually  permit  the  obtaining  of  all  of  the  facts 
necessary  to  arrive  at  an  informed  decision.  We  regard  it  as  highly 
desirable  that  there  be  enacted  legislation  permitting  the  Comp- 
troller in  such  instances,  if  the  circumstances  warrant,  to  appoint  the 
Federal  Deposit  Insurance  Corporation  as  conservator  of  an  insured 
national  bank  pending  a  thorough  examination  of  the  affairs  of  the 
bank  so  that  an  informed  determination  can  be  made  as  to  the  full 
extent  of  the  loss  and  the  possibilities  of  recapitalization. 

This  would  enable  the  Comptroller  to  determine  whether  the  bank 
may  be  recapitalized,  and  continued  in  operation,  whether  the  Federal 
Deposit  Insurance  Corporation  should  be  appointed  receiver  and  the 
bank  liquidated,  or  whether  it  would  be  in  the  best  interests  of  all 
concerned  for  a  loan  to  be  made  by  the  Federal  Deposit  Insurance 
Corporation  against  the  security  of  specified  assets  and  the  remaining 
assets  acquired  by  some  other  bank  which  would  also  assume  the 
deposit  liabilities. 

_  The  rights  of  all  parties  will  be  better  protected  if  some  period  of 
time,  not  exceeding  30  days,  is  made  available  for  the  necessary  ex- 
amination and  study  of  the  condition  of  such  insured  banks.  This 
section  would  require  the  Federal  Deposit  Insurance  Corporation  to- 
commence  making  payments  under  its  insurance  liability  to  depositors 
as  soon  as  possible  after  it  is  appointed  conservator. 

SECTION    OS.    LAWFUL   RESERVES   IN    TERRITORIES   AND  POSSESSIONS 

This  section  will  change  present  law  to  eliminate  the  requirement 
that  the  Comptroller  must  approve  the  banks  at  which  the  reserves 
of  national  banks  located  outside  the  continental  United  States  must 
be  kept,  and  would  permit  such  reserves  to  be  kept  in  any  banks  that 
are  members  of  the  Federal  Reserve  System  located  in  a  central  Re- 
serve or  Reserve  city.  Banks  located  outside  the  continental  United 
States  are  not  required  to  be  members  of  the  Federal  Reserve  System 
but  are  required  to  keep  reserves  equal  to  15  percent  of  deposits. 

Under  present  law  four-fifths  of  the  required  reserves  may  consist 
of  balances  due  from  national  banks  approved  by  the  Comptroller 
of  the  Currency  and  located  in  central  Reserve  or  Reserve  cities.  It 
is  undesirable  to  require  approval  by  the  Comptroller  of  the  banks 
with  which  reserve  balances  are  to  be  kept  since  as  a  practical  matter 
he  could  hardly  refuse  to  approve  any  bank  chosen  without  giving 
rise  to  undesirable  consequences.  The  member  banks  with  which  re- 
serve balances  are  to  be  kept  should  be  chosen  by  the  nonmember  na- 
tional banks  on  the  same  basis  as  correspondent  banks  are  normally 
chosen  and  the  Comptroller's  approval  should  not  be  required. 
Payment  by  the  Federal  Deposit  Insurance  Corporation,  and  the  Fed- 
eral Reserve  Board  for  the  use  of  reports  of  examination  of  na- 
tional banks 

In  one  of  our  original  recommendations  to  the  Advisory  Committee 
(No.  37)  we  recommended  that  in  order  to  eliminate  inequities  and 
to  restore  a  more  equitable  balance  between  the  State  and  National 
banking  systems,  the  Federal  Deposit  Insurance  Corporation  and  the 
Federal  Reserve  System  should  be  required  to  make  certain  payments 
to  the  Office  of  the  Comptroller  of  the  Currency. 
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\W  $*hwqu*«tly  suggested,  as  an  alternative .proposal,  that  pey- 
«*w«  to  «wvK>  bv  the  Board  of  Governors  of  the  Federal  Reserve  Svi- 
l\vm  a  »*«(  I  to  fVlVral  Deposit  Insurance  Corporation  to  the  Comptroller 
vf  \\>#  tS»rwWy  for  copies  of  the  reports  of  examination  of  national 
Ivmfcx  whVh  »W  regularly  given  to  the  Federal  Reserve  System  and 
^  «\ MilttbV  to  the  Federal  Deposit  Insurance  Corporation,  of  M 

I^vrnw  wt  tto  cost  of  making  such  examinations,  25  percent  to  ba 
-.WW  hv  (to  Federal  Reserve  System  and  25  percent  by  the  Federal 
I  WM*in  iwwwnce  Corporation. 

TliU  mHuumendation  was  not  adopted  and  is  not  included  in  the 
Ml.  I  Imwvw,  it  is  apparent  that  there  is  an  existing  inequity  which  is 
tMvMneutal  to  the  national  banking  system.  For  this  reason  we  urge 
ttot  Hit*  committee  give  careful  consideration  to  our  proposal  and 
\\\n\  it  to  enacted  into  law. 

Nttiioiml  hanks  now  bear  the  full  expense  of  the  supervision  and  the 
MKIlttllfttiona  which  they  receive  from  the  Comptroller's  Office.  The 
ciil  itv  ^x|!t>iit»a  of  the  Comptroller's  Office  are  paid  out  of  assessment! 
Iiwltnt  oi)  national  banks.  State  banks,  on  the  contrary,  which  an 
Mi(HM'vi*d  and  examined  by  the  Board  of  Governors  of  the  Federal 
Uiwi've  System,  or  the  Federal  Deposit  Insurance  Corporation,  a* 
wull  an  by  the  respective  State  banking  departments,  do  not  bear 
iliivi't  ly  any  of  the  expense  of  such  Federal  supervision  and  ezamina- 

lit  the  vast  majority  of  oases  State  banks  are  examined  jointly  hy 
ttiu  State  authorities  and  by  the  examiners  of  the  Federal  Reserve 
bank*  or  the  Federal  Deposit  Insurance  Corporation.  In  many  States 
minli  examinations  are  conducted  only  once  a  year.  By  conducting 
joint  examinations  with  Federal  examiners  State  banking  depart- 
liitmlH  nro  enabled  to  operate  with  smaller  staffs  and  at  less  expense  to 
the  State  banks. 

Thus  State  banks  are,  in  varying  degrees  depending  on  the  particn- 
lur  State,  subsidized  by  the  Federal  Government  through  the  Federal 
Htwi'Ve  System.    The  national  banks  receive  no  similar  benefit. 

In  addition,  State  banks  are  subsidized  by  national  banks  through 
tin*  Federal  Deposit  Insurance  Corporation.  All  national  banks  in  the 
eont.inontal  United  States  are  members  of  the  Federal  Reserve  System 
anil  ure  insured  by  the  Federal  Deposit  Insurance  Corporation.  All 
of  the  funds  of  the  Federal  Deposit  Insurance  Corporation  are  de- 
rived from  insurance  assessments  on  insured  banks,  including  national 
banks,  and  the  latter  have  paid  in  approximately  50  percent  of  the 
existing  Federal  deposit  insurance  fund.  Thus  national  banks 
through  their  payments  to  the  Federal  Deposit  Insurance  Corporation 
are  paying  part  of  the  cost  of  examining  State  banks.  This  inequity 
(mould  be  eliminated. 

In  a  majority  of  the  States  the  examination  fees  are  very  much  lean 
for  State  banks  than  for  national  banks,  particularly  in  the  case  of 
larger  banks. 

Through  the  payments  suggested  the  examination  fees  assessed  to 
the  national  banks  by  the  Comptroller  of  the  Currency  could  be  re- 
duced, thus  restoring  a  more  equitable  balance  between  the  State  and 
National  systems. 
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Administration  of  pension  and  profit-sharing  accounts  of  national 
banks 

In  our  original  recommendations  there  was  included  a  recommenda- 
tion (No.  45A)  that  there  be  enacted  legislation  to  govern  specifically 
certain  important  phases  of  the-  administration  of  pension,  profit- 
sharing,  and  employee  welfare  or  benefit  accounts  of  national  hanks. 

As  a  basic  requirement  such  legislation  should  provide  for  the  es- 
tablishment of  such  accounts,  require  that  the  approval  of  sharehold- 
ers be  obtained,  set  forth  the  manner  in  which  they  are  to  be  managed 
and  records  maintained,  and  should  impose  limitations  on  their  bor- 
rowing and  permissible  investments,  particularly  investments  involv- 
ing "own"  bank  stock  and  the  stock  of  competing  banks. 

With  respect  to  this  matter  the  advisory  committee  in  its  report 
pointed  out  that  during  the  last  Congress  a  subcommittee  of  the  Sen- 
ate Labor  and  Public  Welfare  Committee  made  a  study  of  the  need 
for  additional  Federal  legislation  with  respect  to  the  establishment 
and  regulation  of  employee  benefit  plans  generally,  and  stated  that 
since  it  seems  reasonably  clear  that  similar  legislation  will  be  pressed 
during  this  Congress,  that  it  would  seem  to  be  premature  for  this 
recommendation  of  ours  to  be  considered. 

We  recognize  that  the  problem  of  employee  benefit  plans  is  not  con- 
fined to  national  banks.  However,  we  should  like  to  point  out  that  in 
the  case  of  most  such  plans  established  by  corporations  a  separate  trus- 
tee is  involved  whereas  in  the  case  of  banks  the  plan  which  is  created 
by  the  bank  may  also  be  administered  by  the  bank  as  trustee. 

Under  these  circumstances  the  investment  provisions  may  tend  to 
be  broader  and  to  give  greater  freedom  to  the  trustee  than  might 
otherwise  be  the  case.  Furthermore,  since  the  bank  itself  or  indi- 
viduals selected  and  presumably  controlled  by  the  directors  are  in 
many  cases  trustees  of  an  account  for  the  benefit  of  the  bank's  own  em- 
ployees there  is  greater  possibility  of  problems  arising  than  if  there 
were  an  entirely  separate  trustee.  In  a  few  cases  funds  of  this  type 
of  trust  have  been  used  by  banks  to  acquire  their  own  stock  beyond 
reasonable  limits  or  acquire  the  stock  of  competitive  banks  or  for  other 
purposes  more  to  the  benefit  of  the  bank  than  to  the  benefit  of  the 
bank's  employees. 

Pension  and  profit-sharing  accounts  are  continuing  to  grow  and  it 
is  likely  that  further  abuses  will  occur.  We  believe  that  legislation 
which  would  give  the  Comptroller  some  control  over  these  matters  is 
essential  and  it  should  not  wait  for  consideration  by  the  Congress  of 
employee  benefit  plans  generally  in  which  other  problems  than  those 
peculiar  to  banks  would  be  uppermost 

Furthermore,  we  should  like  to  point  out  to  this  committee  that  the 
legislation  proposed  by  the  Senate  Labor  Committee  would  not  have 
provided  for  the  regulation  of  these  plans  but  merely  for  the  gathering 
of  information  so  that  it  may  be  several  years  before  there  is  any 
effective  Federal  legislation  in  this  field. 

For  these  reasons  we  strongly  recommend  that  this  committee  give 
consideration  to  our  original  recommendation. 

We  shall  turn  now  to  title  II,  the  Federal  Reserve  Act 
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SECTION*    33.   VOTING    PERMITS    OF    HOLDING- COMPANY    AFFELUTES 

Section  33  (b)  (3)  of  the  Federal  Reserve  Act  would  change  promt 
law  to  permit  holding- company  affiliates  of  member  banks  to  use  the 
reserve  fund  required  by  that  section  for  the  purpose  of  m*a~>Tig  addi- 
tions to  capita)  of  their  bank  affiliates  as  well  as  for  replacement  sf 
capital.  The  reserve  fund  required  by  this  section  has  always  been 
regarded  as  an  emergency  fund  to  be  used  for  replacement  of  capitil 
when  necessary  and  we  believe  it  would  be  undesirable  to  make  the 
proposed  change  and  to  permit  this  fund  to  be  depleted  for  the  pur- 
pose of  making  normal  additions  to  the  capital  of  the  banks.  This 
might  result  in  the  reserve  fund  being  inadequate  to  replace  capital 
at  a  time  when  such  replacement  was  essential. 

We  wish  to  make  some  comments  with  respect  to  title  HI,  the 
Federal  Deposit  Insurance  Act. 

SECTIONS.     MANAGEMENT  OF  THE  CORPORATION 

Section  C  provides  that  the  acting  Comptroller  of  the  Currency  shall 
serve  as  a  member  of  the  Board  of  Directors  of  the  Federal  Deposit 
Insurance  Corporation  in  the  event  of  a  vacancy  in  the  office  OI  the 
Comptroller  of  the  Currency  and  during  the  absence  of  the  Comp- 
troller from  Washington. 

This  section  should  be  amended  to  provide  that  in  the  case  of  the 
inability  of  the  Comptroller  of  the  Currency  to  act,  through  illness 
or  otherwise,  the  acting  Comptroller  of  the  Currency  shall  serve  as  a 
member  of  the  Board  of  Directors  in  the  place  and  stead  of  the  Comp- 
troller. While  it  would  be  assumed  that  the  acting  Comptroller  of  the 
Currency  shall  serve  as  a  Director  of  the  Corporation  during  the  illness 
of  the  Comptroller,  we  believe  the  matter  should  be  made  statutory  in 
order  that  any  doubt  on  that  score  may  be  eliminated. 

SECTION  23.    MERGERS  AND  CONSOLIDATIONS 

Section  '23  of  the  Federal  Deposit  Insurance  Act  as  it  appears  in  the 
bill  is  identical  with  S.  3011  of  the  84th  Congress  which  was  folly 
considered  by  the  Senate  Banking  and  Currency  Committee,  and 
approved  by  the  Senate  in  July  1956. 

This  section  would  require  the  approval  of  one  of  the  three  Federal 
bunk  supervisory  agencies  for  all  bank  mergers  in  which  either  of  the 
banks  involved  is  an  insured  bank  and  would  require  that  consideration 
lie  given  to  the  competitive  aspects  of  such  mergers  as  well  as  highly 
important  banking  factors. 

Other  legislation  has  previously  been  introduced  in  the  Congress 
which  would  amend  section  7  of  the  Clayton  Act  to  prohibit  bank 
mergers  by  means  of  acquisition  of  assets  when  the  effect  of  such 
acquisition  of  assets  may  oe  substantially  to  lessen  competition  or  to 
tend  to  create  a  monopoly. 

We  strongly  favor  the  provisions  of  section  23  of  the  Federal  De- 
posit Insurance  Act  and  urge  that  it  be  enacted  in  lieu  of  legislation 
which  would  make  bunk  asset  acquisitions  subject  to  the  provisions  of 
theClavton  Act. 

This  "Department  .considers  it  essential  to  weigh  and  adequately  con- 
sider the  always  important  find  frequently  vital  banking  factors  in 
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conjunction  with  purely  competitive  factors  so  as  to  arrive  at  fair  and 
well-balanced  decisions  in  approving  or  denying  bank  mergers. 

Legislation  which  would  make  the  Clayton  Act  applicable  to  bank 
asset  acquisitions  would  place  jurisdiction  in  the  Department  of 
Justice  rather  than  the  Federal  bank  supervisory  agencies  and  would 
legally  require  the  denial  of  bank  mergers  solely  on  competitive 
grounds. 

Banking  has  unique  safeguards  against  monopoly  or  inadequate 
competition  which  are  not  present  in  industry  or  trade.  Banks  may 
not  establish  offices  across  State  lines.  Their  operations  within  in 
-dividual  States  are  either  limited  to  one  head  office  (in  non-branch- 
bank  States,  such  as  Illinois,  Texas,  Florida,  etc.)  or  to  the  establish- 
ment of  such  branch  offices  within  the  State  where  the  bank's  head 
office  is  located  as  may  be  approved  by  the  bank  supervisory  authorities 
within  areas  defined  in  State  statutes  authorizing  branch  banking. 

A  majority  of  the  branch  bank  States  restrict  such  activities  to 
county  limits,  but  some  States  permit  it  on  a  trade  area  basis,  a  con- 
tiguous county  basis,  or  on  a  statewide  basis.  Obviously,  the  concen- 
tration of  commercial  bank  assets  within  such  geographical  limita- 
tions can  never  pose  problems  of  an  antitrust  nature  that  even  ap- 
Siroach  in  seriousness  those  with  which  the  Justice  Department  has 
one  been  confronted  in  industry  or  trade. 

We  consider  it  essential  to  place  jurisdiction  over  bank  mergers  in 
ihe  Federal  bank  supervisory  agencies  because  they  are  best  suited 
to  consider  the  broad  monetary  and  banking  questions  and  economic 
and  financial  development  problems  which  surround  a  decision  on  the 
relative  competitive  factors  involved  in  a  decision  as  to  whether  a 
Dank  should  or  should  not  be  merged.  Banking  is  a  closely  regulated 
industry  and  we  believe  its  regulation  should  be  continued  in  the  hands 
of  the  Federal  bank  supervisory  agencies  rather  than  to  place  one  phase 
of  its  regulation  tinder  the  jurisdiction  of  another  Government  depart- 
ment. 

We  sincerely  believe  the  status  of  competition  in  banking  today  is  at 
a  very  high  level  and  that  the  public  interest  in  this  respect  is  being 
well  served.  We  believe  that  the  enactment  of  section  23  will  insure, 
"beyond  all  doubt,  a  continuance  of  this  status. 

Appendix  A 


.Section 

1.  Short  title.    New. 

2.  Definitions.    New. 

3.  Office  of  Comptroller  of  the  Currency.    Restatement  of  existing  statute. 

4.  Appointment  of  Comptroller.    Restatement  of  existing  statute. 

8.  Chief  National  Bank  Examiner.    Restatement  of  existing  statute. 
7.  Employees  and  salaries.    Restatement  of  existing  statute. 

9.  Seal.    Restatement  of  existing  statute. 

10.  Office  facilities.    Restatement  of  existing  statute. 

11.  Annual  report.    Restatement  of  existing  statute. 

13.  Organization  certificate.    Restatement  of  existing  statute. 

16.  Capital  stock.     Restatement  of  existing  statute. 

17.  Payment  by  bank  of  deflelnecy  in  capital  stock.    Restatement  of  existing 

statute 

18.  Increase  In  capital  stock.    Restatement  of  existing  statute. 

19.  Decrease  in  capital  stock.     Restatement  of  existing  statute. 
:24.  Shareholders'  liability.    Restatement  of  existing  statute. 
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Section 

25.  Number  of  directors.    Restatement  of  existing  statute. 

27.  Qualifications  of  directors.    Restatement  of  existing  statute. 

28.  Oath  of  directors.    Restatement  of  existing  statute. 
30.  Liability  of  directors.   Restatement  of  existing  statute. 

37.  Limit  on  bank's  indebtedness.    Restatement  of  existing  statute. 

38.  Holding  of  real  estate.    Restatement  of  existing  statute. 

41.  Dealing  with  own  stock.     Restatement  of  existing  statute. 

42.  Depositaries  and  financial  agents.    Restatement  of  existing  statute. 

43.  Investment  in  bank  premises.    Restatement  of  existing  statute. 

4.1.  Acting  as  insurance  agent  or  broker.    Restatement  of  existing  statute. 
46.  Acts  in  contemplation  of  insolvency.    Restatement  of  existing  statute. 
49.  Expenses  of  examinations.    Restatement  of  existing  statute. 
52.  Reports  by  national  banks.    Restatement  of  existing  statute. 
fWt.  Conversion  of  Ktate  banks.    Restatement  of  existing  statute. 

59.  Appointment  of  receiver.    Restatement  of  existing  statute. 
GO.  Distribution  of  assets.     Restatement  of  existing  statute. 

02.  Resumption  of  business.     Restatement  of  existing  statute. 

03.  Purchase  of  bank  property.    Restatement  of  existing  statute. 

85.  Emergency  powers  of  the  President.     Restatement  of  existing  statute. 

60.  Ratification  of  certain  acts.    Restatement  of  existing  statute. 

07.   State  taxation  of  national  bunks.     Restatement  of  existing  statute. 
00.  Venue  of  actions.     Restatement  of  existing  statute. 
70.  Territorial  applicability  of  act.    New. 


TITLE    I NATIONAL    BA1SK    ACT 

Section  58.  Voluntary  dissolution 

The  word  "waves"  in  subsection  (a)  should  be  corrected  to  "waives", 
Section  05.  Emergency  powers  of  the  President 

The  words  "the  National  Banking  System  and"  should  be  deleted  from  the 
fourth  line  of  this  section  since  these  bills  will  repeal  the  authority  for  national 
banks  to  issue  currency. 

Mr.  Gidney.  At  this  point  I  would  like  to  call  the  attention  of  the 
committee  to  the  fact  that  the  American  Bar  Association  through 
action  unanimously  taken  by  its  house  of  delegates  on  February  19, 
1957,  has  endorsed  the  provisions  of  section  23  by  adopting  the  fol- 
lowing resolution: 

Resolved,  That  the  American  Rar  Association  recommends  to  the  Congress 
that  instead  of  legislation  amending  section  7  of  the  Clayton  Act  by  extending 
the  asset  provisions  to  banks,  banking  associations,  and  trust  companies,  legis- 
lation be  enacted  amending  the  Federal  Deposit  Insurance  Act  by  prohibiting  tbe 
merger  or  consolidation  of  any  insured  bank  with  any  other  Insured  bank,  or 
the  acquisition  of  the  assets  of  or  assumption  of  the  deposit  liabilities  of  any 
other  Insured  bank  without  the  prior  written  consent  of  the  Comptroller  of  the 
Currency,  tbe  Board  of  Governors  of  the  Federal  Reserve  System,  or  the  Federal 
Deposit  Insurance  Corporation,  depending  upon  the  status  of  the  resulting,  acqnlr- 
int.'  or  assuming  bank  as  a  national  bank,  a  State  member  bank,  or  a  nonmember 
insured  bank;  and  providing  that  the  appropriate  agency  shall  take  Into  consid- 
eration whether  the  effect  of  the  merger,  consolidation,  acquisition,  or  assumption 
may  be  to  lessen  competition  unduly  or  to  tend  unduly  to  create  a  monopoly. 

I  should  like  also  to  call  the  attention  of  the  committee  to  a  review 
of  antitrust  legislation  affecting  bank  mergers  prepared  by  Carl  W. 
Funk,  Esq.,  of  the  Philadelphia  bar,  chairman  of  the  American  Bar 
Association  committee  on  State  banks,  which  appears  in  the  July  1957 
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issue  of  the  Business  Lawyer,  a  publication  of  the  American  Bar  Asso- 
ciation.   The  concluding  paragraph  of  this  article  reads  as  follows : 

From  every  point  of  view,  the  antitrust  section  of  the  pending  Financial 
Institutions  Act  of  195T  seems  much  more  desirable  than  any  of  the  other  meas- 
ures which  hare  been  proposed  on  the  subject  and  it  Is  to  be  hoped  that  the  House 
of  Representatives  will  speedly  follow  the  lead  of  the  Senate  and  pass  S.  1451. 

That  is  the  formal  material  we  have  prepared,  Mr.  Chairman,  and 
I  hope  I  have  not  trespassed  too  much  on  the  patience  of  the  committee. 
We  are  through  at  11 :  05  on  that  part,  sir. 

The  Chairman.  We  will  call  the  committee  under  the  5  minute 
rule. 

The  Chair  is  disposed  to  believe  that  there  ought  to  be  some  limita- 
tion on  the  time  that  any  member  may  consume  in  his  interrogation. 
In  the  House  there  is  a  limitation  always  when  any  Member  has  the 
floor.  He  has  5  minutes  under  the  5-minute  rule,  and  under  the  rules 
of  the  House  he  has  the  time  allotted  to  him  by  the  chairman  of  the 
committee.  Under  suspension,  the  debate  on  each  side  is  limited  to 
20  minutes. 

There  certainly  ought  to  be  some  limitation  on  our  interrogation  of 
the  witnesses,  and  I  suggest  that  after  the  5-minute  rule,  the  Chair  will 
yield  20  minutes  to  any  member  desiring  the  time. 

I  would  like  to  have  the  opinion  of  the  committee  on  that  subject. 

I  believe  the  limitation  of  time  would  keep  the  hearing  on  the  sub- 
jects contained  in  the  bill. 

Mr.  Patman.  Mr.  Chairman,  I  would  like  to  be  heard  on  that. 

The  Chairman.  It  would  prevent  a  member  from  taking  time  and 
yielding  it,  as  he  pleases.  The  time  is  in  the  hands  of  the  chairman. 
I  have  never  been  jealous  about  that.  When  a  member  of  our  com- 
mittee has  asked  for  time,  I  have  given  it  to  him.  But  there  ought  to 
be  some  limitation,  and  I  suggest  that  the  committee  approve  a  rule 
to  that  effect. 

Mr.  Multer.  Before  there  is  discussion  on  the  subject,  Mr.  Chair- 
man, I  would  respectfully  suggest  that  this  is  a  matter  for  considera- 
tion by  this  committee  in  executive  session. 

I  have  no  objection  to  it  being  considered,  but  I  do  think  it  should 
be  considered  in  executive  session. 

If  you  want  to  excuse  the  witnesses  and  call  an  executive  session,  I 
have  no  objection  to  that,  but  I  do  think  before  there  is  any  limitation, 
we  should  take  it  up  in  executive  session. 

The  Chairman.  It  is  applicable  today,  it  is  pertinent  today,  and 
it  is  a  thing  that  the  committee  should  decide.  And  they  can  decide  it 
today. 

Mr.  Multer.  I  suggest  we  decide  it  in  executive  session,  Mr.  Chair- 
man. 

The  Chairman.  Are  there  any  further  remarks! 

Mr.  Pathan.  Are  you  going  to  make  a  decision  on  Mr.  Multer's 
suggestion  ? 

The  Chairman.  Yes,  sir,  I  hold  that  it  is  pertinent  today,  that  it  is 
applicable  today,  and  that  it  is  a  question 

Mr.  Patman.  Well,  I  want  to  be  heard,  Mr.  Chairman. 

The  Chairman.  You  may  be  heard. 

Mr.  Patman.  I  think  this  goes  much  deeper  than  consideration 
of  this  bill.    This  is  almost  an  attack  on  our  form  of  government. 
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Now,  in  the  House  of  Representatives  we  consider  bills  that  are  pre- 
sented by  committees,  presupposing  that  every  committee  has  done  its 
duty ;  that  is,  that  the  committee  has  taken  up  a  bill  according  to  the 
rules,  that  it  has  gone  through  the  bill  word  by  word,  paragraph  by 
paragraph,  section  by  section,  and  that  every  member  has  had  so 
opportunity  to  ask  every  pertinent  question  he  desires  of  every  witness 
relating  to  those  provisions  of  the  bill. 

When  that  is  done,  the  hearings  are  printed,  the  report  is  made, 
and  it  is  submitted  to  the  House  of  Representatives,  and  then  the  Mem- 
bers naturally  try  to  act  on  the  committee's  recommendation,  because 
the  committee  has  had  the  information  before  it,  and  is  in  the  beet 
position  to  know  all  about  the  bill. 

Naturally,  the  House  must  tend  to  yield  to  the  committee ;  tha  House 
can't  go  into  everything.  There  are  19  committees  of  the  House. 
There  used  to  be  47.  Well,  there  are  really  about  200  now,  instead  of 
47,  considering  subcommittees.  But  each  committee  is  supposed  to 
do  its  duty,  so  that  the  House  can  then  take  these  hearings  and  reports, 
and  everything  that  the  committee  has  done,  and  act  upon  the  com- 
mittee's record  and  recommendations. 

Your  suggestion  implies  that  the  committee  will  not  do  its  work,  as 
I  understand  it,  with  all  due  respect  to  the  great  chairman  of  this 
committee,  whom  I  respect  and  admire.  I  don't  want  to  do  a  thing  to 
displease  him;  T  want  to  cooperate  with  him;  but  we  can't  do  this. 
This  is  attacking  our  form  of  government  We  have  a  duty  to  examine 
this  bill  fully. 

The  Chairman.  Are  you  in  favor  of  no  limitation} 

Mr.  Patman.  No  limitation  on  pertinent  questions.  As  to  the 
chairman  yielding  from  one  member  to  another,  that  can  be  ended. 
But  that  is  not  the  question  here. 

The  chairman  can  regulate  that;  questions  that  are  not  pertinent. 
That  is  what  a  chairman  is  for. 

The  Chairman.  The  great  amount  of  our  hearings  are  usually  on 
matters  that  are  not  pertinent. 

If  we  use  the  time  as  it  should  be  used,  in  searching  for  the  truth  on 
matters  that  are  pertinent,  we  will  have  plenty  of  time. 

Mr.  Patman.  If  that  is  true,  I  have  no  objection. 

The  Chairman.  I  think  it  would  expedite  the  hearings  and  make 
the  committee  more  efficient,  and  make  our  reports  better. 

Mr.  Patman.  But  we  should  not  be  limited  so  long  as  a  member 
is  asking  pertinent  questions.  What  right  has  the  chairman  to  muzzle 
a  member? 

The  Chairman.  I  am  not  muzzling  a  member. 

Mr.  Patman.  You  are  asking  for  the  privilege  of  muzzling  a  mem- 
ber. 

The  Chairman.  I  am  endeavoring  to  have  orderly  procedure  here. 

Mr.  Patman.  This  is  a  committee,  not  a  court.  We  are  searching 
for  facts. 

The  Chairman.  We  must  focus  questions  on  the  pertinent  issues. 

Mr.  Patman.  Am  I  going  to  be  heard  or  not  ? 

The.  Chairman.  Yes,  sir,  you  may  be  heard. 

Mr.  Patman.  For  20  years  we  have  not  had  any  hearings  on  bank- 
ing legislation.  The  1935  act  was  a  complete  change  and  reversal  of 
the  entire  banking  system  in  these  United  States. 
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We  changed  from  a  regional,  autonomous  system  or  12  regional 
Reserve  banks,  to  a  centra]  banking  system,  in  one  act.  People  aidn't 
realize  it,  many  Members  of  Congress  didn't  realize  it,  a  lot  of  them 
dont  realize  it  today ;  but  we  hare  a  central  banking  system,  and  for 
20  years  these  regional  banks  have  amounted  to  practically  nothing. 
What  powers  do  they  have?    They  have  no  important  powers. 

Everything  has  been  changed,  and  we  should  have  had  hearings 
on  legislation  involving  banking  every  year  for  the  last  20  years. 
We  haven't  had  any.  We  haven't  been  privileged  to  have  a  hearing 
on  anything  that  the  Federal  Reserve  opposed.  Not  a  thing.  Not  one 
bill  has  come  up  in  this  committee  that  the  Federal  Reserve  opposed. 

We  have  been  denied  an  opportunity  for  hearings  for  20  years,  and 
now  all  at  once  you  bring  in  a  bill  here  containing  252  pages  which  in- 
volves an  investigation  that  should  have  been  made  over  the  past  20 
years,  and  you  want  to  rush  it  through  in  a  few  hours  or  a  few  days. 

If  that  is  done,  why,  we  don't  have  the  kind  of  government  that  we 
used  to  have.  We  are  changing  our  form  of  government  if  we  do 
that.  We  are  adopting  tactics  that  the  dictators  use,  in  denying 
our  committees  an  opportunity  to  go  into  things  carefully,  to  investi- 
gate, and  to  determine  what  is  behind  all  these  different  proposals,  and 
to  obtain  knowledge  of  them,  not  just  skim  through  them. 

Every  page  of  this  bill  is  equal  to  a  big  bill  all  of  its  own,  and  de- 
serving of  probably  hours  and  days  of  hearings.  So  I  certainly  hope, 
Mr.  Chairman,  that  since  we  have  not  had  bearings  for  20  long  years, 
and  since  banking  is  so  important  to  the  whole  Nation,  and  since  the 
things  going  on  relating  to  monetary  policy  are  so  important,  we 
shouldn  t  try  to  muzzle  or  handicap  the  members  in  their  endeavors 
to  get  the  truth  before  this  Congress  and  before  the  American  people. 

fdon't  think  we  should  be  muzzled  that  way,  and  I  don't  think  the 
chairman  should  insist  on  it.  I  want  to  object  to  it,  and  I  want  to 
ask  for  a  vote  on  it. 

I  want  all  the  members  here ;  I  don't  want  just  a  few  members  here. 
This  is  important.  This  is  attacking  our  parliamentary  form  of  gov- 
ernment. 

The  Chairman.  It  is  just  following  the  ordinary  processes  of  leg- 
islation. There  is  no  other  body  that  nas  unlimited  interrogation,  as 
you  have  had  here. 

Mr.PATMAN.  In  committees  they  do. 

The  Chairman.  No;  they  do  not. 

Mr.  Patman.  As  long  as  the  questions  are  pertinent.  I  will  agree 
with  you  to  that  extent,  when  they  are  not  pertinent,  stop  them. 

The  Chairman.  If  we  do  that,  one  member  is  recognized  and  takes 
the  committee  away- 

Mr.  Patman.  That  is  the  chairman's  fault.  The  chairman  can 
stop  it. 

The  Chairman.  There  ought  to  be  a  limitation,  in  my  opinion.  Is 
there  further  discussion  on  the  subject  ? 

Mr.  Molter.  Yes,  sir,  Mr.  Chairman,  if  no  one  else  wants  to  be 
heard,  I  would  like  to  be  heard. 

Mr.  Taixb.  Mr.  Chairman,  I  would  like  to  be  heard. 

Mr.  Multer.  I  withdraw  my  request. 

Mr.  Talle.  I  regret  that  the  chairman  has  been  subjected  to  this 
criticism.    It  is  not  easy  to  deal  with  matters  of  such  importance  as 


,yGoogIe 


172  FINANCIAL   INSTITUTIONS   ACT   Of    1»«7 

those  before  the  committee  at  this  time.  When  witnesses  are  here, 
we  like  to  hear  from  them.    We  like  to  hear  their  testimony. 

If  we  choose  to  indulge  in  debate,  we  can  do  that  at  any  time.  But 
when  witnesses  are  here,  we  should  devote  our  time  to  them.  They 
are  bringing  carefully  prepared  messages.  And  that  is  what  is  behind 
the  chairman's  move. 

He  would  like  to  have  the  time  used  as  it  should  be  used.  He  would 
like  to  have  the  time  spent  to  the  point,  so  that  we  don't  discuss  a  lot 
of  extraneous  matters.  That  is  difficult  to  avoid,  I  realize,  in  any 
group,  but  I  am  on  the  side  of  the  chairman. 

We  should  seek  to  equalize  the  time  so  that  all  members  can  have  a 
chance,  and  then  we  should  try  to  stay  on  the  subject  matter.  So  I 
uphold  the  chairman  in  his  view. 

Mr.  Mclter.  If  no  one  else  wants  to  be  heard,  Mr.  Chairman,  may  I 
be  recognized  ? 

The  Chairman.  Is  there  further  discussion? 

I  would  like  to  know  whether  the  members  of  this  committee  are  in 
favor  of  a  limitation  on  time. 

Mr.  Patman.  On  pertinent  questions? 

The  Chairman.  I  want  to  know.  If  they  don't  want  it,  I  certainly 
do  not  want  it.  I  would  like  to  know  if  it  is  the  opinion  of  the  mem- 
bers of  this  committee  that  they  should  like  to  have  an  opportunity  to 
interrogate  the  witness  themselves  occasionally,  and  whether  they  an 
in  favor  of  a  limitation  on  time.    If  they  are  not,  then  I  am  not. 

In  the  first  place,  are  you  in  favor  of  the  limitation !  That  is  what 
I  would  like  to  know. 

Mr.  Patman.  In  other  words,  stop  all  questions  that  are  not 
relevant. 

The  Chairman.  Or  are  you  in  favor  of  taking  the  lid  off  and 
letting  one  man  take  possession  of  the  committee  for  a  day,  and  not 
make  his  questions  pertinent?  Or  do  you  think  there  should  be  some 
limitation?  If  you  don't  think  there  should  be,  then  I  will  go  along 
with  that. 

Mr.  Patman.  Mr.  Chairman,  you  are  confusing  the  issue.  Nobody 
wants  irrelevant  questions. 

The  Chairman.  I  want  to  know  whether  or  not  there  ought  to  be 
some  limitation  on  time. 

Mr.  Multer.  At  the  moment  Mr.  Bass  is  seeking  recognition,  Mr. 
Chairman. 

Mr.  Mumma.  Mr.  Chairman,  would  it  be  in  line  to  proceed  as  be- 
fore? Today  we  have  these  witnesses  here  from  downtown,  and  I 
think  we  should  wash  our  own  troubles  in  private  and  not  hold  them 
up  at  the  same  time.  We  have  about  40  minutes  left.  I  am  in  favor 
of  your  proposition,  Mr.  Chairman,  but  I  would  like  you  today  to 
try  to  proceed  with  the  witnesses  who  are  here,  and  then  tomorrow 
have  a  discussion  of  this  matter. 

The  Chairman.  We  will  proceed  with  the  witnesses  today.  But  if 
the  hearings  continue  as  they  have,  I  am  going  to  renew  that  motion, 
and  I  am  going  to  urge  it. 

Mr.  Bass.  Mr.  Chairman,  I  should  like  to  express  myself  briefly 
in  support  of  what  you  have  just  said.  I  have  on  several  prior 
occasions  felt  that  it  was  desirable  to  have  some  limitation  on  ques- 
tioning, speaking  from  the  standpoint  of  a  junior  member  of  this 
committee. 
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It  is  very  rare  that  we  junior  members  ever  have  an  opportunity  to 
question  these  witnesses,  because  the  senior  members  tase  up  all  the 
time,  and  I  just  want  to  say  again  what  I  have  said  before,  that  I  am 
in  complete  support  of  your  view  and  will  support  some  limitation 
on  questioning  by  each  member.  I  understand  this  is  the  practice  of 
most  other  committees. 

Mrs.  Griffiths.  Mr.  Chairman,  I  would  like  recognition. 

The  Chairman.  Mrs.  Griffiths. 

Mrs.  Griffiths.  Mr.  Chairman,  I  would  like  to  support  Mr.  Mum- 
ma  in  suggesting  that  we  proceed  today.  This  witness  has  made  a 
clearer  statement  concerning  this  bill  than  any  witness  I  have  heard, 
«nd  I  would  like  to  ask  him  some  questions,  and  you  are  not  going 
to  reach  me  now  unless  you  permit  the  committee  to  proceed  under  a 
5-minute  rule  right  now. 

The  Chairman.  All  right.  We  will  proceed  under  the  5-minute  rule. 

Mr.  Patman.  Mr.  Chairman,  I  don't  want  to  be  misunderstood  on 
this.  I  am  for  an  allocation  of  time.  Five  minutes  on  the  first  go 
around.  Then  20  minutes;  go  around.  But  then  as  long  as  any  mem- 
ber still  has  a  pertinent  question  to  ask,  let  him  ask  it,  and  let  the  chair- 
man rule  it  out  if  the  question  is  irrelevant. 

The  Chairman.  Let  s  go  on.    I  will  try  to  enforce  this  rule. 

Mr.  Patman.  That  is  fine;  we  will  have  no  trouble  with  it,  then. 

Mr.  Mumma.  We  have  lost  15  minutes  already,  Mr.  Chairman. 

The  Chairman.  Let  us  proceed  with  the  hearing. 

Dr.  Tallc,  do  you  have  any  questions  i 

Mr.  Talle.  Thank  you,  Mr.  Chairman,  I  da 

The  Chairman.  I  want  to  say  to  the  Comptroller  of  the  Currency 
that  I  am  sorry  for  this  interruption,  but  I  thought  it  was  the  proper 
time  to  make  this  point.  I  regret  that  it  occurred  while  you  were  here, 
I  hope  we  can  proceed  expeditiously  with  the  hearing. 

Mr.  Gidney.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Dr.'Talle. 

Mr.  Tallb.  Thank  you,  Mr.  Chairman. 

I  like  your  statement  very  much,  Mr.  Gidney.  I  know  it  will  be 
helpful  to  the  committee. 

I  wanted  to  ask  you  whether  your  suggestion  on  page  3  of  your 
statement,  that  two  additional  Deputy  Comptrollers  Be  appointed,  is 
also  recommendation  of  the  Advisory  Committee. 

Mr.  Gidnet.  We  were  supported  in  it  by  the  Advisory  Committee, 
and  I  am  quite  certain  we  had  the  support  of  the  people  who  repre- 
sented the  national  banks  on  it.  I  am  not  certain  that  the  National 
Bank  Division  has  ever  acted  on  it  in  a  formal  way. 

Could  I  just  take  a  minute  on  that,  Dr.  Talle,  to  say  a  little  word 
in  praise  of  my  associates,  these  deputies  we  speak  of  ? 

It  is  an  interesting  fact  that  this  office  is  running  with  a  smaller 
number  of  employees  than  it  did  in  1910  and  in  various  other  years, 
and  that  is  due  to  the  fact — I  think  I  should  just  give  you  a  very  hasty 
summary  here — we  had  1,284  employees  in  1940.  At  the  end  of  June 
30, 1957,  we  had  1,100.  And  that  has  been  due  to  the  remarkable  way 
in  which  Mr.  Jennings  and  others  have  thrown  themselves  into  the 
work  to  the  point  almost  of  exhaustion,  and  we  just  definitely  need 
those  two.   We  may  need  more,  but  we  are  asking  for  two. 

As  you  appreciate,  in  that  period  of  years,  the  scope  of  our  job 
has  increased  a  great  deal. 
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Mr.  Talle.  Yes,  sir;  I  can  understand  that,  Mr.  Gidney.  I  believe 
your  request  is  justified  and  is  a  modest  one. 

Mr.  Gidney.  It  is  a  modest  one,  sir ;  yes,  sir. 

Mr.  Talle.  Yes,  sir.  I  have  other  questions,  but  I  will  ask  no  more 
at  this  time,  Mr.  Chairman. 

The  Chairman.  Mr.  Patman. 

Mr.  Patman.  Mr.  Gidney,  what  effect  do  you  think  the  recent  severe 
declines  in  prices  of  Government  bonds,  and  in  other  high-grade  secu- 
rities, have  had  on  commercial  banks  with  small  amounts  of  capital 
relative  to  their  total  deposits? 

Mr.  Gidney.  We  keep  a  very  close  watch  on  that  kind  of  thing,  and 
the  situation  is  not  particularly  troublesome.  They  have  managed  to 
take  care  of  themselves  very  well  on  it. 

Mr.  Patman.  What  is  the  usual  midyear  call  date  for  national 
bank  reports  on  their  condition. 

Mr.  Gidney.  Should  I  give  you  the 

Mr.  Patman.  I  don't  want  to  cause  you  to  take  up  much  time. 

Mr.  Gidney.  For  quite  a  while  it  has  been  June  30. 

Mr.  Patman.  June  30.  But  this  year,  for  the  first  time  in  40  years, 
you  have  asked  for  an  early  report. 

Mr.  Gidney.  Yes,  sir. 

Mr.  Patman.  The  first  time  in  40  years? 

Mr.  Gidney.  On  the  June  call. 

Mr.  Patman.  Was  there  any  relationship  between  this  surprise 
call  and  the  decline  in  market  prices  of  Government  bonds  during  the 
past  6  months  ? 

Mr.  Gidney.  None  whatever. 

Mr.  Patman.  Do  you  have  a  law  or  regulation  that  banks  can  carry 
their  Government  bonds  at  100  cents  on  the  dollar?  We  understand 
that  is  the  case  where  they  paid  par  for  them. 

Do  you  have  any  record  of  the  effect  on  the  banks'  capital  struc- 
ture in  those  cases  where  thev  have  a  depreciation  in  Government 
bonds? 

Mr.  Gidney.  That  is  not  by  law  where  they  carry  them.  It  prob- 
ably arises  out  of  law.  There  was  an  agreement  of  supervisory 
agencies 

Mr.  Pat-man.  It  is  done  and  it  is  recognized  and  nobody  objects 
to  it? 

Mr.  Gidney.  They  may  carry  them  at  amortized  cost. 

Mr.  Patman.  You  haven't  answered  my  question,  Mr.  Gidney.  I 
asked  you  if  the  depreciation  in  those  bonds  has  affected  materially 
the  capital  stock  of  any  substantial  number  of  banks. 

Mr.  Gidney.  The  answer  is  "No." 

Mr.  Patman.  It  has  not? 

Mr.  Gidney.  Not  materially. 

Mr.  Patman.  How  do  you  know  ?     Have  you  investigated? 

Mr.  Gidney.  Yes,  sir,  we  have  studied  it. 

Mr.  Patman.  How  much  depreciation  have  the  banks  taken  as  of 
this  date? 

Mr.  Gidney.  You  mean  that  they  show  or  have  they  taken. 

Mr.  Patman.  What  I  mean  is,  if  they  had  to  become  more  liquid 
tod:iy  and  they  had  to  cash  their  Government  bonds. 

Mr.  Gidney.  We  can  only  get  that  from  our  examination  reports, 
and  not  from  the  call  reports.     That  has  no  relation  to  the  call  reports. 
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Mr.  Patman.  You  told  me  awhile  ago  that  you  had  that  infor- 
mation. 

Mr.  Gidney.  We  have  taken  off  information  from  our  examination 
reports. 

Mr.  Patman.  All  right    What  does  that  show  ? 

Mr.  Gidney.  I  think  we  had  about  21  banks  that  were  rather  a  little 
bit  unhappy. 

Mr.  Jennings.  It  shows  a  small  handful  of  banks  that  have  a  real 
problem  in  depreciation;  meaning  by  that,  that  if  that  small  handful 
of  banks  were  to  experience  a  shrinkage  in  deposits,  they  would  have 
to  go  to  the  Federal  Reserve  bank  of  their  district  and  borrow  money 
to  take  care  of  the  deposits,  or  they  would  have  to  sell  the  bonder — 
some  of  the  bonds  they  have,  in  order  to  meet  the  deposit  shrinkage; 
but  this  small  handful  couldn't  go  too  far  because  the  amount  of 
depreciation  they  have  is  very,  very  heavy  in  relation  to  their  overall 
capital  structure. 

Mr.  Patman.  Didn't  they  in  1956  take  a  loss  amounting  to  $557 
million,  according  to  their  reports  1 

Mr.  Jennings.  Well,  of  course,  we  have  to  keep  in  mind 

Mr.  Patman.  Is  that  a  true  statement  or  not,  Mr.  Jennings  ? 

Mr.  Jennings.  Mr.  Patman,  I  am  not  positive  that  I  heard  the  last 
statement  you  made. 

Mr.  Patman.  Well,  the  figures  I  have — and  they  were  gotten  from 
official  reports — are  that  the  banks  took  $557  million  in  losses  on 
Government  bonds  in  1  year,  1956. 

Is  that  approximately  correct  according  to  your  information! 

Mr.  Jennings.  We  have  information  on  the  national  banks  only. 

Mr.  Patman.  Is  that  right. 

Mr.  Jennings.  I  think  that  your  figure  possibly  would  be  in  the 
general  range,  based  on  what  national  banks  have  experienced. 

Mr.  Patman.  This  is  the  figure  for  the  member  banks;  $557  mil- 
lion.  That  is  rather  a  substantial  amount;  is  it  not? 

Mr.  Jennings.  That  is  a  large  amount;  yes,  sir. 

Mr.  Patman.  In  fact  all  the  banks,  or  practically  all  of  them,  are 
affected  by  a  decline  in  Government  bond  prices ;  are  they  not  ? 

Mr.  Jennings.  But  we  have  to  keep  in  mind  that  the  capital  struc- 
tures of  national  banks  alone,  at  the  end  of  1956,  was  about  $8,600  mil- 
lion. So  if  we  compare  that  figure  with  the  depreciation  in  national 
banks  alone,  the  depreciation  figure  isn't  particularly  large. 

Mr.  Patman.  But.  this  is  not  all  the  loss,  is  it?  This  is  just  the  loss 
of  1  year. 

Mr.  GmNEY.  Mr.  Patman,  where  did  you  get  that  figure? 

Mr.  Patman.  From  the  official  records. 

Mr.  Gidney.  We  have  no  such  figures  for  national  banks. 

Mr.  Patman.  I  am  talking  about  member  banks  of  the  Federal 
Reserve  System. 

Mr.  GmNEY.  I  cant  be  responsible  for  member  banks.  For  national 
banks  we  have  no  such  figures. 

Mr.  Patman.  What  are  your  figures? 

Mr.  GmNEY.  Our  figure,  actual  losses  on  securities  sold,  $238,900,000. 

Mr.  Patman.  That  is  just  for  the  national  banks. 

Mr.  Gidney.  That  is  just  for  the  national  banks. 

Mr.  Patman.  Well  this  includes  the  national  banks  and  the  State 
member  banks  too. 
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Mr.  Gidney.  Well,  we  don't  have  that. 

Mr.  Patman.  How  many  banks  took  those  losses? 

Mr.  Gidney.  We  are  just  supervisors  for  national  banks. 

Mr.  Patman.  How  many  banks  took  those  losses! 

Mr.  Gidney.  That  covers  about  4,659  banks. 

Mr.  Patman.  My  information  from  official  records,  about  half  of 
the  banks 

Mr.  Gidney.  This  is  the  figure  in  our  annual  report  to  Congress. 

The  Chairman.  Your  time  has  expired,  Mr.  Patman. 

Mr.Kilburn? 

Mr.  Kilburn.  Mr.  Gidney,  it  is  always  a  pleasure  to  have  you  before 
this  committee.     I  think  your  statement  is  an  excellent  one, 

I  am  not  going  to  take  any  further  time  except  to  say  this:  I  think 
we  all  appreciate  that  the  chairman  of  this  committee  has  a  rather 
difficult  time  keeping  the  questions  within  bounds,  and  I  think  his 
suggestion  is  a  very  reasonable  one,  and  I  support  it. 

That  is  all,  Mr.  Chairman. 

The  Chairman.  Mr.  Brown. 

Mr.  Brown.  Mr.  Gidney,  you  are  asking  for  two  additional  deputies. 

Mr.GroNEY.  Yes,  sir. 

Mr.  Brown.  You  have  three  now. 

Mr.  Gidney.  We  have  three  now. 

Mr.  Brown.  Are  their  salaries  paid  by  the  banks  or  the  Federal 
Government? 

Mr.  Gidney.  They  are  paid  by  the  banks. 

Mr.  Brown.  It  doesn't  cost  the  Government  anything? 

Mr.  Gidney.  It  does  not  cost  the  Government  anything. 

Mr.  Brown.  When  a  bank  desires  to  expand,  do  you  favor  issuing 
common  stock  or  preferred  stock  ? 

Mr.  Gidney.  We  are  for  common  stock. 

Mr.  Brown.  I  agree  with  you  a  hundred  percent  on  that. 

Mr.  Gidney.  I  just  this  morning  went  through 

Mr.  Brown.  I  just  read  what  you  testified  to.  I  agree  with  it  com- 
pletely. 

Mr.  Gidney.  In  our  national  banking  system,  that  $8,500  million  of 
capital  funds  that  Mr.  Jennings  mentioned,  $3,800,000  of  that  is  in 
preferred  stock.  Out  of  $8,500  million,  $3,808,000  is  in  preferred 
stock.  We  are  pretty  nearly  out  of  preferred  stock,  and  we  would 
prefer  to  get  back  to  just  one  kind  of  stock,  common  stock. 

I  could  say  something  else  here,  which  arises  out  of  this:  that  in  20 
States,  or  19  States  and  the  District  of  Columbia  and  the  Territories, 
there  is  no  outstanding  preferred  stock  in  either  National  or  State 
banks.  So  that  the  fashions  in  bank  stocks  are  pretty  much  common 
stock,  and  we  favor  its  continuing  that  way. 

Mi-.  Brown.  Some  of  the  State  chartered  banks  object  to  section  23, 
as  they  desire  that  mergers  and  consolidations  be  left  with  State 
banking  authorities  rather  than  with  Federal  supervisory  authorities. 

How  do  you  feel  about  that  ? 

Mr.  Gidney.  I  would  very  much  prefer  to  let  it  stay  right  there, 
but  of  course  we  are  getting  into  a  field  which  is  a  national  field. 

I  should  say  that  the  Congress  has  appropriated  the  antitrust  field 
to  the  national  agencies,  and  to  get  a  usable  or  workable  method  on 
these  mergers,  we  perhaps  have  to  do  it  in  the  banking  field. 
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Of  course,  the  merger,  if  the  merger  is  going  to  take  place  where 
the  State  bank  is  the  continuing  institution,  it  will  have  to  be  ap- 
proved bj  the  State  banking  department,  even  if  this  were  enacted. 

If  the  continuing  institution  is  a  national  bank,  that  would  come 
in  to  our  hands  right  now,  even  without  this  change.  For  example, 
when  a  very  large  merger  occurred  in  New  York,  we  Had  no  jurisdiction 
over  that  whatever.  The  Chase  National  Bank  merged  with  and  into 
the  Manhattan  Bank.    We  had  no  authority. 

Had  it  been  the  other  way,  we  assume  they  would  have  had  no  au- 
thority. So  that  our  dual  banking  system  functions  all  right  with  a 
two-way  street.  Sometimes  I  think  some  folks  want  to  mock  that 
two-way  street  on  one  side,  but  we  have  a  two-way  street  in  bank 
mergers,  and  that  fits  in  with  our  dual  banking  system. 

I  think  that  the  States  would  be  better  protected  under  this  pro- 
posed law  than  under  a  law  which  put  banks  under  section  7  of  the 
Clayton  Act. 

Mr.  Brown.  I  have  a  great  deal  of  respect  for  your  opinions. 

Mr.GiDNET.  Thank  you. 

The  Chairman.  Mr.  McDonough. 

Mr.  McDonough.  No  questions. 

Mr.  Chairman.  Mr.  Multer. 

Mr.  Multer.  Mr.  Comptroller,  what  jurisdiction,  if  any,  does  the 
Secretary  of  the  Treasury  have  over  your  actions  and  over  the  Office 
of  Comptroller  of  the  Currency  ? 

Mr.GntNEr  (reading  from  the  National  Bank  Act) : 

*  *  •  the  chief  officer  of  which  Bureau  shall  be  called  the  Comptroller  of  the 
Currency  and  shall  perform  his  duties  under  the  general  direction  of  the  Secre- 
tary of  me  Treasury. 

Mr.  Multer.  What  direction,  if  any,  has  the  Secretary  of  the  Treas- 
ury given  to  you  as  Comptroller  of  the  Currency,  or  to  your  office  ? 

Mr.  Gidney.  I  should  say  the  general  directions  to  handle  the  af- 
fairs of  the  office  in  accordance  with  the  laws  that  exist. 

Mr.  Multer.  Nothing  beyond  that? 

Mr.  Gidney.  I  think  nothing  specific  beyond  that. 

Mr.  Multer.  As  a  matter  of  fact,  when  I  referred  to  you  specifically, 
what  I  meant  was  your  office,  so  far  as  you  know  ? 

Mr.  Gidney.  That  is  right. 

Mr.  Multer.  The  Secretary  of  the  Treasury  has  done  nothing  other 
than  to  generally  direct  the  office  to  comply  with  the  existing  statutes. 

Mr.  Gidney.  I  wouldn't  know  about  all  Comptrollers  and  all  Secre- 
taries. I  think  there  may  have  been  some  exceptions  to  that.  I  am 
sure  there  were.    But  I  think  that  has  been  the  general  line. 

Mr.  Multer.  Well,  you  have  been  Comptroller  of  the  Currency 
since  April  1953. 

Mr.  Gidney.  That  is  correct. 

Mr.  Multer.  Prior  to  that  you  were  with  a  Federal  Reserve  bank. 

Mr.  Gidney.  That  is  right. 

Mr.  Multer.  As  a  matter  of  fact  all  of  your  adult  life  has  been  in 
banking. 

Mr.  Gidney.  It  certainly  has.  I  went  into  a  bank  when  I  was  16 
years  old. 
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M-  M*.  r.Tj.6.  f  ir.  yon  recall  any  single  ir^^tance  when  any  Secretary 
■*  *.*.e  'Ir~:i-'iTr  ever  *r>i  To  tell  the  Comptroller  of  the  Curreucj 
w.-.At  -y>  do  or  Low  to  run  his  office 1 

Mr.  O.-dvet.  1Y»IL  it  would  be  outside  of  my  rield.  It  would  he 
hearty  evider.-*.  *ir. 

Mr.  Iff  ltee.  Do  you  have  such  hearsay  evidence  I  Do  you  recall  ■ 
-ir.ir;*r  :.r.=!tar.ce  -vhere  the  .Secretary  stepped  in  and  told  the  Comptrol- 
.er  :.'>-*  to  r*;r.  his  office ; 

Mr.  Giiivet.  I  don't  thick  I  am  able  to  tell  you- 

Mr.Mn.-n-E.  I  am  not  trying  to  trap  you. 

Mr.Oriiyer.  Ikum. 

Mr.  Mn.T£i:.  If  anybody  can.  I  would  like  to  have  them  tell  ns. 
Jtoau**  tr.at.  leads  to  my  next  question. 

Mr.  Giii.vet.  I  don't  think  I  should  give  you  gossip  on  the  occur- 
rences of  any  particular  one.     That  is  what  it  would  be. 

Mr.  Mi  i-iKK-  I  am  not  looking  for  gossip.  I  am  looking  for  history. 
I.ecause  I  think  it  is  very  important  to  this  recodification.  I  agree 
with  von  ti'isit  tfiii  is  the  most  important  banking  legislation  which  has 
'**n  before  the  Congress  for  many  years. 

Mr.  GmvF.Y.  I  think  that  is  true. 

Mr.  Milter.  That  is  one  part  of  your  statement  on  which.  I  believe, 
everybody  will  agree  with  you. 

Mr.  fifUNEY.  Certainly  going  back  to  the  early  thirties.  Could  I 
•ay  jn.-t  on  that  matter  of  your  question,  to  be  a  little  more  respon- 
sive to  it.  of  conn*  I  have  had  knowledge  of  the  Comptroller's  Office 
from  observation,  but  I  have  found  a  great  deal  of  interesting  material 
on  that  in  reading  the  book  that  was  written  by  the  late  Thomas  P. 
Kane,  who  was  I>eputy  Comptroller  for  many  years,  a  very  dis- 
tirigui-hed  man.  and  he  called  it  The  Romance  and  Tragedy  of  Bank- 
it, g  a nd  that  goef-  through  the  history  of  the  Comptrollers  Office  in  a 
•cry  minute  way.  and  the  relationships,  and  I  think  you  would  find  in 
that  volume  some  cases  where  he  thought  the  then  Secretary  of  the 
Treasury  put  his  weight  in  a  little  differently  than  Mr.  Kane  thought 
Ir  should  1*  done. 

However.  I  think  Mr.  Kane  was  a  very  good  resistor  of  that,  and  went 
along  a)]  richt. 

However.  I  think  I  am  getting  a  little  inaccurate.  I  think  perhaps 
ne  objected  to  what  some  of  the  Comptrollers  did  and  what  some  of 
t  he  Secretaries  said. 

Mr.  Mri.TER,  I  am  not  familiar  with  the  book. 

Mr.  Giu.xEv.  It  is  a  great  book :  Romance  and  Tragedy  of  Banking. 

It  is  now  out  of  print,  but  in  coming  down  and  taking  the  job^I 
found  it  quite  a  good  education. 

Mr.  Mri.TKR.  Also,  in  your  introductory  remarks  to  vour  statement 
today,  you  indicated  that  the  purpose  of  this  proposed  legislation  was 
to  eliminate  obsolete  provisions  from  the  statutes  in  order  to  make  the 
financial  laws  more  workable  and  understandable  and  to  add  new 
authority  needed  to  meet  the  needs  of  the  present  and  future  economy. 

I  agree  with  that,  too.  I  think  you  will  agree,  also,  that  this  bill 
goes  much  further  than  those  two  purposes  and  also  makes  some  im- 
portant substantive  changes  in  the  law. 

Mr.  Giiin'ey.  I  didn't  think  it  went — there  are  some  rather  im- 
portant changes,  but  I  thought  we  were  in  line  with  that  statement. 
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Mr.  Multer.  To  come  back  for  a  moment  to  my  original  question, 
or  the  subject  matter  of  that  question,  Why  shouldn't  the  Office  of  the 
Comptroller  of  the  Currency  be  an  entirely  separate  and  independent 
office,  independent  of  the  Treasury  Department? 

Mr.  Gidnet.  Well,  I  suppose  some  would  say  that  it  should  be. 
There  has  been  a  tradition,  however,  of  quite  a  considerable  measure 
of  independence,  and  some  Comptrollers  fought  vigorously  to  main- 
tain that. 

I  think  there  were  periods  in  which  the  Comptrollers  had  access  to 
the  White  House  and  were  extremely  independent.  I  don't  feel  the 
need  for  a  higher  degree  of  independence  than  the  Office  now  has. 
"We  are  allowed — we  have  what  I  think  is  a  suitable  degree  of  inde- 
pendence, and  I  think  there  is  a  considerable  advantage  in  Toeing  part  of 
the  Treasury  organization  and  able  to  seek  views  of  other  parts  of 
the  Treasury.  We  get  the  assistance  of  the  Chief  Counsel  of  the 
Treasury  when  we  need  it,  and  I  would  think  that  the  situation  is 
better  than  it  would  be  if  the  Office  were  made  completely  inde- 
pendent 

The  Chairman.  Your  5  minutes  have  expired,  Mr.  Multer. 

Mr.Betts. 

Mr.  Bettb.  Mr.  Gidney,  I  certainly  want  to  compliment  you  on 
jour  statement.    I  think  it  is  very  enlightening  and  comprehensive. 

Mr.  Gidnet.  Thank  you. 

Mr.  Beits.  A  Member  of  Congress  from  Indiana  sent  me  some 
letters  he  received  from  Indiana  bankers  concerning  section  51,  which 
apparently  you  are  aware  of,  and  you  commented  in  your  state- 
ment  

Mr.  Gidnet.  Yes,  sir. 

Mr.  Betts.  I  want  to  read  just  a  couple  of  sentences  from  one  of 
these  letters.   It  says : 

This  would  actually  defeat  the  basic  purpose  of  the  Indiana  Retail  Installment 
Sales  Act  which  was  enacted  by  the  Indiana  Assembly  to  protect  the  general 
public.  The  enforcement  of  this  law  requires  special  examiners  trained  for  tbis 
work.  The  exemption  of  national  banks  from  this  requirement  would  create  an 
unfair  competitive  situation  between  national  banks  and  State-chartered  banks 
Inasmuch  as  the  latter  would  be  required  to  obtain  licenses  and  pay  fees  for 
examinations  as  provided  in  existing  Indiana  law. 

Would  you  care  to  comment  on  that  unfair  competitive  situation 
which  he  mentions  ? 

Mr.  Gidnet,  We  don't  want  any  unfair  competitive  situations.  We 
think  we  have  to  meet  some,  but  we  don't  want  to  put  them  on  the  other 
fellow. 

We  think  that  Congress  has  set  up  a  national  banking  system,  has 
given  us  the  responsibility  to  do  the  examination  work,  and  we  have 
observed  that  there  have  been  innumerable  efforts  by  States  to  put 
clamps  or  hobbles  on  the  national  banks,  and  I  think  we  have  to  be 
alert  to  that  at  all  times. 

Some  of  these  laws  come  up,  and  the  national  banks — well,  because 
they  perhaps  don't  want  to  take  on  the  fight  or  because  they  want  to  be 
good  natured — acquiesce  in  these  examinations. 

Now,  one  bank  examining  authority  is  enough  for  any  one  national 
bank,  and  to  havB  someone  coming  m  from  a  State,  we  don^  think 
would  be  good. 

■  The  New  York  Superintendent  of  Banks  ruled  that  it  was  not 
needed  there. 


,yGoogIe 


180  FINANCIAL   INSTITUTIONS   ACT   OP    1967 

In  Pennsylvania,  they  have  one  of  these  laws,  and  I  think  that  the 
secretary,  whom  I  regard  very  highly,  and  with  whom  I  am  very 
friendly,  thinks  that  he  really  has  to  make  examinations  of  national 
banks  as  to  one  class  of  transactions. 

Now,  I  think  the  national  banks,  which  are  well  informed  and  know 
their  rights,  will  not  permit  him  to  do  so. 

I  talked  with  an  Indiana  banker  the  other  day,  and  I  think  that  their 
law  was  passed  somewhat  at  the  inspiration  of  the  bankers  association, 
and  his  bank,  I  think  has  let  them  come  in.  There  has  been  a  period 
when  they  let  them  come  in.  Then  a  period  when  they  didn't.  And 
then  they  would  again. 

We  are  willing  to  step  up  our  examinations  to  assure  compliance 
with  laws  of  that  kind.  Our  people  are  law  abiding.  And  we  think 
we  will  get  better  results  for  the  public  than  would  result  from  having 
some  other  agency  come  in,  and  with  the  possibilities  of  biting  away  at 
the  national  hank  system  piecemeal,  because  if  a  State  can  put  a  clamp 
on  here,  it  can  put  another  on  there,  and  pretty  soon  the  rights  of  the 
national  banks  may  be  seriously  invaded. 

Mr.  Betts.  Well,  do  national  banks  occasionally  voluntarily  follow 
State  laws? 

Mr.  Gidnet.  As  to  applicable  laws,  yes.  In  this  particular  matter 
quite  a  number  of  them  do.  But  to  consent  to  examinations  by  State 
authorities  would  build  up  a  process  by  which  they  might  have  their 
rights  seriously  impaired. 

Mr.  Betts.  Thank  you,  Mr.  Gidney. 

The  Chairman.  Mir.  Barrett. 

Mr.  Barrett.  No  questions  at  this  time,  Mr.  Chairman. 

The  Chairman.  Mr.  Mumma. 

Mr.  Mumma.  Mr.  Gidney,  I  understand  that  Robert  Meyers,  our 
Pennsylvania  supervisor  of  hanking,  has  objected  to  some  of  these  pro- 
visions in  this  bill.  I  didn't  think  the  bill  was  coming  up  so  quickly 
because  I  had  Mr.  Fink  investigate  it  for  me,  but  are  there  many  issues 
in  which  you  two  are  in  violent  disagreement? 

Mr.  Gidney.  I  didn't  know  there  were  any.  I  wish  he  would  send  it 
to  me. 

Mr.  Mumma.  Is  that  letter  from  Meyers  or  the  Governor? 

Mr.  Fink.  From  Mr.  Meyers. 

Mr.  Gin.N-KT.  If  Mr.  Fink  would  give  it  to  me.  I  would  like  to  see  it 
I  don't  think  we  agree  on  everything,  but  we  get  along  pretty  well. 

Mr.  Mumma.  I  am  glad  to  hear  you  say  you  respect  him,  because  he 
is  a  good  citizen. 

Mr.  Gidney.  I  think  he  is. 

Mr.  Mumma.  While  Mr.  Fink  is  looking  that  up,  is  there  some  pro- 
vision in  the  new  bill  that  prevents  banks  from  being  in  the  insurance 
business?    I  never  knew  they  were. 

Mr.  Gidnet.  The  new  bill  is  just  exactly — carries  over  the  language 
of  the  old  bill,  and  the  old  bill  allows  a  national  bank,  in  a  town  of  not 
more,  than  5,000  people,  to  do  an  insurance  business. 

Mr.  Mumma.  Well  now,  does  that  business  include  just  the  selling 
of  insurance? 

Mr.  Jennings.  Just  as  an  agent. 

Mr.  Mumma.  Well,  pretty  near  every  bank  has  that. 

Mr.  Jennings.  No. 

Mr.  Mumma.  Well,  I  mean  a  fellow  can  always  whisper  in  your  ear. 
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If  they  got  to  where  they  were  financing  and  running  the  whole  thing, 
it  would  be  objectionable,  but  is  that  5,000  provision  increased  ? 

Mr.  Gidnet.  It  is  not  changed  in  this  proposed  bill,  Mr.  Mumma.  I 
have  a  letter  from  a  banker  who  would  like  to  have  a  grandfather 
clause  put  in,  saying  that,  if  he  got  in  when  it  was  5,000,  he  could  con- 
tinue after  it  got  to  6,  and  maybe  somewhat  further. 

Mr.  Mumma.  That  is  the  same  fellow  who  wrote  to  me.  That  was 
in  my  district. 

Mr.  Multer.  May  we  know  who  that  is,  please  ?  Because  I  have  a 
letter,  too. 

Mr.  Mumma.  Some  man  in  Illinois. 

Mr.  Multer.  I  have  one  from  Barrington,  111.  Is  that  the  same 
man? 

Mr.  Mumma,  That  is  it;  yes,  sir. 

Mr.  Gedney.  Mr.  Chairman 

Mr.  Multer.  If  you  will  yield  at  that  point,  Mr.  Mumma,  may  we 
ask  Mr.  Gidney  if  there  is  any  objection  to  his  proposals  ? 

Mr.  Mumma.  I  yield  for  that  purpose. 

Mr.  Multer.  About  the  insurance. 

Mr.  Gedney.  There  is  no  objection  from  us.  There  would  be  objec- 
tion from  insurance  agents,  I  dare  say.    There  is  no  objection  from  us. 

Mr.  Multer.  Even  though  you  have  limited  this  privilege  to  small 
banks  in  small  communities,  and  put  a  small  limitation,  but  larger  than 
the  present  5,000  people? 

Mr.  Gidnet.  We  would  wish  that  it  would  be  opened  more  widely, 
but  we  have  thought  it  best  not  to  press  that. 

Mr.  Mumma.  If  he  is  in  the  business  now,  pretty  near  every  com- 
munity is  growing. 

Mr.  Gidney,  Yes,  sir,  and  he  will  grow  out  of  it. 

Mr.  Mumma.  And  this  fire  insurance  is  a  terrific  business,  when  you 
are  not  properly  protected.  As  it  seems  to  me  that  banks,  in  loaning 
money,  would  be  especially  interested  in  what  kind  of  a  policy  a  man 
has  on  that  subject.  That  would  be  a  mutual  thing. 

Well,  let's  go  ahead  with  the  matter  of  Meyers. 

Mr.  Gidney.  Meyers  brings  up  this  matter  of  the  licenses. 

Mr.  Chairman.  The  gentleman's  time  has  expired. 

Mr.  Gidney.  Keep  that  for  later. 

The  Chairman.  Mrs.  Sullivan. 

Mrs.  Sullivan.  Mr.  Gidney,  I  received  a  letter  from  the  Missouri 
Bankers  Association  expressing  their  concern  over  several  sections  of 
the  pending  bill,  and  I  wonder  if  you  could  comment  on  the  language 
contained  in  the  bill  on  page  44,  title  1, 46  (c) ,  which  relates  solely  to 
national  banks.  It  is  very  short.  If  you  wish  I  will  just  read  it.  It 
is  down  at  the  bottom  of  the  page : 

Id  any  case  la  which  the  Comptroller  deems  It  necessary  because  r>f  inade- 
quacy of  examination  or  for  any  other  reason  arising  in  the  course  of  super- 
vision of  any  national  bank,  he  may  require  at  such  times  as  he  deems  necessary 
that  such  national  bank  have  an  audit  by  an  Independent  individual  or  tlrm 
approved  by  the  Comptroller.  The  expense  of  any  such  audit  shall  he  borne 
by  the  bank  audited. 

In  your  statement  you  make  mention  that  it  is  an  entirely  new  pro- 
vision. 

Mr.  Gidney.  That  is  true. 

Mrs.  Sullivan.  But  you  have  not  commented  as  to  whether  you 
were  in  favor  of  such  a  proposal. 
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Mr.  Gidxey.  Yes,  we  are  in  favor  of  it. 

I  think  that  has  come  into  this  legislation  as  a  result  of  Senate  com- 
mittee hearings,  where  they  were  disturbed  by  the  events  in  Tllinnifi. 
and  they  have  thought — I  think  this  power  is  given  also  to  the  other 
agencies- — that  it  would  be  worthwhole  to  give  this  power.  In  fact,  in 
some  States — in  the  State  of  Sew  Jersey,  for  example,  there  is  a  law 
which  requires  an  audit — maybe  not  exactly  of  this  type — but  an  audit 
each  year,  in  State-chartered  institutions,  and  I  believe  they  either 
proposed  or  actually  enacted  something  similar  in  Sew  York  State. 

Now.  what  is  suggested  here  is  something  that  we  accomplish  regu- 
larly— that  is.  on  occasion — by  request.  If  somebody  has  dipped  in 
the  till  of  a  bank  in  some  manner,  and  we  don't  know  just  where  they 
stand,  we  will  ask  them  to  get  some  outside  person  in  to  make  an  audit, 
and  thev  invariably  are.  willing  to  do  it,  and  do  it. 

This  is  not  a  matter  that  we  ate  militant  about.  We  can  accomplish 
this  by  moral  persuasion,  by  request. 

Mrs.  SnxiVAX.  But  this  would  make  it  mandatory  ? 

Mr.  GiDNKT.  It  would  give  us  the  power  to  say,  "You  shall  do  it," 
rather  than.  "Will  you  please  do  it  i" 

But  it  is  a  good  thing.  We  are  not  going  to — we  know  too  much 
about  this  tiling  to  ask  them  to  do  it  as  a  wholesale  matter.  It  is 
just  when  we  have  a  problem,  such  as  where  someone  lias  been  nt'sing 
up  the  affairs  of  a  bank  and  it  requires  someone  to  go  in  and  give  fufl 
time  to  finding  out  what  is  what. 

Mrs.  Sullivan.  If  you  had  this  power,  would  it  necessarily  mean 
you  would  be  demanding  an  audit  if  you  didn't  think  it  was  necessary  t 

Mr.  fiiDXEr.  It  would  be  just  exactly  the  way  it  is  now. 

Mr.  MrLTEit.  Will  you  yield? 

Mrs.  Sullivan-.  I  yield. 

Mr.  Multei:.  Do  you  think  the  power  should  be  unlimited  as  in  the 
proposed  bill '.  Don't  you  think  the  person  to  be  chosen  should  at  least 
be  a  certified  public  accountant  ami  that  there  should  be  a  limitation  so 
that  you  can't  go  in  there  more  than  once  a  vear  ? 

Mr.  Gidxey.  This  just  calls  for  one.  and  we  would  hope  it  would  be 
a  certified  public  accountant,  but  it  might  be  that  some  public  ac- 
countant might  do  the  job  adequately.  We  would  hope  he  would  be 
certified. 

Mr.  Mi'lter.  Don't  you  think,  as  a  matter  of  law,  it  should  be  done 
by  a  certified  public  accountant  ? 

Mr.  Gidxey  .  I  think  it  would  be ;  yes.  sir. 

Mr.  Milter.  Wouldn't  it  be  better  put  in  the  law  so  that  the  bankers 
wouldn't  feel  that  a  Comptroller  might  oppress  them,  a  limitation  to 
on<e  a  year? 

Mr.  (  iidxev.  Of  course,  this  may  only  happen  once  in  many  years. 

Mr.  Mn.TEB.  It  may  never  happen. 

Mr.  Gidxey.  One  or  two  States  have  thought  they  should  require 
it  once  a  year.  We  don't  think  they  are  entirely  wise  in  that.  We  want 
this  only  for  the  case  where  something  is  suspicious  in  a  bank,  and! 
this  will  clear  it  up. 

Mr.  Milter.  It  would  give  you  the  right  to  go  into  a  place  where 
you  have  some  suspicion  and  get  an  immediate  audit,  instead  of  bring- 
ing in  your  examiners,  who  might  be  busy  somewhere  else? 

Mr.  Gidxey.  Well,  our  examiners  probably  were  there  first,  and  they 
f-'iind  something  that  troubled  them,  but  they  can't  stay  there  the  rest 
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of  the  year,  or  the  time  necessary,  and  they  should  get  someone  who  can. 

Mrs.  Sullivan.  Thank  you,  Mr.  Gidney. 

The  Chairman.  Mr.McVey. 

Mr.  McVey.  Mr.  Gidney,  you  have  certainly  made  a  very  fine  state- 
ment, and  we  are  very  much  interested  in  your  opinions  with  regard 
to  this  bill. 

I  would  like  to  read  just  one  statement  with  regard  to  shareholders. 

At  the  time  of  the  initial  consideration  of  changes  to  be  made  in  bank  laws, 
we  recommended  that  the  right  of  shareholders  of  a  national  bank  to  inspect  a 
list  of  shareholders  provided  for  in  this  section  shall  be  required  by  a  showing  of 
a  proper  purpose  Inimical  to  the  interests  of  the  bank. 

Just  what  do  you  mean  by  "a  proper  purpose"  ? 

Mr.  Gidney.  That  is  a  question  that  is  probably  a  little  difficult,  and 
I  probably  couldn't  give  you  the  specifications  for  that. 

The  reason  we  bring  this  up  is  that  banks  have  told  us  of  cases  where 
someone  has  bought  perhaps  only  1  share — in  the  case  I  have  in  mind, 
he  bought  1  share,  in  each  of  2  or  3  large  banks,  and  then  demanded 
the  stockholders'  list,  and  they  said,  "Why  do  you  want  it?"  He  said, 
"I  want  to  arrange  a  sale  of  the  bank,"  and  one  bank  was  firm  enough 
to  not  let  him  in,  but  he  went  in  and  spent  a  lot  of  time  in  the  other 
getting  a  list. 

Now,  it  is  hard  to  believe  that  he  had  a  proper  purpose.  It  is  diffi- 
cult. I  think  you  have  me  in  a  corner  when  you  ask  me  just  what  is  a 
proper  purpose,  but  the  instance  I  mentioned  was  not  based  on  a  proper 
purpose,  and  frequently  it  is  quite  clear  that  there  are  not  proper  pur- 
poses. 

If  a  man  wants  a  list  for  a  prospective  sucker  list,  or  to  get  out  and 
try  to  take  over  control — perhaps  that  would  be  a  proper  purpose.  It 
would  not  be  an  improper  purpose  if  he  had  a  reasonable  holding.  I 
would  then  say  his  right  to  seek  to  obtain  control  was  a  proper  purpose. 
But  we  think  that  the  matter  is  a  little  too  open  now  because  the  owner 
of  1  share,  with  no  reason  given,  can  demand  access  to  the  list. 

Mr.  McVet.  You  think  it  would  be  a  proper  subject  for  us  to  con- 
sider? 

Mr.  Gidney.  I  think  it  would. 

Mr.  McVey.  Mr.  Gidney,  you  have  a  very  extensive  statement  here, 
and  you  have  given  your  opinions  with  regard  to  many  sections  of  the 
bill,  and  your  opinions  are  favorable  in  many  cases. 

There  are  certain  other  sections  to  which  you  are  opposed. 

Mr.  Gidney.  Not  very  many. 

Mr.  McVey.  I  am  interested  in  your  opinions  on  these  subjects,  but 
I  am  afraid  some  of  the  things  to  which  you  are  opposed  may  be  lost 
in  this  extensive  statement.  I  wish  we  could  have  a  brief  statement 
from  you  as  to  just  what  sections  of  the  bill  you  think  ought  to  be 
changed,  and  your  opinions  with  regard  to  those. 

Mr.  Gidney.  I  will  ask  Mr.  Englert  to  pick  those  out,  first  of  all. 

The  next  one  is  section  23,  which  the  Senate  brought  up  as  a  result 
of  those  Chicago  episodes,  for  disclosure  of  ownership  of  stock. 

We  would  like  to  see  that  removed  or  made  10  percent  instead  of  5 
percent. 

Mr.  McVey.  I  didn't  mean  that  you  should  select  them  right  out, 
because  we  don't  have  the  time. 

Mr.  GroNEY.  Well,  we  could  pick  those  out  and  send  you  a  list. 

Mr.  McVey.  I  think  that  would  be  fine. 
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Mr.  Gidxey.  I  will  be  glad  to  do  that. 
(The  data  requested  above  is  as  follows:) 

Treasury  Depabthbht, 

comptroller  or  the  cukhknot, 

Washington  25,  July  2Z,  1957. 
Hon.  Brest  Spknce, 

Chairman,  House  Banking  and  Currency  Committee, 
Houte  of  Representatives,  Washington  25,  D.  C. 

My  Dear  Mb.  Chairman  :  At  the  bearings  this  morning  ou  II.  II.  7026  and  S.  1461 
we  were  requested  by  Representative  McVey  to  f urnlsh  to  the  committee  a  list  of 
tin?  sections  of  tbe  bills  to  which  we  are  opposed. 

We  are  opposed  to  section  23  of  title  I,  Disclosure  of  Stock  Ownership,  which 
would  require  the  record  owner  of  national  bank  stock  to  notify  the  Conmtroller 
in  writing  of  the  name  of  any  person  or  persons  having  a  beneficial  ore.  _. 
interest  in  such  stock  In  excess  of  5  percent  of  the  outstanding  shares  of  the  b 
We  do  not  believe  that  tbe  merits  of  such  legislation  would  justify  the  substantial 
amount  of  additional  work  which  would  be  required  of  bank  stockholders  by 
these  provisions.  Furthermore,  adoption  of  this  section  might  serve  to  discounts 
investment  in  bank  stock  by  many  desirable  investors  including  those  holding;  stork 
In  a  fiduciary  capacity,  and  may  in  many  cases  cause  trustees  to  consider  avoiding 
investing  in  bank  stock.  In  addition,  as  written,  this  section  would  raise  serious 
questions  us  to  whether  or  not  nominee  registration  could  be  used  in  the  case  of 
bank  stock. 

We  are  opposed  to  section  32(b)  of  title  I  which  provides  that  a  national  bank 
may,  with  the  approval  of  the  Comptroller,  purchase  and  bold  for  not  more  than  SO 
days  stock  of  another  bank  as  a  step  in  a  proposed  absorption  of  such  other  bank 
through  merger,  consolidation,  acquisition  of  assets  and  assumption  of  liabilities, 
or  otherwise.  We  do  not  believe  that  it  is  proper  for  tbe  officers  or  directors  of 
a  national  bank  even  with  the  prior  approval  of  tbe  Comptroller,  to  use  the  bank's 
money  to  acquire  stock  in  another  bank  as  a  first  step  to  merging  or  consolidating 
with  that  bank.  We  are  also  opposed  to  the  proviso  contained  in  section  23(d)  of 
title  II,  tbe  Federal  Reserve  Act,  which  contains  a  similar  provision  for  State 
member  blinks. 

We  are  opposed  to  speciflc  provisions  of  several  other  sections  of  the  bill,  and 
In  our  statement  made  recommendations  for  changes  in  those  sections  which 
would  meet  our  objection.  These  sections  Include  section  22,  Shareholders'  List, 
which  provides  that  the  list  of  shareholders  shall  be  subject  to  the  Inspection  of 
all  the  shareholders  of  the  bank.  We  recommend  that  the  right  of  shareholders 
to  inspect  the  shareholders'  list  should  be  qualified  by  a  requirement  of  a  show- 
ing of  a  proper  purpose  not  Inimical  to  the  Interests  of  the  bank. 

Section  'J!!,  liemoval  of  Officers  and  Directors,  provides  that  court  review  of 
tho  proceedings  shall  be  as  provided  in  the  Administrative  Procedure  Act  and 
the  review  hy  tbe  court  shall  be  upon  the  weight  of  tbe  evidence.  We  recommend 
that  the  substantial  evidence  rule  contained  in  the  Administrative  Procedure  Act 
should  be  applicable. 

Section  31  (a)  (9)  which  would  authorize  stock  options  provides  that  compli- 
ance of  the  option  price  with  the  85  percent  limitation  contained  in  the  section 
he  dc  tern  lined  ns  of  the  date  the  option  is  exercised.  It  should  be  determined 
a<  of  the  date  the  option  Is  granted. 

Section  39  la)  in  Its  present  form  will  raise  serious  questions  as  to  the  status 
of  all  nntlonal  bank  branches  established  subsequent  to  February  25,  1927.  This 
section  should  provide  that  a  national  bank  may  retain  and  operate  such  branch 
or  branches  as  it  mny  have  In  lawful  operation  at  the  date  of  the  approval  of  the 

Section  33  of  title  II  would  permit  holding  company  affiliates  of  member  banks 
to  use  the  required  reserve  fund  for  the  purpose  of  making  additions  to  capital  as 
well  as  for  replacement  of  capital.  We  ore  opposed  to  this  change  in  present  law. 
Section  (!  of  title  III  does  not  cover  the  situation  of  the  Acting  Comptroller  of 
the  Currency  serving  as  a  member  of  the  Board  of  Directors  of  the  Federal  De- 
posit Insurance  Corporation  in  the  case  of  inability  of  the  Comptroller  of  the 
Currency  to  net  through  illness  or  otherwise. 
Sincerely  yours, 

Ray  M.  OmxEY, 
Comptroller  of  the  Currency. 
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The  Chairman.  Mrs.  Griffiths. 

Mrs.  Griffiths.  Mr.  Gidney,  I,  too,  would  like  to  commend  you  on 
your  statement.    I  think  it  is  excellent. 

Now,  on  page  5,  where  you  refer  to  section  20,  you  point  out  that 
section  20  would  permit  national  banks  to  issue  preferred  stock  with 
the  approval  of  the  Comptroller. 

Mr.  Gidney.  Yes. 

Mrs.  Griffiths.  After  determination  by  him  that  the  most  practical 
method  of  obtaining  desirable  and  needed  capital  is  through  the  issu- 
ance of  preferred  stock. 

Mr.  Gidney.  Yes. 

Mrs.  Griffiths.  But  then  you  say,  Mr.  Gidney,  that  you  believe  that 
this  should  be  used  only  in  urgent  or  unusual  situations,  or  under 
emergency  conditions. 

It  seems  to  me  that  the  bill  is  attempting  to  broaden  the  power,  and 
you  are  already  stating  you  are  planning  to  use  it  differently,  is  that 
right? 

Mr.  Gidney.  I  am  afraid  that  is  correct.  We  really  don't  want  it 
this  way,  but  we  will  take  it  if  it  is  given  to  us. 

Mrs.  Griffith.  But  you  are  not  going  to  use  it  if  you  can  avoid  it? 

Mr.  Gidney.  No ;  we  will  try  to  do  a  fair  job  on  that. 

There  was  a  suggestion,  when  this  was  in  process  of  drafting,  that 
the  preferred  stock  method  should  be  used  if  it  was  the  only  way  to 
get  the  needed  capital.  But  that  was  changed  to  the  present  language 
where  it  is  the  most  practical  method.  We  can't  ignore  the  intent  of 
the  legislation.  We  will  have  to  be  broad  gage  in  our  interpretation. 
We  wish  it  weren't  in  at  all.  We  would  prefer  to  keep  preferred  stock 
as  an  emergency  factor.  But  other  folks  would  like  to  have  it  more 
liberal. 

Mrs.  Griffiths.  And  if  we  pass  this  law,  you  will  abide  by  it? 

Mr.  Gidney.  Certainly,  we  will  have  to.  But  in  writing  it  this  way, 
that  is  that  it  be  found  to  be  the  most  practical  method;  we  would 
hope  to  have  the  right  to  talk  with  the  banks  proposing  preferred  stock 
and  hope  that  they  would  conclude  that  it  wasn't  the  most  practical 
method. 

But  if  all  things  point  to  its  being  the  most  practical  method,  we 
would  have  to  say  yes. 

We  are  a  little  bit  apprehensive  that  this  law  pushes  us  into  a  place 
where  we  would  wish  not  to  be. 

Mrs.  Griffiths.  Now,  I  would  like  to  ask  you  why  you  want  the 
authority,  or  do  you  want  the  authority  to  determine  whether  or  not  a 
national  bank  can  move  its  location  in  a  city? 

Mr.  Gidney.  Well,  that  is  not  a  terribly  important  thing.  We  have 
had  very  few  cases  where  there  has  been  trouble  on  that  score. 

Mrs.  Griffiths.  What  is  the  trouble? 

Mr.  Gidney.  Well,  I  remember  one  case  in  New  York  where  there 
was  a  bank  that  moved  from  one  section  to  another,  bought  itself  a 
very  expensive  banking  house — expensive  for  them 

Mrs.  Griffiths.  Did  the  directors  make  any  money  on  it? 

Mr.  Gidney.  Oh,  no;  I  don't  believe  they  did.  The  bank  went 
broke,  eventually.  It  didn't  come  out  well.  But  at  the  time  of  the 
move  they  could  thumb  their  nose  at  the  Comptroller,  and  did,  and 
that  is  the  only  case  that  I  think  of  now. 
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i:  ■    ■««.    r^.#re  was  one  in  Washington. 
■  ,v...     Svt  actual;  just  hypothetical,  wasn't  it? 
v.     •*- —  «*■  I  want  to  ask  some  more  questions. 

■  ■.■."*.-v*    I  don't  know  about  the  one  in  Washington.    Perhaps 

!.,».  .'»"  toll  you.    But  this  provision  isnt  a  thing  we  an 

v..  .     Wo  think  if  we  have  all  these  other  things — oh,  I 

..■.v'l-i'wr  the  case  Mr.  Multer  has  in  mind — the  Bank  of  Com- 

.,'nv      Vhev  didn't  have  to  have  our  permission.    I  donl 

■i  „     vi  would  under  this  law.    But  we  didn't  object,  and  we 

...  ■  *    i  i.-c.  \\v.\i  object  if  there  had  been  such  a  law.    It  was  a  sensi- 

*."  most  cases  the  banks  would  talk  with  us,  and  we  prob- 

...  „  i;  A'  satisfied,  anyway.    But  it  would  he  just  as  well  to  have 

.  -   :rns.  1  would  like  to  say  that  I  am  surprised  at  your 

■m  von  feel  tlint  bunking  1ms  unique  safeguards  against 

.    ,   i .  k-.ii  that  you  an-  not  too  interested  in  the  Clayton  Act    I 

'.  •>■'  »  'lii  some  of  the  nui^t  pnan input  bunkers  in  the  city  of 

i-.i  ilwy  have  Assured  me  tlint  they  think  one  of  the  most 

■  ■■■;;-  in  the  country  today  is  these  bank  mergers.    At  the 

.-,  >-;i[*i  there  only  one  national  bank  in  New  lork  City  I 

■\*\.  No:  there  are.  a  very  considerable  number,  but  riot  in 

,     [■■     There  mi;  only  the  (Iran.1  National  and  the  National  City 

■<.■"■!»£  National  in  Manhattan. I  think. 

».    ..  .^sirriTiin.  fa  your  only  objection  that  you  don't  want  another 

,  .      ■■■[  .if  ('"veriiinent  to  enter  into  that ! 
<       wi-m  v.  Well,  that  is  an  important  objection.    We  think  the 

■  o.  of  this  is  much  Iwttcr  in  I  he  supervisory  a  pel  icies  supervising 
,     ■■.:■;:  :is  we  think  it  is  much  better  to  have  banking  matters  come 

.  i',i|iii!iitt(Y  on  Banking  anil  Currency  than  to  go  to  the  Judici- 
,   ■  -uiiidiv. 
\        i.ii-Kfrnis.  Well,  J  think,  Mr.  (iidney,  that  what  the  rest  of  the 
■  v   i*  tiuarreling  with  is  the  theory  that  banking  presents  safe- 
..:.  against  monopoly.    J  just  don't  think  it  does,  and.  personally, 
v  either  you  slop  bank  mergers  or  I,  for  one.  am  going  to  vote  for 
.  '-re  I  hat  gives  the  power  to  stop  il  to  somebody  else. 
1     .  t  H  \iitM.\N.  Your  time  has  expired,  Mrs.  (iriffiths. 
v"  Henderson. 

\\:  |Ii:m>i:ksi)\.  Mr.  ( J  id  i  ley.  I  am  very  much  interested  in  your 
■,■••.  and  I  compliment  you  for  it.  Time  lias  almost  expired  here. 
,i,.  vi«i  have  n  suggested  amendment  for  this  pension  plan  that  you 
■;:csl  i 

Mr.  Uiijney.  We  can  furnish  one.    We  had  one  at  the  time  we  went 
vi.i'e  I  he  other  committee.    If  was  discarded,  but  we  have  one. 
Mr  IIkniwkkon.  Could  this  committee  have  the  benefit  of  that? 
Mr!  (inixET.  We  would  be  delighted. 
( Tim  information  requested  above  is  as  follows;) 

Treasury  Department, 
Comptroller  of  the  Currency. 

Wathington  to,  July  82,  2957. 
Hull,  Hrkxt  Spk.nck. 

Chairman,  Hounr  Hanking  ami  Currency  Committer, 
Haunt!  of  Reprcltentativrit,  Washington,  D.  C. 
Mr  Dear  Mr.  Thairmait:  In  renpnnse  to  the  request  mode  by  Representative 
HciKit-rson  nt  thi'  hearings  this  morning  on  H.  R.  7026  and  8.  1431,  there  is  «n- 
,-biHfMl  herewith  a  draft  of  the  proposed  legislation  designed  to  Implement  our 
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recommendation  with  respect  to  admin  is  nation  of  pension  and  profit-sharing  ac- 
counts of  national  banks. 
Sincerely  yours, 


No.  45A 

Be  it  enacted  by  the  Senate  and  Mouse  Of  Representatives  of  the  United  States 
of  America  in  Congresi  assembled.  That  any  national  banking  association  may, 
by  its  board,  of  directors,  establish  retirement  or  pension  accounts  and  profit- 
sharing  accounts  for  the  benefit  of  the  officers  and  employees  of  the  association, 
or,  by  its  board  of  directors,  Join  or  become  a  participant  with  others  in  such  an 
account. 

Such  an  account  shall  be  managed  by  not  less  than  three  designated  individual 
trustees  with  provision  made  for  succession  in  the  instrument  creating  the  trus- 
teeship, except  that  in  lieu  of  or  In  addition  to  one  or  more  individual  trustees, 
a  corporate  trustee  or  corporate  cotrustee  may  be  designated.  The  trustees  of 
such  accounts  shall  keep  adequate  records  of  all  transactions.  All  such  accounts, 
including  those  established  without  shareholder  approval  prior  to  the  enactment 
of  this  Act,  shall  be  approved  by  the  owners  of  a  majority  of  the  shares  of  the 
capital  stock  of  the  association. 

No  such  account  shall  borrow  or  become  Indebted  in  any  manner  In  an  amount 
in  excess  of  5  per  centum  of  the  market  value  of  the  corpus  of  such  account, 
except  to  the  extent  necessary  to  make  disbursements  to  beneficiaries  or  partic- 
ipants required  by  the  terms  of  the  trust  instrument. 

No  such  account  shall  puchase,  own,  or  hold  in  its  assets  any  real  estate,  equip- 
ment, or  other  property  for  lease  to,  use  by,  or  for  the  benefit  of  the  association, 
or  any  director,  officer,  or  employee  thereof,  or  their  interests,  or  any  affiliate  of 
the  association. 

Retirement  or  pension  accounts  established  by  any  one  national  banking  asso- 
ciation shall  not  purchase,  own,  or  hold,  in  the  nggregate,  any  shares  of  the 
capital  stock  of  any  one  banking  institution  or  trust  company  in  excess  of  5 
per  centum  of  its  outstanding  shares.  No  retirement  or  pension  account  shall 
purchase,  own,  or  hold  any  Shares  of  the  capital  stock  of  any  one  banking  insti- 
tution or  trust  company,  the  cost  price  or  fair  market  value  of  which  at  the  time 
acquired  exceeds  10  per  centum  of  the  corpus  of  such  account 

Profit-sharing  accounts  established  by  any  one  national  banking  association 
shall  not  purchase,  own,  or  hold.  In  the  aggregate,  any  shares  of  the  capital 
stock  of  any  one  banking  iuatltution  or  trust  company  in  excess  of  10  per  centum 
of  its  outstanding  shares,  except  that  for  the  purposes  of  this  sentence  there 
■hall  be  Included  any  investment  in  such  shares  held  in  the  association's  retire- 
ment or  pension  accounts. 

No  limitation  or  prohibition  of  this  section  shall  prevent  the  acceptance  or 
ownership  of  shares  received  as  stock  dividends,  or  as  dividends  In  kind,  or 
pursuant  to  the  exercise  of  preemptive  rights.  Nothing  herein  contained  shall 
prohibit  the  continued  ownership  or  holding  of  assets  lawfully  acquired  prior  to 
the  date  of  enactment  of  this  Act. 

In  connection  with  the  examination  of  any  national  bank,  the  Comptroller  of 
the  Currency  may  cause  to  be  made  examinations  of  the  affairs  of  its  retirement 
or  pension  accounts  and  profit-sharing  accounts  which  are  not  administered  by 
a  corporate  trustee  which  is  independent  of  the  association. 

The  provisions  of  this  section  shall  not  apply  to  any  unfunded  insurance  plan, 
and  no  association  is  prohibited  from  participating  In  such  a  plan  with  the 
approval  of  the  owners  of  a  majority  of  the  shares  of  the  capital  stock  of  the 
association. 

The  Comptroller  of  the  Currency  Is  authorized  and  empowered  to  promulgate 
such  regulations  as  he  may  deem  necessary  to  enforce  compliance  with  the 
provisions  of  this  section. 

Sec.  2.  Everything  herein  made  applicable  to  retirement  or  pension  accounts 
and  profit-sharing  accounts  of  national  banks  shall  be  equally  applicable  to 
such  accounts  established  by  banks  operating  under  the  Code  of  Laws  of  the 
District  of  Columns. 

Mr.  Henderson.  This  bill  we  have  before  us  is  far  more  than  iust 
a  mere  recodification  of  banking  law,  is  it  not? 
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Mr.  Gidney.  Well,  I  think  the  substantive  additions  are  not  very 
extensive.  But  it  is  a  very  good  recodification,  and  did  drop  out  t 
carload  of  useless  provisions,  and  it  puts  everything  in  order  so  yon 
can  find  things,  which  has  not  always  been  true. 

Mr.  Henderson.  Mr.  Gidney,  I  have  a  letter  here  from  the  Ohio 
Bankers  Association,  with  reference  to  section  32  (b).     Their  i 
mendation  is : 


Is  your  objection  to  this  provision  that  it  cannot  be  property  safe- 
guarded, or  do  you  have 

Mr.  Gidney.  Oh,  yes.  sir;  that  is  purchase  of  stock.  We  oppose 
that,  because  the  national  banks  cannot  buy  stock  at  the  present  time, 
and  we  think  they  can  do  their  mergers  perfectly  well  without  thnt 

Mr.  Henderson.  By  acquisition  of  assets? 

Mr.  Gidney.  Yes,  sir;  by  purchase  of  assets.  This  is  not  at  all 
necessary.  I  think  the  Federal  Reserve  Board  put  it  in,  but  we  see 
no  need  for  it.     The  Ohio  folks  say,  "If  this  can  be  safeguarded"? 

Mr.  Henderson.  That  is  right. 

Mr.  Gidney.  In  other  words,  we  would  rather  favor  the  removal 
of  this. 

Mr.  Henderson.  I  see. 

That  completes  my  questioning. 

Mr.  Chairman,  I  have  a  letter  from  the  Ohio  Bankers  Association 
Ihat  I  ask  unanimous  consent  to  have  inserted  at  an  appropriate  place 
in  the  record. 

The  Chairman.  Without  objection,  that  may  be  done. 

(The  letter  referred  to  follows:) 

Ohio  Bankers  Association1, 
Columbus,  Ohio,  July  17, 1957. 
Mr.  John  E.  Henderson, 

Rouse  of  Representatives,  Washington,  D.  C, 

Dear  John  :  May  we  submit  the  enclosed  memorandum  reflecting  the  policy 
uf  the  Ohio  Bankers  Association  in  regard  to  H.  R.  7026,  Mr.  Brown  of  Georgia, 
propose!  Financial  Institutions  Act  of  1057. 

If  the  House  Committee  on  Banking  and  Currency  desires  testimony  beyond 
the  enclosed,  we  shall  be  glad  to  comply,  although  we  believe  all  the  points 
covered  by  the  memorandum  will  be  adequately  explored. 

Yon  will  note  that  the  memorandum  endorses  a  number  of  points  included  In 
S.  14r.l,  by  Mr.  Robertson,  of  Virginia,  the  companion  measure,  as  passed  bj 
the  Senate, 

However,  1  or  2  questions  are  raised  In  regard  to  S.  1451  and  emphasis  is  given 
to  some  miscellaneous  points. 
Respect  fully, 

Belfosd  p.  Atkinson, 

Executive  Manager. 

Recommendations  of  the  Legislative  Committee  of  the  Ohio  Bankers  Asso- 
ciation in  Rkoari)  to  Proposed  Financial  Instititions  Ait  of  1957  and  Rk- 

Vumn}<ilire  voting 

Section  211  (<:)  :   Permission  for  shareholders  of  national  banks  to  use  cumula- 
tive voting  in  the  election  of  directors  when  the  articles  of  association  so  provide, 
■ilioul'l  he  supported.    Similar  Ohio  law  for  State  hanks  works  well. 
Trmpnrarii  stink  in  another  hank 

Section  32  Ih)  :  If  this  proposal  can  be  properly  safeguarded  so  that  It  will 
not  tie  an  instrument  used  primarily  for  the  promotion  of  mergers,  it  should  be 
si!p]Hirted — but  00  days  may  be  too  long. 
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Real-estate  loans 

Section  36  (a)  :  A  redefinition  providing  that  a  leasehold  pledged  as  security 
for  a  real-estate  loan  would  be  one  having  maturity  of  not  less  than  10  years 
beyond  the  final  maturity  of  such  loan,  should  be  supported. 
Construction  loans 

Section  36  (c)  :  The  proposal  to  permit  national  banks  to  make  construction 
loans  on  industrial  and  commercial  buildings,  with  maturity  not  to  exceed  18 
months,  provided  there  is  a  valid  takeout  agreement  from  a  financially  respon- 
sible concern,  should  be  supported.  The  increase  in  the  aggregate  amount  of  all 
construction  loans  which  a  national  bank  can  hold  from  GO  percent  of  capital  to 
100  percent  of  combined  capital  and  surplus,  should  be  supported.  Note:  Ohio 
Assembly  has  Just  enacted  State  bank  law  similar  to  the  provisions  of  the  two 
paragraphs  above. 
Industrial  loans 

Section  36  (e) :  The  proposal  to  permit  national  banks  to  make  loans  to  estab- 
lished industrial  or  commercial  businesses  with  repayment  from  the  operation 
of  such  borrowers,  whether  or  not  secured  by  a  mortgage  on  real  estate,  should 
be  supported.  The  committee  feels  that  amortization  and  maturity  of  not  more 
than  10  years,  should  be  required. 
Limit  of  indebtedness 

Section  37 :  The  proposal  that  national  banks  be  permitted  to  borrow  up  to  an 
amount  not  exceeding  the  amount  of  the  combined  capital  paid  in  and  unim- 
paired surplus  of  such  national  bank,  should  be  supported. 
Reports  liy  national  banks 

Section  52  (a)  :  The  proposed  extension  to  allow  national  banks  10  days  to 
comply  with  call  reports,  should  be  supported.     The  repeal  of  present  law  re- 
quiring national  banks  to  report  declaration  of  dividends  to  the  Comptroller, 
should  be  supported — the  information  is  otherwise  available. 
Loans  to  executive  officers 

Section  28  (e)  :  The  proposal  to  permit  executive  officers  to  borrow  up  to  55,000 
unsecured  from  their  own  institutions,  and  the  right  to  borrow  up  to  $25,000 
(rather  than  $15,000)  on  homes  for  personal  occupancy,  should  be  supported. 
Federal  Home  Loan  Bank — Supervisory  authority 

Section  4  (d) :  Any  proposals  to  have  the  powers,  present  and  future,  of  the 
Federal  Home  Loan  Bank  Board  spelled  out  in  the  statutes,  should  be  supported. 

The  word  "bank"  should  be  eliminated  from  the  name  "Federal  Home  Loan 
Bank  Board." 
Federal  Savings  and  Loan  Association  branches 

Section  6  (c) :  The  proposal  that  Federal  savings  and  loan  associations  should 
not  be  permitted  to  establish  branches,  except  in  conformity  with  the  laws  and 
practices  of  the  States  governing  the  establishment  of  branch  offices  of  State- 
chartered  savings  and  loan  associations  or  banks,  should  be  supported.  Branches 
across  State  lines  should  be  prohibited. 
Federal  credit  unions 

Section  15 :  Maximum  loan  limits  on  Federal  credit  unions  should  not  be  in- 
creased and  control  over  such  limits  should  remain  in  the  statutes. 
Payment  of  insurance 

Section  406:  Extreme  care  should  be  taken  to  prevent  the  nature  of  an  insured 
deposit  or  an  insured  account  from  being  changed  by  either  the  Federal  Deposit 
Insurance  Corporation  or  the  Federal  Savings  and  Loan  Insurance  Corporation. 


Payment  of  interest 

Caution  :  Any  language  used  to  define  or  regulate  payment  of  interest  on  de- 
posits should  be  so  clear  that  It  cannot  be  interpreted  to  prohibit  the  voluntary 
absorption  of  certain  State  taxes  on  deposits  by  banks. 
Bank  mergers 

Control  over  bank  mergers  should  be  in  the  hands  of  appropriate  bank  super- 
visory agencies,  but  without  prejudice  to  the  powers  of  the  various  State  authori- 
ties when  a  State-chartered  institution  is  involved. 
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National  branches  and  State s  rights 

If  a  national  bank  acquires  another  bank  located  within  the  same  conuty,  the 
purchasing  bank  should  be  governed  by  its  State  Ian  In  regard  to  the  operation 
of  branches. 
Postal  savings 

The  Postal  Savings  System  should  be  abandoned  as  early  as  practicable. 
Equal  taxes 

In  any  revenue  measure,  or  otherwise,  provision  should  be  made  for  at  least 
approximate  equal  taxation  of  all  financial  Institutions  regardless  of  their  corpo- 
rate nature.   The  same  principle  should  apply  to  other  fields  of  business. 

The  Chairman.  Mr.  Vanik, 

Mr.  Vanik.  Mr.  Chairman,  I  have  a  few  questions,  but  the  House 
is  now  in  session,  and  I  would  like  to  get  to  the  floor  as  quickly  as 


The  Chairman.  You  may  proceed  with  your  questions. 

Mr.  Multer.  Mr.  Chairman,  I  make  a  point  of  order.  The  House 
is  in  session. 

Mr.  Patman.  Just  a  minute. 

May  I  ask  the  witness,  Mr.  Chairman,  to  bring  certain  informa- 
tion when  he  comes  backf  so  as  to  shorten  the  time? 

The  Chairman.  Yes,  sir. 

The  House  is  in  session,  Mr.  Gidney,  so  we  will  adjourn. 

Can  you  return  tomorrow  morning  ? 

Mr.GiDNET.  Yes,  sir. 

The  Chairman.  We  will  adjourn,  to  reconvene  tomorrow  morning 
at  10  o'clock. 

Mr.  Multer.  The  reason  I  make  a  point  of  order,  Mr.  Chairman,  is 
because  there  are  only  seven  members  of  the  committee  here  at  the 
present  time.  I  think  this  is  too  important  a  matter  to  have  90  few 
members. 

The  Chairman.  Your  point  of  order  is  sustained,  Mr.  Multer. 

You   will  come  back  tomorrow  morning,  Mr.  Gidney? 

Mr.  Gidney.  Yes,sir. 

The  Chairman.  Very  well. 

We  will  adjourn,  to  reconvene  tomorrow  morning  at  10  o'clock. 

(Whereupon,  at  12:10  p.  m.  the  committee  adjourned,  to  reconvene 
nt  10  a.  m.,  Tuesday,  July  23, 1957.) 
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tuesday,  july  s3,  1857 

Hoube  of  Representatives, 
Committee  on  Banking  and  Cubrenct, 

Washington,  D.  C. 

The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman) 
presiding. 

Present:  Chairman  Spence,  Messrs.  Brown,  Patman,  Multer,  Ad- 
donizio,  Barrett,  Reuss,  V  anik,  Rutherford,  Coad,  Anderson,  Talle, 
Kilburn,  McDonough,  Betts,  Mumma,  Bass,  Seely-Brown,  Siler, 
Henderson,  and  Chamberlain. 

The  Chairman.  The  committee  will  be  in  order. 

We  will  resume  the  hearings  and  continue  with  the  testimony  of 
Mr.  Gidney,  Comptroller  of  the  Currency. 

Mr.  Rutherford. 

Mr.  Rutherford.  No  question  at  this  time,  Mr.  Chairman. 

The  Chairman.  Mr.  Henderson. 

Mr.  Henderson.  Mr.  Chairman,  I  had  asked  my  questions  yester- 
day, sir. 

The  Chairman.  Mr.  Coad. 

FURTHER  STATEMENT  OP  HON.  BAT  M.  GIDNEY,  COMPTROLLER  OP 
THE  CURRENCY;  ACCOMPANIED  BY  L.  A.  JENNINGS,  DEPUTY 
COMPTROLLER;  BOY  T.  ENOLEBT  AND  GEOHGE  E.  McCONLEY, 
LEGAL  DIVISION 

Mr.  Coad.  Thank  you,  Mr.  Chairman, 

Mr.  Gidney,  I  have  some  questions,  first  of  all  as  they  might  relate 
to  the  actual  duties  of  your  office. 

As  I  understand,  you  are  the  regulator  of  the  currency  as  such. 

Mr.  Gidney.  I  think  that  I  have  the  name  of  Comptroller  of  the 
Currency,  but  I  have  no  functions  for  regulating  the  currency. 

Mr.  Coad.  All  right,  but  you  are  the  one  that,  in  essence,  keeps 
track  of  the  currency,  where  it  is,  its  value,  and  that  sort  of  thing. 

Mr.  Gidney.  I  would  have  to  demur  to  that.  We  are  simply  an  in- 
strumentality; we  are  custodians  through  whom  the  currency  passes 
on  its  way  to  the  Federal  Reserve  banks,  and  back  for  destruction. 

Mr.  Coad.  Thank  you.  As  to  travelers  checks,  do  you  have  anything 
to  do  with  those  who  do  issue  them  ? 

Mr.  Gidney.  We  do  not  have  anything  to  do  with  them.  They  are 
issued,  as  far  as  my  knowledge  goes,  by  American  Express  Co.,  over 
which  we  have  no  jurisdiction;  I  think  the  First  National  City  Bank  of 
New  York  issues  them,  I  think  the  Bank  of  America  issues  them,  per- 
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haps  tiie  First  National  of  Chicago— they  are  under  our  supervision, 
however,  those  three  banks. 

Mr.  Coad.  Inasmuch  as  they  are  under  your  supervision,  are  their 
activities  included  in  this  bill  in  any  regard,  from  that  standpoint! 

Mr.  Gidney.  Do  you  mean,  are  there  provisions  in  this  bill  relating 
specifically  to  traveler's  checks? 

Mr.  Coad.  Tea. 

Mr.  Gidney.  I  think  not. 

Mr.  Goad.  80  much  for  traveler's  checks. 

You  are  aware  of  the  entire  military  pay  certificate  program! 

Mr.  Gidney.  I  don't  think  I  know  very  much  about  that,  or  any- 
thing about  it, 

Mr.  Coad.  That  does  not  come  under  your  domain  at  all? 

Mr.  Gidney.  I  think  not.     Does  it,  Mr.  Jennings? 

Mr.  Jennings.  No,  it  doesn't  come  under  our  supervision  at  all. 

Mr.  Coad.  Under  whose  department  does  it  come? 

Mr.  Jennings.  I  believe  it  would  be  the  Department  of  Defense. 
I  was  in  the  Army  for  a  short  while  and  knew  a  little  bit  about  it, 
but  it  doesn't  come  under  the  Office  of  the  Comptroller  of  the  Cur- 
rency at  all. 

Mr.  Coad.  T  am  aware  that  the  American  Express  Co.  has  its 
branch  offices  on  the  bases  of  our  overseas  bases. 

Mr.  Jennings.  That  is  correct-. 

Mr.  Coad.  Do  you  mean  that  the  Defense  Department  can  make 
hanking  rules  of  its  own? 

Mr.  Jenninc.s.  Oh,  no. 

Mr.  Gidney.  I  see  what  you  are  thinking  of.  The  Treasury  makes 
agreements,  or  arrangements  with  banks  to  provide — with  banks 
and  American  Express — to  provide  services  to  the  military. 

Mr.  Coad.  That  is  what  1  was  getting  at.  Are  any  limitations 
included  in  the  Hanking  Act  having  to  do  with  these  banking  deals 
and  transactions  that  go  on  at  overseas  bases? 

Mr.  Gidney.  1  believe  not. 

Mr.  Coaii.  Von  mean  we  have  no  Federal  program  that  relates  to 
uur  overseas  banks? 

Mr.  Gidney.  Oh,  yes;  I  think  you  should  get  the  Assistant  Sec- 
retary of  the  Treasury  here  if  you  want  to  raise  questions  on  that,  but 
1  think  there  is  nothing  in  this  bill  which  specifically  refers  to  that 
subject. 

Mr.  Coad.  Hut  von  feel  that  there  are  Federal  statutes  that  do 
regulate  it?  ' 

Mr.  Gidney.  Well  (here  are  statutes  which  authorize  the  Secre- 
tary nf  the  Treasury  to  require  national  banks  to  render  services  as 
fiscal  n gents,  and  perhaps  that  is  in  this  bill.     I  think  that  is  hi  here. 

Mr.  Jennings.  Yes.  T  believe  it  is. 

Mr.  Gidney.  Yes.  that  is  in  section  42.  That  was  in  the  law  and  it 
is  carried  forward  in  this  bill. 

Mr.  Chad.  Do  yon  feel  that  section  4-2  does  everything  that  should 
be  done  in  that  regard  *. 

Mr.  (linxKT.  f  haven't  had  any  knowledge  of  any  place  where  it- 
fails  to  accomplish  what  should  l>e  done. 

Mr  Jen" xi xo*.  The  activities  of  military  facilities  of  national  banks 
or  the  American  Express  Co.  are  limited  to  looking  after  the  financial 
tin   "      '  military  personnel  on  the  posts.     The  outsiders — meaning  by 
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that,  civilian  people  who  do  not  reside  on  the  posts  or  work  for  the 
Government — are  not  permitted  to  use  the  facilities. 

Mr.  Coad.  I  understand  that  and  agree  with  it. 

What  I  am  interested  in  is  if  this  entire  banking  operation  that  has 
to  do  with  military  personnel  is  merely  a  contract  arrangement,  that 
is  contracted  by  the  Treasury,  and  that  there  are  no  actual  legal  limita- 
tions as  far  as  statutes  are  concerned  that  control  these  activities,  that 
is  something  that  should  be  looked  into. 

Mr.  Jennings.  That  is  a  matter  that  the  Fiscal  Assistant  Secretary 
of  the  Treasury  operates.     We  have  very  little  to  do  with  it. 

Mr.  Coad.  Thank  you.  I  appreciate  your  information.  Mr. 
Chairman,  I  would  like  to  request  that  this  person  who  is  the  Fiscal 
Assistant  Secretary  of  the  Treasury  come  before  this  committee. 
That  is  all.  Mr.  Chairman. 

Mr.  Mumma.  Would  the  gentleman  yield  ? 

Mr.  Coad.  I  yield. 

Mr.  Mumma.  May  I  ask  you  a  question,  Mr.  Gidney?  The  Ameri- 
can Express  Co.  doesn't  go  into  all  the  ordinary  banking  business. 
They  don't  loan  money,  do  they  % 

.Mr.  Gidney.  No,  I  believe  not. 

Mr.  Mumma.  It  is  more  of  a  depository,  or  transit  arrangement. 
American  Express  Co.  checks  are  recognized  all  over  the  world. 

Mr.  Gidney,  On  the  travelers  checks,  yes.  On  their  arrangements 
with  the  military,  I  think  those  are  mostly  in  foreign  locations,  and  my 
knowledge  of  it  is  just  hearsay,  and  I  wouldn't  be  able  to  help  you  very 
much  on  that. 

Mr.  Mumma.  In  my  district,  local  banks  handle  that. 

Mr.  Gidney.  That  is  right. 

The  Chairman.  General  Anderson. 

Mr.  Anderson.  Mr.  Gidney,  I  want  to  join  my  colleagues  in  compli- 
menting you  on  an  excellent  presentation. 

Mr.  Gidney.  Thank  you. 

Mr.  Anderson.  That,  however,  is  not  to  say  that  I  agree  with  all 
of  the  arguments  and  presentations  that  you  have  made,  and  I  am  sure 
some  of  the  matters  of  disagreement  will  be  brought  up. 

Certainly  the  matter  of  your  statement  that  competition  among 
banks  is  adequately  taken  care  of  is  subject  to  quite  a  »it  of  scrutiny, 
and  unless  a  better  case  can  be  made  for  that,  certainly  I  would  favor 
action  under  the  Clayton  Act,  or  whatever  other  means  might  be  re- 
quired in  order  to  assure,  competition  among  the  banks. 

Similarly,  I  am  not  prepared  to  accept  your  statement  that  we 
Bhould  abandon  control  over  usury  for  national  banks. 

Mr.  Gidney.  Oh,  we  do  not  propose  to  abandon  control  over  usury. 
There  is  no  such  suggestion. 

Mr.  Anderson.  The  portion  of  your  presentation  pertaining  to 
section  35  I  interpreted  as  meaning  a  considerable  relaxation  in  the 
maximum  rate  of  interest  to  be  charged.  You  propose  to  relieve  them 
of  the  Federal  limitations. 

Mr.  Gidney.  Oh,  no. 

Mr.  Anderson.  That  is  in  here,  and  your  presentation  indicated 
that  you  thought  that  you  should  step  out  of  the  picture  if  they  com- 
peted with  State  banks,  and  let  them  simply  go  under  the  State  law. 

Mr.  Gidney.  Could  I  say  there  that  back  as  far  as  my  memory  goes. 
national  banks  have  been  allowed  to  have  the  rates  permitted  by  State 
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;,n\  *\ui  [lint  jjiwm  back  to  1903.  That  is  true  in  my  State.  And  if 
iVivn-.  tut  State- statute,  they  are  limited  by  the  National  Bank  Act. 

lint  I  hoy  liavt' always  been  allowed  the  rates  allowed  byState  laws, 
n>  f!ia(  llu's,  I  think,  doesn't  really  change  the  situation.  This  was  not 
.<m  iiiii'lu-iilur  proposal.  I  think  those  who  seek  it  want  to  be  sure  to 
m,iU  it  i'lwr. 

Sir.  Anhkhkow.  It  is  your  feeling,  then,  that  there  will  be  no  change 
in  lliKiu'tuiil  practice  in  any  instance? 

Mr.  (Iionhv.  That  is  the  way  I  understand  it,  sir. 

Mr.  A  nukimon.  That  all  national  banks  will  continue  to  operate  as 
llmv  ink  now. 

Mi-.  (Iiiinky.  That  is  substantially  the  case,  and  they  will  be  allowed 
iv  I  nit.  Slain  hanks  are  allowed,  and  I  think  they  generally  are  now. 

!li u i tit  of  tlii!  bankers,  I  believe,  think  they  need  to  be  a  little  more 
..-.l .filial. 

Mr.  A  NiiKJiNON.  Thank  you,  Mr.  Gidney.  I  have  several  questions, 
mill  I  will  lake  up  as  many  as  I  have  time  for  in  this  5  minutes,  and 
i  In  ill  lii-i-rt  <m  I  he  next  go-around. 

Suction  :t-l  would  provide  for  an  increase  in  limits  with  respect  to 
■l.iiiy  i'«  I  lie.    Can  you  tell  me  why  we  treat  only  of  dairy  cattle? 

Mr.  Oiii-N'kv.  Well,  the  other  types  of  cattle  have  been  allowed  this 
i'.»i-i:jj|  ion,  ami  it  is  our  belief  that  dairy  cattle  should  be  rated  just  is 
Mill  iih  tin*  ol  I  icrs,  perhaps  better. 

.Mr.  AviiKitsox.  So  that  this  will  only  bring  the  dairy  cattle  into 
Mn;  Mime  position  as  feed  cattle  and  range  cattle. 

Mr.  IJiiinky.  That  is  right.    Is  that  right,  Mr.  Jennings! 

Mr.  ,li;.\. vinos.  That  is  correct 

M  i'.  A  ndkiison.  In  connection  with  the  stock  options,  your  proposal 
i,i  Imsed  on  n  statement  that  the  present  wording  is  not  workable,  and 
you  iiiHiimit  that  we  will  know  why  it  is  not  workable,  and  why  we 
inii'.l.  inn  Iti-  it  read  as  you  propose. 

IVoiilil  you  explain  the  reasoning? 

Mr.  (iiiiNKr.  I  will  explain  it  as  I  understand  it.  That  particular 
provision  was  not  of  our  making,  but  as  I  understand,  stock  options 
iim-  given  to  a  valuable  officer  who  is  given  an  option  to  buy  stock 
HriMiiu  a  certain  time  at  a  certain  price. 

Sow  it  is  thought  best  to  have  that  price  not  too  much  below  the 
iniiiki'i  or  hook  at  the  time  he  is  given  that  option.  That  is  the  time  in 
wliii'h  Ibis  is  set  up. 

Now  it  seemed  to  us  that  it  was  perhaps  inadvertent  that  they  said 
v.lial  I  hat  relationship  of  price  to  book  or  market  would  be  at  the  time 
il  wa-.  exercised,  which  would  be  several  years,  perhaps,  later  than  the 
fiiuiting  of  the  option,  and  if  it  were  that  way — it  could  be  done  that 
iv  in  -il  would  simply  mean  that  at  that  time  he  would  get  a  15  percent 
ili:  I'oiint,  on  buying  the  stock. 

Now  if  he  obtains  the  option  to  buy  it  when  it  is  worth  a  hundred, 
iirul  is  to  pay  a  hundred  for  it,  and  it  goes  up  to  200,  he  would  have  a 
greater  profit  than  would  be  represented  by  n  15  percent  discount 

1  think  the  intention  of  those  who  asked  for  the  bill  is  to  have  the 
lonlract  made  at  the  time  the  option  is  granted,  to  set  the  price  then, 
and  not  set  it  at  the  time  the  option  is  exercised,  which  is  quite  an  un- 
certain thing. 

The  Chairman.  The  gentleman's  time  has  expired. 
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Mr.  (Sidney,  do  you  favor  any  extension  in  the  present  law  provid- 
ing for  the  .Justice  Department  taking  action  when  there  is  a  substan- 
tial lessening  of  competition  or  tendency  to  monopoly  in  mergers? 

Mr.  Gidnet.  Well,  the  Sherman  Act  has  been  present  for  something 
like  60  years,  and  I  see  no  occasion  to  change  the  Sherman  Act,  which 
the  Department  of  Justice  has  available  if  there  is  a  monopoly. 

The  Chairman.  Do  you  favor  having  joint  jurisdiction  between  the 
Justice  Department  and  the  administrative  agencies  i 

Mr.  GrcNBr.  I  think  it  is  better  to  have  it  in  the  administrative  or 
supervisory  agencies,  who  are  familiar  with  the  field,  who  have  func- 
tioned in  it  through  the  years,  and  that  is  where  we  think  it  should 
remain. 

The  Chairman.  Under  the  present  law,  if  there  is  a  substantial 
lessening  of  competition  or  tendency  toward  the  creation  of  a  monop- 
oly, the  Department  of  Justice  has  jurisdiction  with  reference  to  the 
merger  effected  by  the  purchase  of  stock  ? 

Mr.  Gidney.  That  is  true. 

TheCHATRMAN.  Do  you  favor  that? 

Mr.  Gidney.  Well,  that  statement  is  only  partly  true,  because  there 
are  various  exceptions  to  that.  The  Interstate  Commerce  Commission 
has  jurisdiction  as  to  railroad  mergers,  and  with  supervision  by  the 
Federal  Communications  Commission,  the  Federal  Power  Commis- 
sion, the  Civil  Aeronautics;  mergers  in  those  fields  are  specifically  ex- 
empted from  the  application  of  section  7  of  the  Clayton  Act 

And  these  cover  regulated  industries,  Mr.  Englert  reminds  me,  and 
of  much  more  recent  regulation,  some  of  them,  than  is  the  case  for  the 
banks.  Your  banking  regulation  is  longer  developed  and  I  would  say 
at  least  equally  well  developed. 

The  Chairman.  National  banks  have  no  authority  to  buy  stock  in 
other  banks,  have  they  ? 

Mr.  Gidney.  They  do  not.  There  are  no  bank  mergers  accomplished 
through  purchase  of  stock  that  I  know  of. 

The  Chairman.  Is  that  the  reason — because  the  banks  have  no  au- 
thority I 

Mr.  Gidney.  I  think  that  is  substantially  the  reason,  sir. 

The  Chairman.  That  would  be  an  effective  reason. 

Mr.  Gidney.  Yes,  sir.  And  I  noticed  in  the  statement  by  Mr.  Han- 
sen that  the  mergers  have  taken  the  form  they  did  to  avoid  section  7. 
I  think  that  is  completely  unwarranted.  I  don't  think  section  7  had 
anything  to  do  with  it.  They  can't  do  it  by  buying  stock.  They  did  it 
in  the  way  they  are  authorized  by  law  to  do  it. 

The  Chairman.  When  the  Clayton  Act  was  passed,  it  was  then  the 
intention  to  prevent  mergers  by  the  acquisition  of  stock.  And  as  na- 
tional banks  had  no  power  to  buy  stockj  it  was  ineffective. 

Now  the  suggestion  for  the  change  in  the  present  law,  that  the  De- 
partment of  Justice  should  be  permitted  to  prevent  mergers  when  they 
are  accomplished  by  the  acquisition  of  assets  would  make  that  law 
effective  3 

Mr.  Gidney.  Well,  that  law  has  never  really  applied  to  banks.  It  is 
true  that  that  law  may  apply  where  a  holding  company  purchases  the 
stock  of  a  bank.   We  think  it  does. 

Section  7,  we  think,  does  apply  in  such  a  case,  but  it  has  never  ap- 
plied to  mergers  or  consolidations  of  banks. 
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The  Chairman'.  The  law  specifically  exempts  banks  from  the 
operation  i 

Mr.  (iiuxKY.  Well,  it  specifically  exempts  them  by  saying,  I  think, 
that  the  section  applies  only  to  corporations  that  are  subject  to  the 
jurisdiction  of  the  Federal  Trade  Commission,  so  that  in  that  way,  it 
exempted  banks  clearly ;  yes,  sir. 

The  Chairman.  Of  course,  banks  are  regulated  by  other  agencies, 
but  as  a  fundamental  principle,  why  should  a  merger  of  banks  be 
exempted  from  the  operation  of  the  law?  It  seems  to  me  to  be  i 
monopoly — a  monopoly  of  money  and  credit  is  about  as  effective  ft 
monopoly  as  can  be  conceived. 

Mr.  Gidney.  It  isn't  suggested  that  they  are  exempt  from  the  Sher- 
man Act  which  deals  with  monopoly,  and  in  60  years  I  believe  then 
has  been  no  direct  action  brought  against  a  bank  or  banks  on  that 
ground. 

The  Chairman.  In  60  years  there  has  been  no  action  against  the 
banks? 

Mr.  Gidxky.  No  direct  action.  Mr.  Hansen  referred  to  some  actions 
against  investment  bankers,  in  which  there  were  some  ancillary  refer- 
ences to  banks,  but  I  think  it  is  stated  in  the  Senate  debate  by  Senator 
Fulbright  that  00  years  hasn't  brought  any  actions. 

The  Chairman.  Well,  the  concentration  of  economic  power,  and 
the  control  of  money  and  credit,  would  be  a  very  effective  monopoly, 
wouldn't  it,  if  it  could  be  effected  ? 

Mr.  (iidxky.  If  it  could  be  effected;  yes,  sir,  that  would  be  true.  I 
think  if  you  will  look  into  the  communities  that  you  know  and  we  know, 
you  will  find  that,  they  are  competing  with  each  other  most  fiercely. 
Thiit  is  what  I  hey  tell  hie,  and  I  can  see  it. 

The  Chairman-.  What  harm  would  there  be  in  giving  them  this 
iiiil  hority  ?  You  don't  think  it  would  be  used  without  reason,  do  you? 
The  Sherman  Act  hasn't  been  used,  you  say,  in  Go  years. 

Mr.  fiiitxKV.  Well,  this  section  7  is  staled  to  do  things  that  can't 
In*  done  as  easily  under  the  Sherman  Act.  The  thing  that  troubles 
u<  great Iv  about  tin-  proposal  is  Jlssrt  it  makes  (his  determination  of 
competition  the  sole  basis  for  deciding  whether  a  merger  should  be 
permitted  or  not.  There  are  many  other  factors  which  are  recited 
in  the  bill  which  is  proposed,  and  those  are,  in  brief,  the  standards 
which  are  mentioned  in  the  Federal  Deposit  Insurance  Act,  in  con- 
nection with  charters,  and  so  forth. 

And  then,  I  think  it  is  a  fact  that  the  determination  of  what  is 
sithsr  ant  ial  lessening  of  compel  it  ion  has  been  narrowed  down  to  a  point 
when*  the  application  of  percentages  determines  the  point,  or  appar- 
ently is  thought  to  determine  it  conclusively. 

Thm<  has  Ix'en  one  case,  I  understand,  where  having  7  percent  of 
(lie  liur-incss  was  held  to  be  a  substantial  lessening  of  competition. 

We  think  that  that  provision  doesn't  lit  banks  at  all  well,  and  that 
u  isi.u'ih  lieiievlii  hr.ve  the  banks  subject  to  the  supervision,  in  this  as 
in  other  matters,  of  the  supervisory  agencies,  rather  than  turn  it  over 
In  the  Justice  Department  which  works  with  specialized  matters,  with 
standards  that,  are  not.  applicable,  which  doesn  t  have  familiarity  with 
I  lie  business,  and  for  various  other  reasons. 

1  think  if  might  Ik*  well  for  me  to  introduce  here  a  letter  which  we 
sent  to  the  Senate  when  they  were  considering  this  bill.  I  would  like 
to  make  a  comment  and  then  introduce  the  letter. 
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The  Chairman.  The  letter  may  be  inserted  in  the  record. 

Mr.  Gidxey.  I  would  like  to  comment  briefly  on  the  testimony 
of  Assistant  Attorney  General  Hansen  before  this  committee  last  week. 

In  response  to  a  question  from  the  chairman.  Judge  Hansen  stated 
that  he  assumed  that  the  reason  bank  mergers  are  by  means  of  asset 
acquisitions  rather  than  stock  acquisitions  was  that  banks  are  desirous 
of  avoiding  section  7  of  the,  Clayton  Act. 

The  fact  is  that  national  banks  and  State  banks  which  are  members 
of  the  Federal  Reserve  System  may  not  own  stock  either  in  banks  or 
other  corporations  with  very  limited  exceptions.  Consequently,  bank 
mergers  cannot  take  place  by  means  of  stock  acquisitions,  whereas 
there  is  express  authority  for  bank  mergers  by  assets  acquisitions. 

I  think  this  point  should  be  made  clear  to  the  committee.  As  I 
mentioned  earlier,  there  is  contained  in  this  bill  a  provision  which 
would  authorize  national  banks  and  State  banks  of  the  Federal  Re- 
serve System  to  purchase  and  hold  for  not  to  exceed  90  days  stock  of 
another  bank  as  a  step  in  a  proposed  merger.     We  are  opposed  to  this 


tained  a  footnote  which  listed  four  cases  brought  under  the  Sherman 
Act  in  which  banks  were  defendants.  We  wish  to  point  out  that  in 
none  of  these  cases  were  bank  mergers  or  consolidations  involved,  and 
therefore,  they  are  not  pertinent  to  the  discussion  of  section  23 

In  connection  with  Judge  Hansen's  recommendation  that  there  be 
inserted  in  section  23  an  antitrust  savings  clause  analogous  to  that  con- 
tained in  the  Bank  Holding  Company  Act  of  1956,  I  would  like  to 
insert  in  the  record  a  copy  of  a  letter  which  I  wrote  to  Senator  Robert- 
son at  tlie  time  such  a  proposal  was  before  the  Senate. 

In  this  letter  it  was  pointed  out  that  section  23  is  not  analogous  to 
the  Bank  Holding  Company  Act,  that  that  act  proposed  restrictions  on 
acquisitions  of  stock  by  hank  holding  companies,  and  that  such  acquisi- 
tions of  stock  are  and  have  been  for  many  years  subject  to  section  7 
of  the  Clayton  Act  and  the  savings  clause  to  preserve  the  applicability 
of  that  section  was  apparently  deemed  necessary. 

Section  7  of  the  Clayton  Act  is  not  applicable  to  bank  mergers,  and 
therefore  the  insertion  of  an  antitrust  savings  clause  in  section  23 
would  appear  to  be  for  practical  purposes  meaningless  unless  there  is 
adopted  an  amendment  to  section  7  of  the  Clayton  Act  making  it  ap- 
plicable to  bank  mergers. 

That  this  is  so  was  conceded  by  Judge  Hansen  at  page  20  of  his 
statement. 

The  letter  is  rather  lengthy,  and  perhaps  it  would  be  just  as  well  if 
I  simply  turned  it  over  to  your  reporter. 
(The  letter  referred  to  is  as  follows :) 

Mabch20,1957. 
Hon.  A.  Willis  Robertson. 

United  Slates  Senate,  Washington,  D.  C. 
My  Dear  Sknatciu:  You  have  requested  lhat  we  advise  you  ot  our  views  on 
the  amendment  proposed  bj  Senator  O'Habnney  to  S.  1451.  This  amendment 
would  add  at  the  end  of  section  23  ot  title  III.  the  Federal  Deposit  Insurance 
Act.  the  following:  "Nothing  contained  In  this  chapter  shall  be  interpreted  or 
construed  as  approving  any  act,  action,  or  conduct  which  is  or  has  been  or  may  be 
In  violation  of  existing  law,  nor  shall  anything  contained  In  this  chapter  con- 
stitute n  defense  to  any  action,  suit,  or  proceeding  pending  or  hereafter  insti- 
tuted on  account  of  any  prohibited  antitrust  or  monopolistic  act,  action,  or 
conduct." 
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The  proposed  amendment  Is  a  savings  clause  which  would  prevent  section  S 
from  being  used  as  a  defense  in  any  antitrust  litigation.  Since  section  23  so- 
pites to  bant  mergers  consummated  by  asset  acquisitions  which  are  not  now 
subject  to  the  Clayton  Act  the  adoption  of  the  savings  clause  at  this  time  would 
appear  to  be,  for  practical  purposes,  meaningless. 

We  are  disturbed,  however,  at  the  implications  which  might  arise  from  id 
adoption  by  the  Senate.  At  the  time  of  introducing  the  amendment  Senator 
O'Mahoney  stated  that  there  Is  now  pending  before  the  Senate  Committee  ou  toe 
Judiciary  a  bill  to  amend  the  Clayton  Act,  which  would  have  the  effect  of  bring- 
ing bank  mergers  under  the  application  of  section  7  of  the  Clayton  Act,  and  that 
the  purpose  of  adopting  the  antitrust  savings  clause  would  be  to  Insure  that 
further  consideration  of  bills  which  would  subject  all  bank  mergers  to  section  7 
of  the  Clayton  Act  could  be  contemplated  by  the  Judiciary  Committee.  As  job 
know,  the  Treasury  Department  is  opposed  to  amendment  of  section  7  of  the 
Clayton  Act  In  such  a  way  as  to  make  that  section  applicable  to  bank  mergers, 
but  Jointly  with  the  Board  of  Governors  of  the  Federal  Reserve  System  and  the 
Federal  Deposit  Insurance  Corporation  proposed  the  language  now  incorporated 
In  section  23  of  the  Federal  Deposit  Insurance  Act  as  an  alternative  proposal. 
This  language  Is  Identical  with  S.  3011  of  the  84th  Congress  which  was  passed 
by  the  Senate  during  1950,  but  too  late  to  be  acted  upon  by  the  House  of  Repre- 
sentatives. Our  reasons  for  Favoring  this  approach  have  been  fully  stated  both 
before  your  committee  and  before  Senator  O'Mahoney's  committee. 

It  would  be  anomalous,  In  our  view,  for  the  Senate  to  adopt  section  23  and  sub- 
sequently to  amend  section  7  of  the  Clayton  Act  to  make  that  section  applicable 
to  bank  mergers,  since  these  two  sections  would  be  inconsistent  with  each  other 
in  addition  to  overlapping.  They  are,  indeed,  alternative  proposals  and  adoption 
of  one  would  seem  to  preclude  action  on  the  other. 

We  strongly  favor  enactment  of  section  23  which  Is  the  method  of  giving 
greater  control  over  bank  mergers  to  Federal  authorities  favored  by  the  S  bank 
supervisory  agencies  as  well  as  by  the  American  Bankers  Association,  the  Ameri- 
can Bar  Association,  and  the  Association  of  Reserve  City  Bankers.  If  it  is 
adopted,  we  assume  that  the  Congress  will  not  at  the  same  time  adopt  language 
raising  an  Implication  that  further  consideration  will  be  given  to  legislation 
which  would  be  Inconsistent  with,  and  have  the  effect  of  nullifying,  the  approach 
to  greater  control  over  bank  mergers  taken  by  section  23. 

In  his  statement  Senator  0*Mahoney  also  referred  to  a  similar  provision  con- 
tained in  the  Bank  Holding  Company  Act  of  1050.  However,  section  23  Is  not 
analogous  to  the  Bunk  Holding  Company  Act,  That  act  imposed  restrictions 
on  acquisitions  of  stock  by  bank  holding  </otnp;mies.  Snob  acquisitions  of  stock 
are  and  have  been  for  many  years  subject  to  section  7  of  the  Clayton  Act  and  a 
savings  clause  to  preserve  ihe  applicability  of  that  section  was  apparently 
deemed  necessary.  Section  7  of  the  Clayton  Act  is  not  applicable  to  bank 
mergers,  and,  therefore,  there  can  be  no  question  of  preserving  its  applicability 
to  such  mergers. 

For  the  above  reasons  we  are  opposed  to  adoption  by  the  Senate  of  the  amend- 
ment to  section  23  of  title  III  of  S.  1151  proposed  by  Senator  O'Mahoney. 
Sincerely  yours, 

Rat  M.  Qidnkt, 
Comptroller  of  the  Currency. 

Mr.  Mn.TER.  Who  wrote  the  letter  ? 

Mr.  Gidney.  I  wrote  the  letter  to  the  chairman  of  the  Senate  Sub- 
committee, Senator  Rolwrtson. 

The  Chairman.  What  was  the  reason  for  inserting  in  the  bill  the 
provision  that  national  banks  might  purchase  the  stock  of  hanks  and 
hold  it  for  a  period  of  00  clays  in" contemplation  of  a  merger* 

Mr.  Gidnky.  I  think  that  was  inserted  at.  the  suggestion  of  the 
Federal  Reserve  Hoard,  and  I  don't  know  why  they  inserted  it. 

Mr.  Jr.NMMis.  1  can  point  out  that  in  the  State  of  California  State 
hanks  are  permitted  to  effect  consolidations  or  mergers  by  means  of 
one  hank  acquiring  the  stock  of  the  other  bank. 

We  don't  believe  that  it  is  necessary  to  provide  parity  between  State 
and  National  banks  to  that  extent.  It  isn't  necessary  in  our  opinion 
for  a  bank  to  acquire  the  stock  of  another  hank,  even  with  our  ap- 
n'oval,  asa  means  of  effecting  a  merger  or  consolidation. 
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The  Chairman.  You  don't  think  that  would  be  desirable  ? 

Mr.  Jennings.  No,  I  don't  think  it  would  be  desirable  for  this 
reason.  If  the  acquiring  bank  has  picked  up  the  stock  of  a  bank  that 
is  to  be  acquired,  the  consolidation  statutes,  the  merger  statutes,  re- 
quire that  both  groups  of  shareholders  hold  meetings,  and  two-thirds 
of  the  stock  of  each  bank  must  be  voted  in  favor  of  the  merger  or  con- 
solidation. 

Now,  if  the  acquiring  bank  has  already  picked  up  66%  of  the  stock 
of  the  other  bank,  the  shareholders  of  the  acquiring  bank  are  in  an 
impossible  position.  They  pretty  much  have  to  vote  for  the  consoli- 
dation because  their  bank,  using  bank  funds,  has  already  acquired 
the  stock  of  the  other  bank.  We  don't  believe  that  the  action  of  the 
shareholders  of  the  acquiring  bank  should  be  foreclosed  through  the 
action  of  their  bank  acquiring  the  stock  before  their  shareholders  have 
given  approval. 

Mr.  Gidney.  Mr.  Chairman,  I  think,  also,  it  isn't  needed.  We  find 
that  banks  do  find  ways  to  consolidate  and  merge  without  having 
this  power.    We  would  prefer  to  leave  it  as  it  is. 

The  Chairman.  It  is  not  desirable  to  make  mergers  easier. 

Mr.  Gidney.  Well,  not  in  this  particular  way,  at  least. 

The  Chairman.  Well  now,  you  say  that  the  agencies  have  a  certain 
standard  and  formula  that  apply  to  mergers.  Isn't  whether  or  not 
a  merger  should  be  effected  a  judicial  question,  which  depends  on  the 
particular  conditions  of  the  area  at  the  time  the  merger  is  attempted 
to  be  effected ! 

Mr.  Gidney.  I  think  that  is  a  fair  statement. 

The  Chairman.  You  would  have  to  try  that  upon  all  the  facts 
incident  to  the  case. 

Mr.  Gidney.  You  would  have  to  assemble  the  pertinent  facts,  which 
we  do. 

The  Chairman.  Wouldn't  that,  in  a  sense,  be  a  judicial  question? 

Mr.  Gidney.  Well,  I  suppose  perhaps  you  might  say  so.  We  have 
to  exercise  judgment  on  it,  and  of  course  one  thing — this  is  in  the 
supervisory  agencies — a  very  large  part  of  the  material  needed  for  the 
considerations  is  available,  and  as  current,  and  part  of  our  daily  work- 
ing knowledge,  and  I  think  that  from  the  point  of  view  we  in  the 
supervisory  agencies — and  I  don't  mean  our  office  alone — have  better 
competence  than  the  Department  of  Justice. 

The  Chairman.  I  think,  before  any  action  is  taken,  that  all  of  the 
agencies  which  have  knowledge  of  the  facts  should  confer  and  get  the 
information  that  the  Government  has  from  all  its  sources. 

Mr.  Gidney.  One  feature  that  this  proposed  bill  has  is  that  in  order 
to  work  on  uniform  standards  we  should  consult  with  the  other  agen- 
cies on  each  of  these  mergers  so  that  we  will  develop  a  fairly  standard 
procedure,  and  a  set  of  standards. 

The  Chairman.  There  is  no  well-founded  objection,  anywhere  in 
this  country,  to  free  enterprise,  and  free  opportunity  for  every  man 
to  increase  his  holdings  to  any  size,  if  he  operates  properly.  Bigness 
is  not  something  that  we  are  opposed  to.     Isn't  that  true? 

Mr.  Gidney.  I  should  think  that  should  be  so. 

The  Chairman.  But  when  2  or  3  banks  attain  immense  growth,  and 
then,  not  by  natural  process  of  growth  but  by  processes  of  merger,  they 
become  1  bank,  I  think  it  often  results  in  a  very  undesirable  condi- 
tion which  ought  to  be  prevented. 
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Mr.  Gidxht.  I  think  there  again  you  would  have  to  look  at  the  facts 
in  each  ease.    Our  largest  bank  in  this  country  has  had  one  merger  in 

4  years.    And  that  was  very  tiny.    And  yet  they  grow  at  a  pace  that 
continues  to  keep  them  up  in  front  an  the  largest  bank. 

The  Chaihmax.  How  many  applications  for  mergers  are  on  your 
desk  at  the  present  time '? 

Mr.  Gidnky.  I  think  I  have  some  figures  here.  On  the  desk  at  the 
present  time,  I  think,  very  few.    Mr.  Jennings  thinks  we  might  haw 

5  or  (i.    I  don't  remember  that  many,  but  that  might  be  right. 

I  think  our  office  becomes  dramatized  :i  little  bit.  because  we  have 
them  coming  from  4S  States,  and  they  are  of  course  taking  place  in 
ihose  States  lie t ween  State  institutions,  which  run  up  to  a  comparable 
number,  sometimes  greater  in  number,  sometimes  greater  amounts,  and 
sometimes  not  so  great.  But  we  find  that  the  number  in  each  State  is 
not  very  great.  But  with  those  from  48  Sf ales  rolling  in  to  I  center,  we 
become  a  little  more  dramatic  in  some  of  these  things  than  the  State 
people  do. 

The  Chaihmax.  Are  not  the  applications  for  mergers  violently 
objected  to  by  the  independent  bankers  of  the  community? 

Mr.  (tidsey.  I  would  say  nor.  1  think  we  have  had  no  objections 
from  the  independent  bankers  of  the  community.  We  have  had  ob- 
jections from  the  secretary's  section  of  the  Independent  Bankers  As- 
sociation. But  I  don't  recall  an  objection  from  the  independent 
bankers  of  the  actual  community. 

The  Chairman-.  Don't  the  independent  bankers  usually  object  to 
the  great  majority  of  mergers  ( 

Mr.  (JinNKY.  Not  to  the  great  majority.  I  think  we  have  had  a 
very  limited  number  of  letters  from  them.  We  may  have  had  some, 
but  not  running  up  to  a  majority,  certainly  not  running  up  to  5  per- 
cent and  probably  not  to  1  percent  of  the  total  number. 

The  Ciiaiismax.  In  some  rases  they  are  very  violent,  I  know. 

Mr.  (tihm:v.  Well,  (hev  are  vigorous  in  expression  in  some  few 
rases,  yes.  sir.  I   will  say'that. 

The  Chairman.  What  proportion  of  the  applications  for  mergers 
are  granted  by  the  supervisory  agencies? 

Mr.  GinxKY.  Well.  I  think  a  large  percentage  of  them  are.  We 
haven't  disapproved  very  many,  and  1  don't  think  the  States  have  dis- 
approved very  many. 

I  remember,  perhaps,  only  ultont  three  cases  of  States  disapproving 
them.  One  was  in  Mr.  Mini  Una's  Slate.  Pennsylvania,  in  fact,  right 
where  you  live,  Mr.  Miumna,  when-  the  secretary  of  banking  dis- 
approved the  nireger  of  a  large  bank  in  Harrishurg  with  a  bank  in 
Carlisle.  They  went  to  the  supreme  court  for  the  State  of  Pennsyl- 
vania, which  said  that  he  had  exceeded  his  powers  under  the  existing 
laws  in  disapproving  that  merger,  and  I  think  he  has  since  had 
amendments  to  the  laws  which  have  restored  his  powers  in  that 
l-espect. 

And.  of  course,  that  decision  was  somewhat  of  a  stop,  look,  and  listen 
sign  to  any  other  supervisor,  liecause  the  supreme  court  said,  as,  I 
recall,  that  in  the  absence  of  specific  standards  for  his  disapproval, 
he  didn't  have  the  power.  So  it  was  sort  of  a  stop,  look,  ana  listen 
sign  for  other  supervisors,  including  myself. 

The  Chairman.  Does  the  opposition  to  the  mergers  frequently 
come  from  the  State  supervisory  authorities! 
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Mr.  Gidney.  We  don't  have  opposition  rolling  to  us  except  from 
the  folks  that  you  have  mentioned,  the  independent  bankers.  The 
public  seems  to  take  them  with  approval,  and  we  don't  have  much 
opposition  coming  up  to  us. 

You  see,  we  don't  get  a  merger  proposal  unless  the  directors  of  the 
banks  concerned  have  voted  it,  and  it  can't  go  through  unless  two- 
thirds  of  the  stockholders  of  each  bank  approve  it.  So,  generally,  it 
seems  to  have  more  public  support  than  you  might  think. 

The  Chairman.  You  had  no  authority  in  the  Chase-Manhattan 
merger? 

Mr.  Gidnev.  Not  at  all,  because  that,  under  the  two-way  street  law, 
was  a  national  bank  going  to  a  State  bank.  There  was  a  technical 
question  there,  as  to  whether  the  two-way  street  law  was  fully  applic- 
able because  the  statement  was  made  that  Manhattan  couldn't  merge 
into  the  Chase,  because  it  had  a  charter  as  a  water  company,  and  would 
require  a  hundred  percent  vote  of  the  stockholders  for  consent  to 
merge  the  other  way. 

We  wrote  a  letter  to  the  superintendent  of  banks  to  ask  him  if  he 
was  satisfied  that  the  two-way  street  law  was  applicable,  and  he  said 
that  lie  was  advised  by  counsel  that  it  was  applicable,  and  he  approved 
that  merger.  We  had  nothing  to  say  about  it  other  than  to  write  a 
letter  saying,  in  effect,  "This  national  bank  has  departed  our  jurisdic- 
tion, in  apparently  a  regular  manner.'" 

The  Chairman.  Is  your  opposition  to  the  Justice  Department  hav- 
ing jurisdiction  in  the  matter  based  upon  the  fact  that  you  think  they 
would  interpose  often  when  there  was  no  reason  for  their  doing  so  ? 
Don't  you  think  they  would  cooperate  with  you,  and  that  they  would 
only  come  in  in  cases  where  they  thought  it  was  justified  ? 

Mr.  Gidnev.  I  don't  want  to  call  names  or  say  rough  things  about 
another  department,  because  they  are  nice  folks,  and  we  think  they  are 
all  right. 

We  sent  a  letter  to  them  in  December  about  a  place  where  we  thoughr 
there  might  bo  applicability  of  section  7  of  the  Clayton  Act,  or  of  the 
Sherman  Act,  and  we  have  not  yet  had  a  reply  from  them  to  enable 
us  to  know  whether  we  should  go  ahead  or  not. 

We  observed  that  the  information  they  have  desired  in  certain  cases 
has  been  minute,  and  we  thought  not  particularly  helpful,  so  we  think 
that  our  banks  would  be  in  a  very  difficult  position  if  that  uncertainty 
were  held  over  them. 

The  Chairman.  We  have  given  them  a  power  which  is  entirely  in- 
effective. If  we  would  include  the  acquisition  of  bank  assets,  we  would 
give  them  a  power  which  would  help  them  carry  out  the  intent  of  Con- 
gress, isn't  that  true? 

Mr.  Gidnev.  I  don't  know  what  Congress  intended.  We  are  told 
they  intended  various  things.  But  what  gets  into  the  law,  I  presume, 
is  what  they  intended. 

The  Chairman.  Well,  it  is  the  obvious  intent  of  the  law  to  stop 
mergers.  And  we  gave  them  a  power  which  was  entirely  ineffective. 
If  we  gave  them  a  power  that  was  effective,  that  would  carry  out  that 
intent. 

Mr.  Gidney.  Well,  the  intent  of  Congress  is  somewhat  indicated  by 
the  specific  exemption  of  several  regulated  industries.  There  are  none 
better  regulated  than  the  banks.  And  there  are  none  more  important 
than  the  banks. 
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I  think  the  evidence  of  Congress'  intent  can  be  found  in  those  spa- 
cine  exemptions. 

The  Chairman.  Turning  to  the  issuance  of  preferred  stock,  you 
said  that  that  provision  would  only  be  used  in  cases  of  emergency. 

Mr.  Gidnet.  Not  if  this  law  is  passed  in  this  form. 

The  Chairman.  The  law  doesn't  limit  it  to  that 

Mr.  GroNEr.  Not  as  proposed,  no,  it  would  not  limit  us  to  that  In 
fact,  we  would  have  to,  as  was  brought  out  by  questioning;  by  Mrs. 
Griffiths,  I  believe,  we  would  have  to  give  that  provision  sensible,  rea- 
sonable interpretation,  and  if  we  are  satisfied  that  it  was  the  most  prac- 
tical way  of  handling  a  desirable  increase  in  a  particular  case,  we 
would  have  to  give  our  consent. 

I  think  we  have  disclosed  our  belief  that  preferred  stock  is  bettor 
reserved  for  trouble  periods  and  trouble  cases.  I  don't  know  whether  it 
would  be  helpful  to  the  committee,  but  I  was  very  close  to  the  troubles 
of  the  banks  in  the  early  1030s,  and  had  we  then  had  authority  for  is- 
suance of  preferred  stock,  it  would  have  been  tremendously  nelpfuL 
and  might  nave  avoided  many  troubles.  And  if  that  had  been  coupled 
with  an  early  and  timely  power  to  the  Reconsrtuction  Finance  Corpo- 
ration to  buy  preferred  stock,  it  is  quite  possible  that  the  course  of  the 
early  1030s  depression  would  have  been  mitigated  and  changed  and 
that  we  might  have  had  very  much  less  trouble. 

We  would  not  like  to  lose  that  ability  to  issue  preferred  stock  in 
times  of  trouble.  We  think  it  can  be  tremendously  helpful.  We  don't 
think  very  well  of  it  as  an  every-day  weapon  or  facility. 

The  Chairman.  The  Reconstruction  Finance  Corporation  did  pur- 
chase a  great  deal  of  it. 

Mr.  Giiin'ky.  But  it  didn't  get  into  it  early  enough.  It  was  trying 
to  handle  the  situation  by  making  loans  to  the  banks.  There  was  a 
very  noble  man  from  Utica  in  charge  of  their  New  York  office  who 
later  became  a  member  of  the  RFC  Board,  and  I  remember  his  saying 
to  me  early  in  the  period :  "If  we  only  had  the  power  to  issue  preferred 
stock  or  take  preferred  stock." 

Unfortunately,  that  power  came  late,  as  I  see  it. 

The  Chairman.  The  stock  was  permitted  to  be  issued  then  because 
o  f  t  he  emergency  conditions :  isn't  that  correct  ? 

Mr.  Gidnet.  That  is  right,  and  that  served  a  very  useful  purpose. 
Even  late  as  it  was,  it  did  great  things  for  bolstering  our  hanking 
system. 

The  Chairman.  Do  you  think  that  that  should  be  the  essential  pur- 
pose for  issuing  this  type  of  stock  ? 

Mr.  (ijdxky.  That  is  what  we  would  like  to  have  it  for.  There  are 
sonir  good  people  who  differ  with  us  on  that,  and  who  think  it  should 
be  more  of  an  every-day  use. 

The  Chathman.  It  was  very  successfully  administered  by  the  Re- 
construction Finance  Corporation. 

Mr.  Gidnky.  Wonderfully  well ;  yes,  sir. 

The  Chairman.  I  remember  they  held  some  of  that  stock  for  many 
years. 

Mr.  Giovey.  They  have  two  blocks  remaining,  either  preferred 
stock  or  debentures,  up  to  this  moment — that  is,  the  Treasury  has. 

Mr.  TCii.iutrn.  Mr.  Chairman,  would  you  yield  to  me ! 

The  Chairman.  Mr.  Kilburn. 
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Mr.  Kilburn.  You  feel  that  preferred  stock  should  only  be  issued 
in  case  of  trouble  ? 

Mr.  Gidney.  I  think  it  would  be  better  if  it  were  reserved  for  emer- 
gencies. 

The  Chairman.  And  not  issued  for  any  other  purpose? 

Mr.  Gidnet.  Yes,  sir. 

Mr.  Kilburn.  I  agree  with  you. 

The  Chairman.  Mr.  Gidney,  you  say  you  are  in  favor  of  the  cumu- 
lative voting  of  bank  stock  being  optional  ? 

Mr.GiDNEY.  That  is  right. 

The  Chairman.  Why? 

Mr.  Ghjnet.  Well,  of  course,  that  not  of  our  introduction.  That 
has  been  introduced,  I  believe,  at  the  instance  of  the  American  Bank- 
firs  Association. 

The  Chairman.  The  American  Bankers  Association  is  in  favor  of  it  ? 

Mr.  Gidnet.  Of  that  change,  yes,  sir;  and  we  think  they  are  right, 
and  we  so  indicated  when  they  talked  to  us  about  it,  and  we  have 
supported  the  change  since. 

The  Chairman.  And  the  Independent  Bankers  Association  is  in 
■favor  of  it  ? 

Mr.  Gidnet.  I  believe  so;  yes,  sir. 

The  Chairman.  What  are  their  reasons  for  being  for  it  ? 

Mr.  Gidnet.  Well,  the  reasons  that  I  get  are,  from  what  we  are 
told  by  a  great  many  banks,  that  very  unhappy  and  undesirable  situa- 
tions arise  through  its  exercise.  I  talked  to  a  banker  last  week,  who 
said,  "I  have  had  38  years  of  banking  experience" — and  he  is  a  very 
distinguished  banker — "and  I  don't  know  of  a  case  where  it  has  been 
used  in  a  helpful  manner." 

In  my  experience,  I  don't  know  of  a  caBe  where  I  thought  it  was 
used  in  a  helpful  manner.  Someone  else  might  differ.  I  think  those 
"who  used  it  think  it  was  very  helpfully  used,  but  it  hasn't  seemed  to  me. 

The  Chairman.  Those  are  all  the  questions  I  desire  to  ask. 

Dr.  Talle, 

Mr.  Talle.  Mr.  Gidney,  one  more  word  about  preferred  stock. 

Typically,  a  preferred  stock  has  a  prior  claim  on  dividends;  has 
it  not! 

Mr.  Gidnet.  I  should  think  almost  invariably.    Typically,  yes,  sir. 

Mr,  Talle.  And  typically,  preferred  stock  has  no  voting  right? 

Mr.  Gidney.  I  don't  think  that  is  always  true.  I  think  sometimes  it 
■does  have,  and,  it  seems  to  me,  that  we  would  he  faced  with  a  nice 
-question  there  under  this  provision  of  whether  we  would  permit  them 
to  issue  it  without  voting  rights.  I  am  not  sure  on  that.  It  seems  to 
me  we  should  consider  very  carefully  whether  we  should  allow  its 
issuance  without  voting  right.  I  don't  know  what  the  answer 
would  be. 

Mr.  Talle.  That  was  a  question  that  came  to  my  mind. 

Now,  I  am  somewhat  familiar  with  what  occurred  in  the  early 
1930's  when  the  Reconstruction  Finance  Corporation  helped  a  number 
of  banks  by  buying  preferred  stock. 

Mr.  Gidnet.  Yes,  sir. 

Mr.  Talle.  I  have  found,  in  cases  that  I  know  something  about, 
that  after  the  banks  had  gotten  on  their  feet  and  felt  rather  secure, 
'they  were  eager  to  get  rid  of  the  preferred  stock. 
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So  what  you  say,  Mr.  Gidney,  and  what  my  colleague,  Mr.  Kilburn, 
said,  I  agree  with.  I  think  it  is  a  very  pood  second  string  on  one's 
how,  to  1h>  used  in  emergency.  T  think  it  served  well  in  the  1930s,  and 
as  you  say,  Mr.  Gidney,  it  would  have  served  better  had  it  been  used 

Mr.  Gidney.  I  think  so. 

Mr.  Talle.  The  book  you  referred  to  yesterday,  The,  Romance  and 
Tragedy  of  Banking,  by  Mr.  Kane,  I  read  with  great  interest  a  good 
many  years  ago,  and  that  is  one  hook  I  have  not  forgotten.  I  Tiave 
referred  to  it  several  times  here  since  I  became  a  Member  of  Congress. 

The  Xo.  1  point  made  in  that  book,  by  Mr.  Kane,  and  I  believe  he 
had  served  for  35  years  as  either  Deputy  or  Comptroller  of  the  Cur- 
rency— which  is  a  long  experience — the  main  point  made  was  that  the 
outstanding  reason  for  success  in  banking  is  good  management,  and 
the  outstanding  reason  for  failure  is  poor  management. 

Now,  your  position  as  Comptroller  of  the  Curroncv  is,  therefore,  sii 
unusually  important  one,  because  vou  are  the  bishop  in  the  whole  field. 

Mr.  Ctoney.  Well 

Mr.  Tat.i.e.  Archbishop,  I  should  say. 

.Mr.  Gidney.  I  am  just  a  young  fellow  trying  to  get  along  and  try- 
ing to  keep  the  folks  doing  well. 

Mr.  Tallk.  Hut  it  is  a  real  responsibility. 

Mr.  Gidney.  It  is.  indeed,  and  we  have  to  take  it  pretty  seriously, 
because  we  never  do  get  beyond  the  point  where  people  will  take  the 
wrong  turn,  and  we  certainly  want  to  do  all  we  can  to  avoid  any  of 
these  wholesale  areas  of  trouble  which  we  went  through  in  the 
1930's. 

We  recently  had  a  mast  terrible  situation.  A  banker  was  ques- 
tioned about  some  small  items.  He  went  away  to  the  cemetery.  He 
shot  himself.  It  then  developed  that  there  was* about  $1500,000  which 
was  thought  to  be  in  the  bank,  which  was  represented  by  things  that 
weren't  valid. 

To  write  finis  to  that  chapter,  if  it  stands  up  as  well  as  we  hope 
it  will,  the  citizens  of  that  town  raised  $1,770,000  to  put  that  bank  back 
on  its  feet,  and  it  is  now  functioning  again.  A  most  dramatic  thing, 
which  shows  that  we  can  never  get  away  from  the  hazards.  If  one 
kind  isn't  present,  some  other  kind  is. 

Mr.  Tallk.  At  the  time  of  the  origin  of  the  National  Bank  Act,  back 
in  isi;:i.  one  important  function  of  the  Comptroller  of  the  Currency 
was  to  deal  with  national  banknotes. 

Mr.  Gidney.  That  is  true. 

Mr.  Talle.  Since  that  time,  pocket  money  has  been  less  important 
ihau  checks  drawn  on  deposits. 

Mr.  Gidney,  Yes,  sir. 

Mr.  Talle.  Have  your  functions  changed  materially  since  the  early 
days,  Mr.  Gidney? 

Mr.  Gidney.  well,  that  particular  function,  of  course,  has  gone 
away  from  us  entirely. 

Mr.  Tam.e.  It  is  out  of  the  picture. 

Mr.  Gidney.  It  is  out  of  the  picture,  and  this  law  would  eliminate 
all  reference  to  it.  It  would  be  completely  gone.  It  is  practically 
gone.  now.  and  the  remnant,  which  Mr.  Coad  asked  about,  we  have 
retained  the  function — when  Federal  Reserve  notes  are  printed,  they 
are  delivered  to  the  Comptroller  of  the  Currency,  and  they  are  sent 
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out  to  the  Federal  Reserve  banks  on  the  Federal  Reserve  Board's 
order,  so  we  just  have  a  passing-through  relationship,  and  in  the 
redemption,  they  again  pass  through  us,  and  we  have  a  small  division 
which  handles  that,  the  costs  of  which  are  reimbursed  by  the  Federal 
Reserve  Board. 

Mr.  Talle.  The  purpose  of  issuing  Federal  Reserve  banknotes  was 
to  replace  national  oanknotes,  was  it  not? 

Mr.  Gidnet.  I  don't  know  whether  that  would  be  true.  They  were 
of  the  character  of  national  banknotes. 

Mr.  Patman.  Federal  Reserve  banknotes,  Dr.  Talle? 

Mr.  Talle.  Yes,  sir. 

What  is  the  status  of  Federal  Reserve  banknotes  at  the  present 
time? 

Mr.  Gidnet.  They  have  all  been  retired.  That  is  to  say,  the  money 
has  been  paid  into  the  Treasury,  so  that  it  takes  over  the  liability  for 
them,  and  they  have  been  retired  so  far  as  their  holders  have  brought 
them  forward.    I  think  some  are  held  as  collectors'  items. 

Mr.  Talle.  That  is  my  understanding  of  it. 

Mr.  Gidney.  Yes,  sir. 

Mr.  Talle.  Would  it  be  reasonable  to  ask  for  the  record,  that  you 
supply  a  sort  of  table  of  the  functions  performed  by  the  Comptroller 
of  the  Currency  ? 

Mr.  Gidnet.  I  think  we  would  certainly  be  glad  to  do  that.  The 
material  put  in  the  Treasury  reports,  and  that  type  of  thing,  is 
probably  rather  brief;  that  could  probably  be  expanded.  It  would 
be  a  good  exercise,  to  see  what  we  really  are. 

Mr.  Taj-lf..  I  would  be  interested  in  it.  It  would  help  to  reveal 
how  conditions  have  changed  since  1863. 

Mr.  Gidnet.  We  will  provide  it. 

Mr.  Talle.  I  don't  want  you  to  go  to  too  much  labor. 

Mr.  Gidnet.  We  will  make  it  a  sort  of  running  summary. 

Mr.  Talle.  Thank  you. 

(The  data  requested  above  is  as  follows:) 

Treasury  Department, 

Washington  25,  August  1,  1957. 
Hon.  Brent  Spknce. 

Chairman,  House  Banking  and  Currency  Committee, 
House  of  Representatives,  Washington,  D.  C. 

My  Dear  Mr.  Chaibman:  During  the  course  of.  Hie  hearings  on  S.  1451  anil 
H.  R.  702G,  Representative  Talle  requested  that  we  furnish  to  the  committee  u 
statement  of  the  functions  of  the  Comptroller  of  the  Currency. 

The  National  Bank  Act  of  ISti-l  and  ]fii!4  was  described  by  the  Supreme  Court 
in  1882  as  "constituting  tiy  itself  a  complete  system  for  the  establishment  and 
government  of  national  hanks."  The  principal  functions  of  the  Comptroller  of 
the  Currency  relate  to  the  chartering  of  new  national  banks  and  the  examination 
find  supervision  of  national  banks  and  District  of  Columbia  banks.  The  various 
functions  of  the  Office  are  set  forth  in  outline  form  as  follows : 

1.  Chartering  of  new  national  bnnks. — Applications  may  be  filed  with  the 
Comptroller  of  the  Currency  by  not  less  than  five  natural  persons.  Minimum 
capital  requirements  in  relation  to  the  population  of  the  community  to  be  served 
are  specified  in  the  statute.  The  Comptroller  of  the  Currency,  as  a  matter  of 
policy,  obtains  the  views  of  bath  the  Board  of  Governors  of  the  Federal  Reserve 
System  and  the  Federal  Deposit  Insurance  Corporation  before  acting  on  a  new 
charter  application.  Thorough  field  Investigations  are  made  to  provide  the 
Comptroller  with  all  pertinent  facts  for  use  in  arriving  at  his  final  decision  to 
approve  or  disapprove. 
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2.  Examination  and  supervision  of  national  bankt. — The  statute  requires  S 
examinations  per  annum  but  authorizes  the  Comptroller  to  waive  1  of  the  4  ex- 
aminations over  a  2-ycar  period.  The  examinations  are  made  to  determine  the 
condition,  policies,  and  affairs  generally  of  national  banks.  The  scope  of  a  na- 
tlonal-bank  examination  embraces  every  phase  of  banking  activity  found  in  tbe 
particular  bank  under  examination.  Its  immediate  and  primary  purposes  an  to 
determine  whether  or  not  tbe  bank  under  examination  is  (1)  solvent  and  (3) 
operating  within  the  framework  of  applicable  banking  laws.  All  other  purposes 
of  a  bank  examination,  ranging  from  counting  the  cash  to  gaging  the  strength 
Of  current  management  polities,  have  as  their  end  result  the  determination  of 
(1)  solvency,  present  and  prospective,  and  (2)  the  legality  of  the  bank's  acts. 
In  one  sense,  tbe  primary  purpose  of  bank  examinations  is  the  determination  of 
solvency  alone,  because  so  many  of  the  statutes  affecting  a  bank's  operations 
have  been  enacted  for  the  sole  purpose  of  safeguarding  solvency.  The  subordi- 
nate punioses  of  a  hank  examination,  such  as  a  determination  of  capital  ade- 
quacy, have  great  importance,  but  all  are  corollaries  of  the  two  primary  purposes 
noted  above. 

:i.  Consolidations,  merger*,  purchase,  and  sales.— The  Comptroller  must  sp- 
prove  or  deny  nil  applications  to  consolidate,  merge,  or  purchase  banks  where  the 
continuing  or  receiving  hank  is  to  be  a  national  bank.  Consideration  la  given  to 
the  character  and  competence  of  the  individuals  who  will  comprise  the  manage- 
ment  of  the  continuing  bank,  tbe  volume  and  relative  seriousness  of  existing  as- 
set weaknesses,  the  adequacy  of  capital  structure,  the  earnings  potential,  the  dis- 
position of  unneedert  banking  properties,  the  legality  of  assets  under  tbe  Federal 
banking  laws  if  a  State-chartered  bank  is  involved,  the  appraised  or  fair  value  of 
assets  in  relation  to  book  values  so  as  to  determine  the  exact  amount  of  capital 
values  In  excess  of  deposit  liabilities  to  be  contributed  by  each  bonk  to  tbe  con- 
solidated or  merged  institution,  the  proposed  exchange  of  shares  owned  by  the 
shareholders  of  the  existing  banks  for  shares  In  the  consolidated  or  merged 
Institution,  the  equitableness  of  tbe  proposed  exchange  of  shares  to  both  groups 
of  shareholders,  offices  of  the  banks  to  be  continued  as  branches,  etc.  If  all 
of  these  factors  are  favorable,  the  Comptroller  then  gives  careful  consideration 
to  tbe  competitive  aspects  of  the  transaction  to  determine  whether  an  undue 
reduction  In  banking  competition  might  ensue  it  it  were  to  be  consummated. 
The  Comptroller  considers  it  essential  to  weigh  and  adequately  evaluate  the 
always  important  ami  frequently  vital  banking  factors  in  conjunction  with 
purely  competitive  factors  so  as  to  arrive  at  fair  and  well-balanced  decisions 
in  approving  or  denying  bank  mergers. 

4.  Cm  versions. — In  addition  to  chartering  new  national  banks,  the  number 
of  banks  in  tbe  national  banking  system  can  be  augmented  by  conversion  of  State 
bunks  into  national  banks  with  the  approval  of  the  Comptroller.  It  Is  normal 
procedure  to  have  the  applicant  Stale  bank  examined  by  national-bank  examiners 
wo  us  to  provide  a  basis  for  the  Comptroller's  decision  to  approve  or  disapprove. 

15.  Ilrnnc.h  offices. — Since  1027,  national  banks  have  been  permitted  by  statute 
to  establish  branches,  with  tbe  approval  of  the  Comptroller,  provided  State- 
chartered  banks,  similarly  situated,  are  permitted  by  the  laws  of  the  State  to 
establish  branches.  The  statutes  impose  certain  capital  requirements  which 
must  be  met  liy  any  national  bank  desiring  tn  establish  a  branch.  A  field  In- 
vestii-ation  of  ef.ch  branch  application  is  made  by  a  national-bank  examiner 
and  the  investigation  report  is  used  by  tbe  Comptroller  to  supply  him  with  the 
necessary  facts  on  which  to  formulate  tbe  basis  of  bis  decision  to  approve  or  deny. 

0.  Insolvency  and  reeeirerthipi. — When  a  national  bank  becomes  Insolvent, 
Hi*?  brink  is  closed,  either  by  order  of  its  board  of  directors  or  the  Comptroller. 
The  Comptroller  appoints  the  Federal  Deposit  Insurance  Corporation  as  re- 
ceiver. At  tbe  present  time,  only  one  old  receivership  Is  being  administered  by 
Hi«  Comptroller,  and  it  Is  in  process  of  being  terminated. 

Tim  Comptroller  continues  to  hold  approximately  $2,800,000  owned  by  over 
1  million  creditors  of  closed  receiverships  whose  whereabouts  are  unknown  or 
who  have  failed  to  claim  their  funds.  When  the  final  active  receivership  is 
terminated,  the  Comptroller  contemplates  asking  the  Congress  to  approve 
the  transfer  of  these  funds  to  the  general  fund  of  tbe  Treasury  subject  to  with- 
drawal for  tbe  purpose  of  paying  any  approved  claims  as  they  are  presented. 

7.  Tnrrgtmrtit  securities. — The  Comptroller  of  the  Currency  is  authorized 
under  tbe  provisions  of  section  5188,  Revised  Statutes  of  the  United  States,  to 
prescribe  by  regulation  the  limitations  and  restrictions  under  which  national 
batiks  (State  member  bunks  are  also  bound  by  the  regulation)  may  purchase 
'■'vestment  securities  for  Iheir  own  account  and  to  define  the  term  "investment 
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8.  Capital  and  capital  adequacy. — Tbe  statutes  provide  that  the  Comptroller 
must  approve  the  sale  of  new  capital  stock  by  national  banks:  also,  dividends 
payable  on  common  stock,  or  any  program  Involving  a  reduction  in  the  capital 
stock.  While  not  covered  by  specific  statutes,  the  Comptroller  considers  it  a 
primary  function  to  require  tbe  sale  of  new  capital  stock  by  national  banks  that 
are  considered  to  be  inadequately  capitalized.  During  the  past  11  years  through 
1956,  1,776  national  banks  have  sold  new  capital  Stock  to  yield  well  In  excess  of 
$1  billion  of  new  capital  funds.  An  even  larger  number  of  dividends  payable  in 
common  stock  were  consummated  during  this  period  with  tbe  approval  of  the 
Comptroller.  ■ 

9.  Furnishing  of  information  for  guidance  of  individual  banks. — The  Federal 
laws  governing  national  banks  have  been  enacted,  amended,  codified,  and  re- 
worded piecemeal  over  a  period  of  94  years.  Inevitably,  the  laws  are  not  com- 
pletely consistent,  and  there  has  grown  up  a  large  body  of  administrative  In- 
terpretations and  opinions  relating  to  specific  types  of  situations.  For  many 
years,  the  Office  has  considered  it  part  of  Its  duty  to  furnish  guidance  to  banks 
under  its  supervision  with  respect  to  the  application  of  Federal  statutes  and  regu- 
lations to  proposed  transactions  or  activities.  Some  such  Interpretative  rulings 
are  made  by  examiners  In  the  course  of  examinations.  Tbe  majority  are  made 
by  the  Comptroller's  Washington  office  in  conference  or  correspondence  with 
national  banks.  Beginning  in  1948,  the  Comptroller  compiled,  published  and 
distributed  to  national  banks,  and  to  others  concerned  with  banks  and  bank 
supervision,  a  looseleaf  Digest  of  Opinions  of  the  Office  of  the  Comptroller  of 
the  Currency.  The  Digest,  which  Is  sent  without  charge  to  every  national  bunk, 
has  been  supplemented  and  revised  almost  annually  since  1948.  It  Is  believed 
that  the  Digest  has  been  effective  in  acquainting  national  banks  with  the  appli- 
cation of  laws  and  interpretations  to  a  variety  of  situations  frequently  or 
occasionally  encountered  in  their  operations. 

10.  Serricability  of  the  Office  of  the  Comptroller  of  the  Currency. — The  Comp- 
troller of  the  Currency  bears  in  mind  that  his  Office  is  primarily  an  adjunct  to  the 
national  banking  system — in  other  words,  that  the  welfare  of  the  system,  and 
hence  the  public,  is  tbe  paramount  objective,  and  the  welfare  and  activities  of 
his  Office  are  important  only  to  the  extent  that  it  benefits  the  system  under  its 
supervision.  With  this  underlying  principle  in  mind,  a  constant  effort  has  been 
made  to  make  the  Office  of  the  Comptroller  of  the  Currency  as  effective  as  pos- 
sible. To  the  extent  that  bank  supervision  is  intelligent,  efficient,  reasonable,  and 
coordinated,  it  will  contribute  to  tlie  well-being  and  strength  of  the  American 
commercial  banking  system.  To  the  extent  that  bank  supervision  is  technical, 
arbitrary,  uninterested,  or  inconsistent,  it  will  contribute  nothing  to  It — may  even 
Injure — the  banks  it  ought  to  benefit.  As  n  means  of  discharging  its  respon- 
sibilities creditably,  the  Office  of  the  Comptroller  of  the  Currency  has  exercised 
every  effort  (1)  to  build  up  a  career  service  of  competent,  well-trained,  vigorous 
bank  examiners,  and  (2)  to  coordinate  tbe  activities  of  the  Office  throughout  the 
country  and  its  relations  to  other  bank  supervisory  agencies. 

11.  Compilation  and  publication  of  banking  statistics. — The  Comptroller  is 
required  by  statute  to  make  not  less  than  three  calls  annually  on  national  hanks 
for  publication  of  their  statements  of  condition.  While  not  required  by  statute, 
the  Comptroller  requests  nutioual  bunks  to  submit,  semiannually,  complete  re- 
ports covering  their  earnings  and  the  payment  of  dividends.  From  this  basic  data 
banking  statistics  are  prepared  for  presentation  to  the  Congress  in  the  annual 
report  of  the  Comptroller  and  to  bankers  and  to  the  public  generally. 

12.  The  issue  and  redemption  of  Federal  Reserve  notes. — The  statutes  give  to 
the  Comptroller  an  accounting  responsibility  with  respect  to  the  issuance  of  Fed- 
eral Reserve  notes.  Such  notes  are  lodged  with  the  Comptroller  by  the  Burean 
of  Engraving  and  Printing  and  upon  request  of  the  Federal  Reserve  Board  are 
shipped  to  the  agents  of  the  12  Federal  Reserve  banks.  These  Federal  Reserve 
agents  report  to  the  Comptroller  when  the  unissued  Federal  Reserve  notes  in 
their  hands  are  turned  over  to  the  Federal  Reserve  banks  to  be  placed  in  circula- 
tion. Worn-out  or  mutilated  Federal  Reserve  notes  are  returned  to  the  Comp- 
troller by  the  Federal  Reserve  hunks  for  verification  and  destruction.  This  en- 
tire function  is  safeguarded  through  the  means  of  dual  control  being  exercised  by 
representatives  of  the  Office  of  the  Comptroller  of  the  Currency  and  tbe  Treasurer 
of  the  United  States. 

The  brief  outline  set  forth  above  of  the  Comptroller's  functions  could  be  sub 
etantially  enlarged  upon  and  if  the  committee  desires  additional  details,  they 
Will  be  furnished  upon  request. 
Sincerely  yours, 

Rat  M.  Gidbey, 
Comptroller  of  the  Currency. 
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The  Chairman-.  Mr.  Kilbum. 

Mr.  KiLiirnx.  I  would  just  like  to  develop  for  a  moment  what 
General  Anderson  was  talking  about,  namely,  these  options. 

If  I  understand  that  correctly,  a  bank  gets  stock  held  m  the  treasury. 

Mr.  Gjuxky.  I  don't  think  onr  banks  can  bold  stock  in  their 
treasury. 

Mr.  KiLitiTix.  Well,  at  any  event,  they  are  entitled  to  issue  stock  to 
officers,  on  an  option  basis? 

Mr.  Gidney.  They  would  be  permitted  to  do  so  under  this  law. 
They  probably  could  go  into  the  market — well,  probably  a  group  of 
directors  could  go  into  the  market  and  buy  stock  and  option  it  to  the 
officers,  but  the  banks  couldn't  hold  it  as  treasury  stock  at  the  present 
time. 

Mr.  KiLBriix.  The  only  purpose  of  an  option,  as  I  see  it,  is  to  pick 
out  the  keymen  in  the  organization,  and  to  give  them  an  option  on 
I  he  stock,  so  that  those  men  will  have  an  incentive  to  see  to  it  that 
that  stock  is  worth  more. 

Mr.  Giiinky.  I  think  that  is  a  fair  slatement:  yes,  sir. 

.Mr.  Kilbirn.  Now.  of  course,  if  you  don't  give  them  the  option  at 
a  price  when  you  give  them  the  option,  there  is  no  incentive. 

Mr.  GrtiXEv.  Thai  is  what  I  couldn't  explain  as  well  as  you  hare. 

Mr.  Kii.nrux.  Another  thing  is,  when  you  give  them  the  option, 
tln-y  can't  sell  that  stock  for  a  certain  length  of  time. 

Mr.  Giuxkv.  I  believe  that  that  is  usually  included  in  the  option, 
and  then  rherc  is  also  the  matter  of  the  taxable  impact,  which  re- 
quires them  to  hold  it  for  a  year.  I  think. 

Mr.  KiLBriix.  When  yon  give  them  the  option,  without  giving  it 
to  Ihem  ;it  n  lower  price,  the  whole  purpose  of  it  is  lost. 

Mr.  Gtdnky.  Tt  seems  that  way  to  me,  sir. 

Mr.  Kilik-rv.  On  the  whole,  do  von  feel  that  this  is  a  good  bill! 

Mr.  Gidney.  Yes.  sir. 

Mr.  Kii.iwrs.  And  if  you  were  a  member  of  this  committee,  yon 
would  vote  for  it  ? 

Mr.  Gtoney.  With  verv  few  changes,  ves.  sir. 

Mr.  KiT.pnsv.  Another  .|»e*tiori :  While  it  is  a  long  hill,  two-hun- 
dii'il-is-id-lifly-somepaircs.  isn't  it  true  that  iii««*t  of  it  is  simply  getting 
rid  'i*t'i"  fWdwund  which  has  accumulated  over  the  years? 

Mr.  GniNF.v.  I  lliink  that  is  absolutely  correct.  There  are  very 
few  items  that  are  more  than  that. 

M'\  K'i,i'.titx.  So  Hint  when  we  snv  it  is  a  hill— that  a  hill  of  25ft 
pst-res  onrrht  to  fake  'hiscomniit+ee  n  yar  or  so  to  decide  upon.  I  can't 
uniVi-!"nd,  b-.-:inse  ai-tnnlly  the  ihings  in  controvem*  don't  amount 

Mr.l:!i.y:Y.  1  think  that  is  trite. 

Mr  Kn.mi:v.  Thntisall. 

''"'•■•Cir.MvM  \x.   Mr,  Pntninn. 

Mr.  Patm\x.  Mr.  Gidney.  a  few  years  ago  T  think  you  ashed  the 
hunk*  t"  submit  t>i  von  a  statement  concerning  their  unclaimed  de- 
p'i  Iis.ilidyounot  '. 

Mi".  (!i:>xi:r.  T  will  have  to  ask  Mr.  .Tennings  about  that. 

Mc.J--a-xix.is.  Yes.  sir:  we  did. 

Mr.  P.-  ima  x.  A  few  of  the  hanks  refused,  did  they  not  ? 

Mr  .'rxvixcs.  Well,  it  was  a  verv.  verv  small  number.  T  have  for- 
..'oilen.    We  worked  up  the  data  at  the  time. 
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Mr.  Patman.  I  hope  the  clerk  makes  note  of  the  fact  that  I  want  to 
offer  an  amendment  to  this  bill  to  pet  the  information  concerning  un- 
claimed deposits,  because  I  think  it  is  important.  It  runs  into  quite 
a  bit  of  money,  does  it  not,  Mr.  Jennings? 

Mr.  Jennings.  Well,  we  were  surprised  that  it  amounted  to  so  little, 
Mr.  Patman. 

Mr.  Patman.  That  the  amount  was  so  little  that  you  got  the  reports 

Mr.  Jennings.  That  is  correct. 

Mr.  Patman.  Of  course,  it  ran  about  $50  million,  did  it  not? 

Mr.  Jennings.  Yes,  sir,  but  when  we  started  out,  we  thought  it 
would  be  substantially  more  than  that. 

Mr.  Patman.  Well,  $50  million  is,  of  course,  a  lot  of  money. 

Mr.  Jennings.  Well,  that  is  a  lot  of  money,  but  we  thought  it 
would  be  substantially  more  than  that. 

Mr.  Gidnet.  Mr.  Patman,  might  I  ask  Mr.  Jennings  what  year 
that  was? 

Mr.  Jennings.  1952  or  1953. 

Mr.  Patman.  I  don't  recall  the  year. 

Mr.  Gidnet.  It  was  before  April  1053. 

Mr.  Patman.  I  think  it  was  before  Mr.  Gidney  came  in  as  Comptrol- 
ler of  the  Currency. 

Mr.  Gidney,  do  you  have  a  retirement  system  in  your  organization? 

Mr.  Gidney.  I  believe  we  are  under  the  civil  service  retirement 
system. 

Mr.  Patman.  You  don't  have  one  of  your  own?  You  don't  have  a 
separate  fund  ? 

Mr.  Gidnet.  No,  sir, 

Mr.  Patman.  I  believe  you  stated  awhile  ago,  of  course,  that  you 
are  in  charge  of  the  Federal  Reserve  notes.  They  are  printed  by  the 
Bureau  of  Engraving  and  Printing? 

Mr.  Gidney.  That  is  right. 

Mr.  Patman.  And  then  in  order  to  get  into  circulation  they  are 
cleared  through  you  for  the  Federal  Reserve  agents  or  the  12  Federal 
Reserve  banks  ? 

Mr.  Gidnet.  They  are  shipped  to  those  agents ;  yes,  sir. 

Mr.  Patman.  And  I  believe  that  during  the  time  that  you  have 
cleared  the  notes— I  am  talking  about  the  Comptroller  of  the  Currency 
now — that  you  have  cleared  about  $147  billion  worth  of  Federal  Re- 
serve notes,  is  that  right? 

Mr.  Gidney.  I  think,  Mr.  Patman,  you  probably  have  the  exact 
figure. 

Mr.  Patman.  I  got  the  figures  from  you,  Mr.  Gidney. 

Mr.  Gidney.  Yes,  sir. 

Mr.  Patman.  About  $147  billion  worth.  I  am  not  talking  about 
you  personally,  but  the  Comptroller  of  the  Currency. 

Mr.  Gidney.  That  is  right 

Mr.  Patman.  Any  questions  I  have  asked  are  not  intended  to  reflect 
on  you  as  an  individual,  or  as  a  personality,  or  anyone  else,  for  that 
matter. 

Mr.  Brown.  Unless  they  are  complementary. 

Mr.  Patman.  Yes,  sir,  unless  they  are  complementary,  as  Mr.  Brown 
suggests. 
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I  in*  I  am  talking  about  your  office.  You  have  certain  power  to  col- 
li- i  fiTS  i  In  yon  not,  Mr.  Gidney? 

Mr.  (lii)NBY.  Yes,  sir. 

Mr.  I'atwax.  As  Comptroller  of  the  Currency. 

Mr.  Oiiinky.  Yes,sir. 

Mr.  I'atman.  What  amount  do  those  fees  run  into  in  the  course  of 
ii  year?  ' 

Mr.  Gioney.  About  eight  and  a  half  million  dollars. 

Mr.  I'atman.  Do  you  expend  those  fees  without  any  guidance  from 
( '(ingress,  or  direction  from  Congress? 

Mr.  Gidney.  I  think  the  direction  is  included  in  our  law. 

Mr.  Patman.  Well,  what  I  mean  is,  you  expend  them  according  to 
th«  law  for  whatever  you  are  allowed  to  expend  them,  but  you  are  not 
audited  by  Congress  in  any  way,  or  you  are  not  questioned  by  commit- 
tees of  Congress  in  any  way  with  regard  to  these  expenditures. 

Mr.  Gidney.  I  don't  believe  we  have  been  questioned  on  that  side. 
We  are  subject  to  questioning.   We  are  right  here  now. 

Mr.  Patman.  I  mean  you  are  not  called  before  the  Appropriations 
Committee  to  be  questioned  on  those  expenditures? 

Mr.  Gioney.  No,  sir. 

Mr.  Patman.  Because  the  Appropriations  Committee  lias  nothing 
to  do  with  it? 

Mr.  Gidney.  That  is  right. 

Mr.  Patman.  What  kind  of  audit  do  you  go  through  as  Comptroller 
of  the  Currency  each  year?  Does  the  General  Accounting  Office  audit 
your  department? 

Mr.  Gidney.  We  have  an  auditor  in  our  own  department. 

Mr.  Patman.  A  self-audit! 

Mr.  Gidney.  We  have  an  auditor  in  our  Department.  The  Treasury 
auditors  scrutinize  his  work. 

Mr.  Patman.  During  the  last  40  years,  what  kind  of  audits  have 
been  ni;t(!rof  the  Comptroller  of  the  Currency  it 

Mr.  Gidney.  Mr.  Jennings  can  answer  that. 

Mr.  Jennings.  Quite  apart  from  our  own  auditor,  who  is  responsi- 
ble 10  l he  Comptroller,  once  each  year  the  Bureau  of  Accounts,  which 
is  a  bureau  of  the  Treasury  Department,  makes  a  complete  audit  of 
our  books  and  accounts. 

Mr.  Patman.  To  whom  is  that  report  made  ? 

Mi-.  Jennings.  To  Mr.  Gidney. 

Mr.  Patman.  To  Mr.  Gidney. 

Mr.  Gidney.  And  also  the  Treasury. 

Mr.  Jennings.  And  of  course  the  report  or  audit  is  not  made  per- 
sonally by  the  Coinmisioner  of  the  Bureau  of  Accounts,  but  he  receives 
a  copy  of  it,  a  copy  is  sent  to  us,  to  Mr.  Gidney.  Then  the  Commis- 
sioner of  the  Bureau  of  Acounts,  Mr.  Maxwell,  will  come  in  and  confer 
with  Mr.  Gidney,  or  with  me,  about  anything  that  may  have  come 
out  of  the  audit  that  is  thought  to  he  subject  to  criticism. 

Mr.  Patman.  Who  else  gets  u  copy  of  that  report,  or  that  audit,  if 
anyone? 

Mr.  Jenntnos.  I  believe  that  is  all. 

Mr.  Gidnev.  No,  no:  that  goes  !o  some  of  the  higher  officials  of  the 
Treasury.  I  know  the  most  recent  one  went  to  the  Assistant  Secretary 
of  ihe  Treasury. 

Mr.  Patman.  It  went  as  high  as  the  Assistant  Secretary? 
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Mr.  Gidney.  Yes,  sir. 

Mr.  Patman.  Isn't  that  a  self-audit,  Mr.  Gidney  t 

Mr.  Gidney.  No  ;  I  think  not,  when  the  Treasury  comes  in  an  audits 
vs. 

Mr.  Patman.  Aren't  you  a  part  of  the  Treasury  $ 

Mr.  Gidney.  We  are  part  of  the  Treasury,  but  we  are  a  separate 
bureau. 

Mr.  Patman.  You  are  part  of  yourself,  there,  arent  you  ? 

Mr.  Gidney.  Well,  we  don't  appoint  this  Treasury  official  who  comes 
in  and  don't  dominate  or  control  him. 

Mr.  Patman.  Don't  you  think,  Mr.  Gidney,  it  is  rather  unusual,  in 
a  democracy,  such  as  our  own,  that  we  would  let  an  agency  of  this 
Government  handle  $147  billion  and  not  even  have  the  auditors  that 
are  normally  used,  like  the  General  Accounting  Office  auditors,  to 
audit  the  agency)     Doesn't  that  seem  rather  unusual  to  you! 

Mr.  Gidney.  Well,  now,  our  handling  that  $147  billion  you  are 
speaking  of,  is  part  of  the  Federal  Reserve  System,  and  I  think  any 
questions  on  that  belong  over  in  that  field. 

Mr.  Patman.  I  know,  but  not  when  it  goes  through  your  hands. 
You  see,  that  money,  $147  billion,  went  through  the  hands  of  the 
Comptroller  of  the  Currency. 

Mr.  Gidney.  That  is  true. 

Mr.  Patman.  $107  billion  of  that  came  back,  and  you  were  respon- 
sible for  seeing  that  it  was  properly  destroyed,  weren't  you? 

Mr.  Gidney.  That  is  right. 

Mr.  Patman.  I  think  it  is  ^oing  rather  far  in  a  democracy  to  have 
no  audit  except  a  self-audit  of  people  who  handle  over  $100  billion. 

I  can  see  where  it  might  be  all  right  in  a  dictatorship,  but  in  a 
democracy  it  seems  a  little  bit  loose. 

Then  as  to  the  fees  that  you  collect,  this  $8  million  a  year,  they  are 
not  audited  either.    That  is  outside  the  purview  of  Congress. 

Mr.  Gidney.  It  is  audited,  however. 

Mr.  Patman.  It  is  audited  by  the  same  people. 

Mr.  Gidney.  By  the  Treasury  people. 

Mr.  Patman.  By  the  same  people. 

Mr.  Gidney.  Not  by  the  same  people,  because  we  are  a  lesser  part 
of  the  Treasury,  and  we  have  no  control  over  the  appointment  or 
activities  of  that  auditor.    So  I  say  we  are  very  effectively  audited. 

Mr.  Patman.  Have  you  ever  heard  of  any  question  coming  up 
about  it? 

Mr.  Gidney.  Yes,  sir. 

Mr.  Patman.  How  was  it  resolved?     Who  resolved  it  ? 

Mr.  Gidney.  We  worked  it  out  with  them. 

Mr.  Patman.  You  worked  it  out  with  them  ? 

Mr.  Gidney.  Yes,  sir. 

Mr.  Patman.  No  third  parties  were  called  in  ? 

Mr.  Gidney.  I  don't  think  any  third  parties  were  called  in. 

I  say  that  we  would  have  to  work  with  them. 

Mr.  Patman.  Yes,  sir;  naturally  you  would  have  to  work  it  out. 

Mr.  Gidney.  That  is  right. 

Mr.  Patman.  The  chairman  asked  you  many  questions  about  mer- 

frs  and  they  were  all  pertinent  questions.    I  appreciate  all  of  them. 
think  we  should  get  the  benefit  of  such  fine  information  elicited 
by  such  good  questions  as  he  asked.    What  is  the  policy  of  the  Depart- 
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ment  on  mergers?    Do  you  really  look  with  favor  on  mergers  in  the 
Inuiking  system,  or  are  you  trying  to  frown  on  them  and  stop  them! 

Mr.  Gidney-.  I  don't  think  we  do  either.  We  just  take  them  as  they 
we  brought  to  us  and  act  on  them  in  accordance  with  the  reasons  why 
they  should  or  shouldn't  be  carried  through.  ] 

Mr.  I'atman.  And  you  are  not  concerned  otherwise?  I 

Mi-,  Gidney.  Well,  yes,  sir,  we  are  concerned  over  everything 
lui  ring  I  o  do  with  banks. 

Mr.  I'atman.  liut.  Mr.  Gidney,  if  the  Congress  really  wanted  to 
slop  mergers,  and  we  were  to  put  into  this  bill  or  some  bill  thit 
should  come  along,  that  hereafter  no  merger  would  be  allowed  when 
cither  hank  had  branches;  that  is,  if  we  wanted  to  stop  branch  bank- 
ing, I  bat  would  be  one  decisive  way  of  doing  it,  would  it  not? 

Mr.  (Iidnky.  1  don't  know  that  it  would.  If  the  Congress  wanted 
Id  slop  mergers,  and  said  so,  so  legislated,  that  would  stop  mergers. 

Mr.  I'atman.  That  would  stop  mergers? 

Mr.  Gidney.  If  Congress  said,  "No  mergers,"  and  made  it  appli- 
cable I  o  State  banks  as  well  as  national  banks 

Mr.  I'atman.  I  mean  mergers  with  branches.  If  you  wanted  to 
slop  branch  banking,  that  would  be  one  good  way  of  stopping  it? 

Mr.  Gidney.  "Well,  I  don't  know.  You  would  have  to  do  some  other 
things.    You  would  have  to  say,  "Nobody  shall  establish  a  branch." 

Mr.  Patman.  Do  you  believe  in  branch  banking,  Mr.  Gidney? 

Mr.  Gidney.  I  am  not  particularly  one  way  or  the  other  on  that. 

Mr.  I'atman.  You  don't  care  about  it  either  way,  as  an  officer? 

Mr.  Giiinkt.  I  won't  say  I  don't  care  about  it.  I  have  to  take  it  as 
il  comes. 

Mr.  I'atman.  Do  you  think  it  is  a  good  thing  for  our  country  to 
ha  ve  this  concentration  of  banking  that  we  are  experiencing  today? 

Mr.  GmNKY.  What  do  you  mean  by  "this  concentration  of  banking"! 

Mr.  I'atman.  Well,  the  bigger  and  bigger  banks. 

Mi-.  Gidney.  We  have  H,000  banks. 

Mr.  Patman.  I  know,  but  we  used  to  have  some  30,000  banks. 

Mr.  Gidney.  Well,  that  is  what  got  us  in  trouble. 

Mr.  Patjian.  I  don't  know  whether  it  did  or  not.  I  think  the  trouble 
was  caused  by  squeezing  them  out.    That  is  my  opinion. 

Mr.  GidneV.  Well,  I  would  make  the  statement  that  the  30,000 

Mr.  I'atman.  I  think  every  one  of  them  could  have  been  used  to  a 
great  advantage. 

Mr.  Gidney.  Well,  there  were  even  more  than  you  say.  There  were 
somewhat  over  30,000  at  the  peak,  and  there  were  so  many  of  them  ill 
conceived,  and  ill  placed,  that  they  hel|>ed  pull  the  house  down. 

Mr.  Patman.  Doubtless  some  of  them  were.  But  now  we  find  towns 
of  ten  or  fifteen  thousand  people  with  no  bank  at  all. 

Mr.  Gidney.  We  don't  find  very  manv  of  ten  or  fifteen  thousand 
with  no  bank  at  all,  and  if  there  is  a  good  case,  they  can  probably  get 
a  bank. if  one  is  needed. 

Mr.  Kimivkn.  That  would  probably  be  a  good  place  for  a  branch. 

Mr.  I'atman.  I  think  branches  are  a  bad  thing.  I  think  that  a  bank 
was  intended  for  local  people.  It  is  a  great  privilege,  to  be  enjoyed 
by  people  in  a  local  community  who  will  serve  that  local  community. 
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■I  don't  believe  it  was  ever  intended  for  absentee  ownership.  I  don't 
believe  it  was  ever  intended  for  people  in  a  distant  State  to  own  a 
branch  in  a  community  far  away.  I  just  don't  think  it  was  intended 
.for  that.  But  it  happens  all  the  time. 

Mr.  Kilburn.  Is  this  in  States  £ 

Mr.  Patman.  It  happens  in  States.  Of  course,  that  is  where  it  has 
to  happen. 

Mr.  Multer.  May  we  have  on  the  record  the  year  when  there  were 
more  than  30,000  hanks  ? 

Mr.  Patman.  1920,  was  it? 

Mr.  Gidnet.  I  would  think  that  in  1930  or  1931,  before  the  trouble 
began,  that  that  would  be  the  year  I  am  thinking  of. 

Mr.  Patman.  Just  preceding  the  crash? 

Mr.  Gidnet.  No. 

Mr.  Patman.  No,  it  was  after  the  crash.     The  crash  was  in  1929. 

Mr.  Gidney.  That  is  true.  The  stock  market  slide  began  in  1929, 
but  the  bank  troubles  were  somewhat  later  than  that. 

Mr.  Multer.  At  the  time  of  the  bank  moratorium  in  1933,  we  had 
33.000;  did  we? 

Mr.  Gidnet.  Quite  a  few  had  given  up  before  that.  So  let's  say 
l>ef ore  that. 

Mr.  Multer.  Between  1929  and  1933. 

Mr.  Gidney.  That  is  right. 

Mr.  Patman.  Do  you  see  any  possible  conflict,  Mr.  Gidney,  between 
your  objectives  as  a  bank  supervisory  agency  and  the  objectives  of 
the  Federal  Reserve  in  using  the  banking  system  for  the  purpose  of 
stabilizing  the  economy  ? 

In  other  words,  the  Federal  Reserve  System  should  stabilize  the 
economy,  and  you  have  certain  objectives  of  a  supervisory  agency. 
Is  there  any  conflict  there  at  all  that  you  can  see  ? 

Mr.  Gidney.  That  is  a  very  big  question,  and  I  might  have  to  go 
into  a  lot  of  ramifications. 

Mr.  Patman.  Suppose  you  put  your  answer  in  the  record,  then. 

Mr.  Gidney.  "Well,  I  might  make  a  brief  answer:  that  we  have  not 
been  conscious  of  conflicts. 

Mr.  Patman.  You  look  after  your  business  functions  as  well  as 
.stabilizing  the  economy  ? 

Mr.  Gidney.  That  is  true.  I  have  seen  occasions  where  some  con- 
ceptions of  doing  these  things  might  have  made  conflicts,  but  I  can 
think  of  none  at  the  present  time. 

Mr.  Patman.  Do  you  agree  or  disagree  with  the  following  state- 
ment: 

The  function  of  the  banking  mechanism  Is  that  of  keeping  banking  sound  and 
safe,  and  of  keeping  it  at  all  times  in  position  to  perform  Its  financial  functions. 
It  is  not  its  duty  to  unstabilize  or  to  stabilize  production,  trade,  prices,  or  em- 
ployment. 

Do  you  agree  or  disagree  with  that  statement? 

Mr.  Gidney.  That  is  a  pretty  big  one.     I  can't  just  get  that  all  at  one 

The  first  part  sounded  all  right,  about  keeping  them  sound.  But 
then  you  came  into  this  stabilize  or  unstabilize.  I  don't  know  just 
■what  you  are  getting  at,  there. 
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Mr.  Patman.  That  is  a  statement  that  Prof.  Parker  Willis  made 
when  we  had  under  consideration  the  Banking  Act  of  1933. 
Let  me  read  it  again : 


Do  you  agree  with  that  part  ? 

Mr.  Gidney.  I  think  that  sounds  all  right.   That  is  good. 

Mr.  Patman.  All  right. 

stabilize  production,  trade,  prices,  or 

Mr.  Gidney.  Well,  I  think  that  statement  has  a  lot  of  implications 
that  lead  you  into  trouble.  I  think  that  is  a  kind  of  a  splatter-gun 
statement  that  I  wouldn't  want  to  be  the  author  of,  much  as  I  liked 
and  admired  Parker  Willis. 

Mr.  Patman.  The  truth  is,  though,  Mr.  Gidney,  is  it  not;  that  bankers 
are  not  charged  with  the  duty,  in  running  a  bank,  of  looking  at  it  from 
the  standpoint  of  the  national  interest.  They  are  charged  with  a  duty 
to  their  own  depositors,  first,  and  their  stockholders,  nest,  aren't  they! 

Mr.  Gidney,  Well,  I  think  that  is  rather  a  narrow  statement  of  s 
banker's  functions.  I  think  a  banker  has  responsibilities  of  a  good 
citizen  in  every  field. 

Mr.  Patman.  I  am  talking  about  the  banking  business  solely  of 
making  loans.  They  primarily  look  to  the  effect  of  the  loan  on  their 
bank  and  are  not  charged  with  the  responsibility  for  the  whole  econ- 
omy, as  tlie  Federal  Reserve  System  is  ? 

Mr.  Gidney.  Whether  they  are  charged  with  it  or  not,  they  have  a 
very  considerable  responsibility  to  their  own  banking  field,  their  own 
community. 

Mr.  Patman.  Yes,  sir. 

Mr.  Gidney.  They  can't  avoid  that 

Mr.  Patman.  Do  you  see  any  difficulty  arising  out  of  the  trend  of 
interest  rates,  and  the  pressure  upon  banks,  to  pay  higher  interest 
rates,  in  order  to  attract  and  hold  savings  deposits  ? 

Mr.  Gidney.  Do  I  see  any  danger? 

Mr.  Patman.  Yes,  sir,  difficulty. 

Mr.  Gidney.  Well,  I  am  pretty  old  and  have  been  around  a  Ions 
time,  and  these  interest  rates  today  don't  seem  as  high  as  some  that  I 
knew  when  I  was  young. 

Mr.  Patman.  But  you  were  a  pretty  young  man  when  they  were 
tli  is  high,  weren't  you,  Mr.  Gidney  ? 

Mr.  Gidxey.  No,  I  remember  very  well  that  in  the  1920's  the  stand- 
ard rate  of  interest  on  a  savings  account  was  about  4  percent, 

Mr.  Patman.  Well,  now 

Mr.  Gidney.  And  I  think  that  may  have  been  a  little  high. 

Mr.  Patman.  This  4-percent  note  that  was  put  out  the  other  day  was 
the  first  Treasury  note  since  1926  on  which  the  Government  has  paid 
4  percent,  and  1926  was  31  years  ago.  Of  course,  you  are  not  an  old 
man  now,  but  you  were  a  lot  younger  then.  You  were  a  lot  younger  31 
years  ago.  So  that  has  been  31  years  since  the  Treasury  made  4  percent 
im  a  note. 

Mr.  Gidney.  Well,  if  you  go  back  n  little  farther,  I  remember  their 
paying  i%  percent  on  bonds. 
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Mr.  Patman.  Don't  you  think,  Mr.  Gidney,  that  interest  rates  are 
too  high  now,  generally  speaking?  Don't  you  think,  in  other  words, 
that  we  are  requiring  the  diversion  of  too  much  purchasing  power  from 
the  masses  of  the  people  to  the  paying  of  interest,  while  denying  them 
the  opportunity  of  using  that  additional  money  to  buy  the  comforts 
and  conveniences,  the  necessary  things  and  some  of  the  luxuries  of 
life? 

Mr.  Gidney.  I  wouldn't  be  able  to  accept  that  statement,  Mr. 
Patman. 

Mr.  Patman.  You  wouldn't  be  able  to  accept  it! 

Mr.  Gidnet.  No,  sir. 

Mr.  Patman.  We,  the  people  of  the  United  States  generally?  are 
paying  today  about  $10  billion  a  year  more  interest  than  we  paid  in 
1952.  If  you  divide  that  additional  interest  by  170  million  people, 
that  would  come,  to  the  best  of  my  recollection,  to  about  $60  for  every 
man,  woman,  and  child. 

In  the  case  of  a  family  of  5,  don't  you  think  it  is  likely  to  be  harmful 
to  the  general  welfare  of  all  the  people  for  that  family  of  5  to  be  com- 
pelled now  to  pay  $300  more  for  interest  than  they  had  to  pay  in  1952 1 
Don't  you  think  that  it  is  harmful  to  divert  so  much  purchasing  power 
away  from  people  who  would  use  it  to  buy  comforts  and  necessities  of 
life  and  who  put  money  into  the  bloodstream  of  business  and  commerce, 
and  turn  it  over  to  the  moneylenders  who  don't  necessarily  need  it? 

Mr.  Gidney.  How  does  that  compare  with  what  they  pay  for  cos- 
metics-whisky  or  cigarettes  ? 

Mr.  Patman.  Well,  let's  talk  about  those  at  another  time. 

Mr.  Gidney.  I  think  it  is  small  compared  to  what  goes  in  other 
directions. 

Mr,  Patman.  We  are  not  talking  about  that.  We  are  talking  about 
interest  rates. 

Don't  you  think  that  is  a  rather  high  price  for  a  family  of  five  to  pay, 


in  addition  to  what  they  used  to  pay  f 
Mr.  Gidney.  Well,  let:s  suppose  th 
or  Mr.  Savings  and  Loan  or  Mr.  Saving  Bank,  and  somebody  else  get 


Mr.  Gidney.  Well,  let's  suppose  they  pay  that  interest  to  Mr.  Bank 


itback-where  is  the  diminution  ? 

Mr.  Patman.  The  difference  is  that  it  raises  everybody's  taxes  im- 
mediately. As  an  example,  as  interest  rates  are  going  up  right  now, 
every  city  council  in  the  country  is  faced  with  the  problem  of  raising 
the  rates  on  electric  power,  water,  telephone,  gas,  and  transportation 
companies,  and  all  the  rest.  They  are  all  faced  with  the  problem  of 
raising  all  those  utility  rates  because  of  the  extra  interest  rate.  It  goes 
down  to  the  local  communities.  High  interest  rates  unbalance  eveiy 
budget  in  America.  Whenever  you  charge  a  family  $300  more  a  year 
than  they  paid  4  or  5  years  ago,  I  think  that  is  too  much  diversion,  Mr. 
Gidney.   Don't  you  think  it  is  too  much? 

Mr.  Gidney.  Well,  I  can't  follow  your  trail  through  on  all  of  that. 

Mr.  Patman.  And  you  are  not  willing  to  say  that  interest  rates 
are  too  high  f 

Mr.  Gidney.  I  am  not  willing  to  say  they  are  too  high  under  the 
circumstances. 

Mr.  Patman.  What  if  they  went  to  9  percent,  like  the  SEC  request 
yesterday,  for  permission  to  sell  bonds  that  would  draw  9  percent  in- 
terest, do  you  think  that  is  too  much? 
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Mr.  Gidxey.  I  should  think  that  bond  would  need  a  little  look™ 
into.  ^^ 

Mr.  Patman.  Weil,  do  you  think  it  couldn't  be  good! 
Mr.  Gidnky.  I  don't  know.     I  wouldn't  care  for  any,  thank  yon 
Mr.  Patmax.  Would  you  agree  or  disagree  with  that  statement: 

The  trouble  of  raising  savings  rates  la  that  you  have  to  look  for  Investment 
pnyiug  high  interest.     Someday  someone  is  going  to  get  Into  trouble  over  thU. 

Do  you  agree  with  that  statement;  if  interest  rates  keep  on  going 
up  and  up,  one  of  these  days  somebody  is  going  to  get  in  trouble ( 

Mr.  Gidney.  That  is  a  supposition,  broad  generalization,  which  I 
might  have  made  myself  sometime.  But  I  think  we  have  to  be  can- 
fill.  I  think  the  rates  they  are  paying  today  are  much  easier  to  ptj 
than  those  they  were  paying  a  few  years  ago. 

Mr.  Patman.  Do  you  think  people  should  be  charged  interest  ac- 
cording to  their  ability  to  pay? 

Mr.  Gidxey.  I  wouldn't  saythat,  exactly.  I  think  that  you  have* 
supply  and  demand  factor  in  interest. 

Mr.  Patman.  .Supply  and  demand? 

Mr.  Gidket.  Supply  and  demand. 

Mr.  Patman.  Do  you  mean  to  say,  Mr.  Gidney,  that  you  honestly 
believe  there  is  n  free  market  on  money  in  this  country? 

Mr.  Gidney.  I  think  so. 

Mr.  Patman.  Don't  you  know  that  the  Federal  Open  Market  Com- 
mittee determines  how  much  money  we  have? 

Mr.  Gidney.  T  certainly  think  there  is  a  free  market  for  money  in 
this  country,  yes.  sir. 

Mr.  Patmax.  What  is  that? 

Mr.  Gidxey.  I  may  be  misguided,  but  1  certainly  believe  there  is  a 
free  market  for  money  in  this  country. 

Mr.  Patman.  Well.  Mr.  Humphrey  refused  to  admit  it,  and  Mr. 
Martin  iff  used  to  admit  it,  and  Mr.  Eecles,  the  former  Chairman, 
who  was  Chairman  of  the  Federal  Reserve  longer  than  anybody  else, 
said  there  was  not. 

Mr.  Gidxey.  Well,  you  asked  my  opinion,  and  I  think  there  is. 

Mr.  Patmax.  You  think  there  is  ? 

Mr.  Gidxey.  Yes,  sir. 

Mr.  Patmax.  You  have  a  right  to  think  that. 

Mr.  Gidney.  Thank  you. 

Mr.  Patman.  Would  you  agree  or  disagree  with  the  following: 


listen  to  this  particularly,  Mr.  Gidney— 

(he  rutin  of  sliort-term  high-liquid  ansets  to  deposits  ha*  decreased  markedly. 
while  Hi"  sharp  increase  in  loans  accomplished  by  substantial  reduction  In  hold- 
ings nf  Government  securities  has  led  to  a  material  Increase  In  the  ratio  of 
Io:iits  to  deposits,  and  a  reduction  In  the  ratio  of  capital  bonds  to  risk  assets. 
Moreover,  the  eharaeter  of  the  loan  portfolio  has  changed.  Short-term,  seif- 
liqiiidntiiic  business  loans  have  not  increased  as  rapidly  as  longer  loans,  such 
ii*  cuiisumcr,  lerui  and  real-estate  loans,  the  soundness  of  which  Is  based  largely 
mi  the  ability  of  the  borrower  to  meet  amortization  payments  and  interest  pay- 
ments out  of  Income.  In  addition,  the  repayment  of  commerce  loans  has  slowed 
dinvn  since  renewal  of  matured  loans  has  become  more  prominent. 


>,  Google 


FINANCIAL   INSTITUTIONS   ACT   OF    1957  217 

Do  you  agree  generally  with  that  statement,  Mr.  Gidney  1 

Mr.  Gidney.  I  don't  think  I  should  agree  to  that  statement.  I 
don't  know  who  prepared  it.  There  are  lots  of  things  in  there.  I 
don't  know 

Mr.  Patman.  It  is  prepared  by  the  Institute  of  International  Fi- 
nance, Graduate  School  of  Business  Administration,  New  York  Uni- 
yersity. 
.  Mr.  Gidney.  Well,  that  is  their  opinion. 

Mr.  Patman.  Yes,  sir. 

But  you  will  admit,  Mr.  Gidney,  wont  you,  that  if  this  bill  is  en- 
acted into  law,  banks  will  be  encouraged  to  become  in  a  less  liquid 
condition  than  they  are  in  today  ? 

Mr.  Gidney.  I  think  not.  I  think  this  law  would  have  no  effect  on 
that     I  see  nothing  in  this  bill  that  would  do  that. 

Mr.  Patman.  Well,  you  let  them  invest  100  percent  of  their  capital 
and  surplus  in  real-estate  loans.  Do  you  mean  to  say  that  makes  them 
more  liquid  or  less  ? 

Mr.  Gidney.  Where  do  you  find  that  we  allow  them  to  invest  their 
capital  stock  a  hundred  percent  in  real-estate  loans! 

Mr.  Patman.  Well,  what  about  consumer  credit! 

Mr.  Gidney.  Well,  let's  take  a  minute  there. 

You  have  made  a  statement  about  real-estate  loans.  Those  arising 
from  a  proposed  change  in  the  law  are  construction  loans. 

Mr,  Patman.  Yes,  sir.    Heretofore 

Mr.  Kilburn.  I  make  a  point  of  order. 

The  witness  is  not  allowed  to  answer.  That  is  a  perfectly  valid 
point  of  order. 

Mr.  Patman.  As  long  as  the  witness  doesn't  complain,  and  I  don't 
complain,  why  should  the  gentleman  from  New  York  complain  3 

Mr.  Chamberlain.  I  should  like  to  have  answers  to  the  questions 
that  the  witness  is  asked. 

Mr.  Kilburn.  We  would  like  to  hear  the  answers,  even  if  you  don't. 

Mr.  Patman.  I  am  just  as  anxious  as  you.     I  am  more  than  anxious. 

The  Chairman.  Proceed. 

Mr.  Talle.  Will  you  yield,  Mr.  Patman  ? 

Mr.  Patman.  Certainly. 

Mr.  Talle.  Mr.  Chairman,  there  are  three  members  on  this  side 
who  had  no  opportunity  to  ask  questions  yesterday,  and  they  haven't 
had  an  opportunity  today. 

The  Chairman.  We  will  recognize  them. 

Mr.  Talle.  I  would  like  them  to  have  an  opportunity  for  at  least 
five  minutes  apiece,  if  they  want  the  time.    They  may  not  want  it 

Mr.  Patman.  I  haven't  taken  as  much  time  as  the  chairman  took. 
I  am  glad  he  took  as  much  time  as  he  did. 

The  Chairman.  The  chairman  didn't  take  that  much  time. 

Mr.  Patman.  May  I  suggest,  Mr.  Chairman,  that  since  tomorrow 
morning  we  are  compelled  to  have  a  meeting  of  another  committee 
cf  which  Dr.  Talle  is  the  ranking  member  and  Mr.  Kilburn  is  a  mem- 
ber, also,  I  hope  that  we  will  be  allowed  to  question  the  witness  a  fter 
that  meeting,  if  we  are  not  here  at  our  time  for  questioning.  In  other 
words,  we  don't  want  to  forego  our  time. 

The  Chairman.  We  will  try  to  distribute  the  time  in  an  equitable 
manner.    That  has  always  been  my  purpose.   I  have  tried  to  get  along 
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without  a  limitation  on  time,  and  I  am  still  trying.   If  it  doesn't  work, 
we  will  put  a  limitation  on  the  time  that  each  member  can  take- 
Mr.  Gtidney.  I  want  to  be  helpfully  responsive  to  these  question!, 
and  we  have  in  our  annual  report,  which  will  come  to  Congress,  ■ 
comment  on  liquidity  which  Mr.  Patman  is  interested  in: 

A  continuing  Increase  In  loan  volume  In  1956  affected  the  liquidity  of  uarlontl 
banks  less  than  either  In  1954  or  1955.  Demand  deposits  at  the  end  of  1991 
were  74  percent  covered,  and  total  deposits  54%  percent  covered  by  cash,  bal- 
ances due  on  demand  from  corresponding  and  reserve  banks  and  United  State 
Government  securities,  as  compared  to  77  percent  and  57  percent,  reapecttrdf, 
at  the  end  of  the  1955  year.  At  the  close  of  1954  such  liquid  assets  covered 
82  ia  percent  of  demand  deposits  and  61%  percent  of  total  deposit  liabilities. 

Now,  that  is  a  moderate  reduction  in  so-called  liquidity. 

Of  course,  how  important  that  is  depends  on  the  collectibility  of 
loans — there  is  liquidity  in  loans,  and  so  on.  But  I  don't  think  that  is 
anything  that  we  would  regard  as  alarming.  You  didn't  feel  that 
was  alarming,  Mr.  Jennings F 

Mr.  Jennings.  No,  we  don't  regard  that  as  alarming  at  all,  far 
from  it. 

Mr.  Patman.  Mr.  Gidney,  I  have  the  statement  that  you  furnished 
to  me  at  my  request.  I  asked  you  yesterday  for  it,  and  I  expect  to 
put  it  in  the  record  after  I  study  it.  I  think  it  will  disclose  much  of 
the  information  we  have  been  discussing  here. 

(The  information  referred  to  is  as  follows :) 
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Ratio  of  capital  fundi  to  rink  asset*  and  all  assets 
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Ratio  of  loans  to  deposit* 

[Figures  In  millions] 
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Mr.  Gidney.  I  haven't  had  a  chance  to  review  that  myself,  but  w« 
sent  it  up  to  you,  sir. 

Mr.  Patman.  Yes,  sir. 

Mr.  McIJoxouoh.  Will  the  gentleman  yield  for  a  question  ? 

Mr.  Patman.  You  see,  I  wont  be  here  in  the  morning. 

Mr.  McDonoucii.  Do  you  want  the  balance  of  the  time  of  this  ses- 
sion? 

Mr.  Patman.  I  want  a  few  minutes  to  finish  up  some  questions,  but 
I  don't  want  to  take  all  the  time.  I  want  every  member  to  havo  i 
chance. 

Mr.  McDonouch.  How  much  more  time  does  the  gentleman  want! 

Mr.  Patman.  I  don't  think  that  I  want  to  be  restricted  by  the  gen- 
tleman, with  all  due  respect  to  him.  I  don't  want  him  to  decide  for 
me  how  much  time  I  will  use  as  long  as  I  ask  pertinent  questions, 
questions  that  relate  to  this  bill.  I  think  we  have  some  things  that 
will  open  the  gentleman's  eyes;  we  haven't  gotten  to  all  of  them  yet 

The  Chairman.  Let  us  proceed  in  an  orderly  manner. 

Mr.  Patman.  We  went  all  around  yesterday,  and  we  went  around 
again  this  morning. 

The  Cjiaikman.  We  will  get  to  the  others. 

Proceed,  Mr.  Patman. 

Mr.  Patman.  Mr.  Gidney,  I  will  not  pursue  the  real  estate  matter, 
because  |>erhaps  I  have  a  mistaken  impression  on  this  provision,  but  I 
should  like  to  inquire  about  the  extent  to  which  a  bank  may  make  con- 
sumer loans,  and  certain  farm  loans. 

Mr.  Giiwky.  I  think  you  had  a  little  wrong  impression  on  that. 

Mr.  Patman.  On  the  real  estate  ? 

Mr.  Gidney.  Yes,  sir. 

Mr.  Patman.  But  not  on  consumer  credit,  because  you  can  conceive 
that  they  could  under  certain  circumstances  have  all  their  capital  and 
surplus  in  that. 

Mr.  GniNEY.  This  proposal  here  is  in  some  slight  degree  a  lessening 
of  their  freedom  of  action,  but  not  very  much. 

Mr.  Patman.  I  have  before  me  a  summary  of  the  amendments  of 
the  Banking  and  Currency  Committee  of  the  Senate,  from  which  I 
will  read  to  you  about  the  real  estate  loans,  section  16,  page  3.  It 
says: 

Siifh  loims.  together  with  presently  authorized  construction  loans,  for  home* 
urul  lurnis,  could  not  exceed  100  percent  of  the  capital  and  surplus. 

If  this  is  correct,  my  question  was  not  too  much  out  of  line? 
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Mr.  Gidney.  I  understand  how  you  received  the  impression,  but  the 
law  says  that  they  were  not  to  be  considered  as  real  estate  loans  but 
as  commercial  loans,  because  they  are  current  operations  for  construc- 
tion. 

Mr.  Patman.  Well,  isn't  that  like  calling  a  dog's  tail  a  leg  and  say- 
ing he  has  five  lees? 

Mr.  Gidney.  I  don't  think  so,  because  these  things  are  made  where 
there  is  a  responsible  party  prepared  to  take  the  loan  over,  when  the 
construction  is  completed.  They  are  just  a  temporary  thing,  and  on 
that,  I  would  like  to  just  get  in — we  are  trying  to  give  our  national 
banks  somewhat  the  same  provision  as  State  banks — I  visited  a  very 
fine  State  banker  in  a  distant  State  and  he  said  that  they  liked  to  oper- 
ate under  State  laws  because  of  the  advantages,  and  I  said,  "Would 
you  like  to  name  one?"  And  he  said,  "Well,  the  ability  to  make  con- 
struction loans  on  a  business  property." 

This  thing  would  bring  them  abreast. 

Now,  bankers  are  generally  agreed  that  those  are  safe,  productive 
loans,  and  are  necessary  to  make. 

Mr.  Patman.  Mr.  Gidney,  I  will  not  bring  up  some  questions  I 
would  like  to  now,  but  I  do  want  to  interrogate  you  later  on  them. 

However,  I  do  want  to  ask  you  about  a  provision  which  I  think  will 
run  roughshod  over  all  the  usury  laws  of  all  the  States  and  allow 
national  banks  to  participate  in  transactions  involving  usurious  in- 
terest. 

I  notice  that  the  bill  permits,  under  certain  conditions,  certain  paper 
purchased  by  national  banks  not  to  be  deemed  loans  and  discounts, 
and  therefore  not  subject  to  the  maximum  interest  rate. 

I  read  in  the  Senate  hearings  on  the  subject,  testimony  to  the  effect 
that  in  a  number  of  States  a  national  bank  can  purchase  conditional 
sales  contracts  and  certain  other  contracts  which  have  been  made  with 
other  people,  and  although  they  involve  usurious  interest,  the  national 
bank  can  purchase  them  without  in  any  way  violating  the  usury  laws 
of  the  State. 

Mr.  Gidney,  is  that  approximately  the  way  you  understand  the  pro- 
vision from  the  Senate  committee  hearings  ? 

Mr.  Gidney.  I  don't  remember  the  Senate  committee  hearings,  but 
this  provision — let  me  see — the  change  is  on  page  33 : 

The  purchase  of  obligations  or  evidences  of  indebtedness  from  the  actual  owner 
thereof  shall  not,  for  the  purposes  of  this  section,  be  deemed  a  loan  or  discount 
If  such  purchase  would  not,  under  the  law  of  the  State  in  which  the  purchas- 
ing bank  is  located,  be  deemed  a  loan  or  extension  of  credit  subject  to  the  Interest 
or  usury  statutes  of  such  State. 

Mr.  Patman.  In  other  words,  you  are  asking  that  the  national  hank 
be  on  a  parity  with  the  State  bank  in  that  respect  ? 

Mr.  Gidney.  We  are  leaving  to  the  States 

Mr.  Patman.  But  now  if  it  is  immoral  for  a  State  bank  to  collect 
20  percent  interest  that  way,  what  right  have  we  to  demand  that  a 
national  bank  be  allowed  to  compete  with  them? 

Mr.  Gidney.  I  don't  know  whether — I  thought  States  rights  might 
go  to  the  extent  of  their  deciding  whether  it  was  immoral  or  otherwise. 

Mr.  Patman.  Yes,  sir. 

Mr.  GnmEY.  We  think  the  States  are  alert  to  their  responsibilities 
in  that  field,  and  if  a  State  bank  of  commerce  con  purchase  a  set  of 
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contracts,  that  our  national  bank  of  commerce  ought  to  be  able  to  do 
the  same. 

Mr.  Patman.  Mr.  Chairman,  with  the  understanding  that  I  will  be 
allowed  to  interrogate  the  witness  further  on  some  other  questions 
which  are  very  material  to  this  bill,  I  would  like  to  forgo  now  so  is 
to  allow  other  members  to  ask  questions. 

The  Chairman.  We  haven't  attempted  to  curtail  any  member. 

Mr.  Patman.  Every  member  was  allowed  an  opportunity. 

The  Chairman.  I  still  think  the  time  ought  to  be  distributed  more 
equitably.  I  believe  the  committee  believes  that.  But  it  is  all  right, 
as  long  as  the  interrogator  sticks  to  the  subject  matter. 

I  am  going  to  hold,  though,  in  the  future,  that  when  a  member 
yields,  and  then  yields  again,  and  takes  possession  of  the  time,  that  he 
has  lost  the  floor,  and  I  am  going  to  assert  the  right  of  the  chairman  to 
say  that  his  time  has  expired. 

Mr.  Talle.  Mr.  Chairman,  on  yesterday,  under  the  5-minute  rule, 
Mr.  Bass,  Mr.  Siler,  and  Mr.  Chamberlain  had  no  opportunity  to  ask 
questions,  and  they  haven't  had  an  opportunity  this  morning.  So  I 
am  pleading  in  their  behalf. 

The  Chairman.  I  will  call  on  them. 

Mr.  Vanik.  I  would  like  to  be  included  in  that,  too.  We  were  just 
up  to  me  yesterday  under  the  5-minute  rule. 

Mr.  Multer.  Mr.  Chairman,  I  am  not  going  to  object,  but  let  the 
record  show  that  these  men  asking  to  be  recognized  under  the  5-minnto 
rule  are  coming  in  late  after  we  had  exhausted  the  call  of  members 
who  were  here  under  the  5-minute  rule.  I  have  no  objection  to  them 
doing  it,  but  they  ought  not  complain  when  they  weren't  here  when 
we  opened  the  session. 

The  Chairman.  You  can't  object  to  the  chairman  recognizing  them. 

Mr.  Molter.  I  am  not  going  to  object.  I  am  only  objecting  to 
thein  complaining  that  they  weren't  recognized  when  they  weren't 
here  to  lie  recognized. 

The  Chairman.  Mr.  Chamberlain. 

Mr.  Chamrkrlain.  Mr.  Chairman,  I  apologize  for  being  absent 
when  Mr.  Gidney  gave  his  statement,  and  I  would  like  to  have  the 
record  show  that  I  am  not  complaining  about  not  being  accorded  the 
opportunity  of  questioning  the  witness. 

I  will  say  that  in  examining  the  record,  I  have  noticed  that  some  of 
the  questions  that  I  wanted  to  ask  the  witness  have  been  asked  by 
others,  and  that  at  this  late  hour,  there  is  a  matter  that  I  would  like 
to  talk  o  the  witness  about,  but  I  will  wait  until  he  comes  back  for 
further  questioning  by  Mr.  Patman,  and  I  will  take  it  up  at  that  time. 

Mr.  Multkr.  For  the  record,  my  remarks  were  not  directed  to  Mr. 
Chamberlain.     lie  was  not  one  of  those  who  complained. 

The  Chairman.  Mr.  Vanik. 

Mr.  Vanik.  At  the  close  of  the  session  yesterday,  I  asked  a  question 
off  the  record  to  which  Mr.  Gidney  provided  the  answer. 

T  wanted  to  know  the  extent  of  the  issuance  of  new  common  stock 
by  national  banks  for  the  years  1947  to  1956  inclusive,  and  in  response 
to  my  inquiry  Mr.  Gidney  has  provided  the  following  report  which  I 
would  like  to  have  inserted  in  the  record  at  this  point,  if  there  is  no 
objection. 

The  Chairman.  Without  objection,  that  may  be  done. 
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(The  report  referred  to  above  follows :) 
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Mr.  Vanik.  My  next  question,  Mr.  Gidney,  relates  to  the  usury 
rates  discussed  a  few  moments  ago  in  the  questioning  by  Mr.  Patman. 

In  view  of  the  rising  interest  rate,  which  is  prevalent  throughout 
the  industry,  and  in  view  of  the  fact  that  the  gap  is  narrowing  between 
the  prevailing  rates  of  interest  and  the  usury  limits  adopted  in  the 
various  States,  in  your  opinion,  should  the  States  consider  some 
change  in  the  usury  limits  ? 

Mr.  Gidney.  I  don't  know  the  laws  of  the  States  well  enough 

Mr.  Vanik.  Well,  the  general  rate  is  about  8  percent.  That  is  about 
the  limit. 

Mr.  Gidney.  Well,  of  course,  we  have  variations.  The  most  usual 
rate,  I  think,  for  straight  things  that  don't  have  any  special  features 
is  about  6  percent. 

Mr.  Vanik.  Yes. 

Mr.  Gidney.  I  believe  in  the  State  of  California,  where  I  grew  up,  it 
is  7  percent.  But  then  we  have  different  rates  which  are  put  in  be- 
cause of  this  growth  of  consumer  credit,  and  I  am  not  well  enough 
informed  to  give  you  a  good  discussion  on  that.  We  could  do  some 
work  on  it. 

Mr.  Vanik.  Isn't  it  true  on  just  that  point  that  consumer  credit 
has  gone  down  ?  I  thought  I  saw  some  figures  a  few  days  ago  indi- 
cating it  has  dropped  about  $5  billion. 

Mr.  Gidney.  That  might  have  done  so.  I  wish  I  had  that  chart 
here,  but  I  think  the  general  course  has  been  up,  and  that  may  have 
been  a  recent  drop. 

Mr.  Vanik.  Yes,  but  last  year's  drop  was  about  $5  billion  itself. 

Mr.  Gidney.  It  might  be. 

Mr.  Vanik.  Interest  rates  have  skyrocketed  upward,  and  the  gap 
between  the  usury  limits  in  the  various  States  has  narrowed.  If  the 
prevailing  rate  is  6  percent,  that  leaves  only  a  2  percent  gap  between 
the  prevailing  rate  and  the  usury  limit.  What  margin  does  that  leave 
for  the  marginal  loan  on  which  business  must  depend  so  extensively  ? 

Mr.  Gidney.  I  think  the  6  percent  rate  is  a  pretty  good  rate. 

Mr.  Vanik.  When  the  rate  was  4  percent,  there  was  a  4  percent  gap 
between  the  prevailing  rate  and  the  usury  limit,  so  that  small  business 
could  enter  into  rates  at  higher  levels  and  still  stay  within  the  usury 
limits. 
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Now  when  we  get  to  a  6  percent  prevailing  rate,  we  have  only  i 
percent  between  5ie  prevailing  rate  and  the  maximum  allowed  by 
several  States. 

Mr.  Gidney.  Of  course,  your  statement  about  prevailing  rate  w» 
might  have  to  define. 

Mr.  Yaxik.  That  was  your  statement.  You  said  6  percent  pre- 
vailed. 

Mr.  Ouin-ky.  Yes,  sir;  I  shouldn't  have  said  just  that.  Sis  percent 
is  a  rather  usual  rate  for  State  usury  laws. 

As  to  consumer  credit,  I  don't  know  the  laws  of  many  States  on  that, 
hut  I  do  know  the  New  York  State  law,  which  I  believe  is  that  it  may 
be  1  percent  a  month  on  the  unpaid  balance,  which  really  works  ont 
to  12  percent. 

Mr.  Vasik.  Yes,  sir. 

Mr.  Gidxkt.  And  that  is  apparently  fairly  acceptable  in  that  field. 
Of  course,  if  we  get  into  the  field  of  what  a  personal  loan  outfit  can  do, 
they  run  up  as  high  as  36  percent. 

Mr.  Vasik.  I  am  not  concerned  with  those,  because  those  are  dif- 
ferent types  of  loans. 

My  question  is  this :  Under  present  conditions,  is  a  2-percent  margin 
between  the  prevailing  interest  rate  and  the  usury  limits  in  the  majori- 
ty of  the  States  a  sufficient  margin  of  interest  to  provide  room  for  small 
business  loans  which  are  generally  of  higher  risk,  softer  loans  on  which 
people  must  expect  a  higher  rate  of  interest?  Is  there  enough  room 
in  that  2-percent  margin  for  the.  higher  risk  or  softer  loans  that  are 
generally  characteristic  of  small  businesses? 

Mr.  Gidxf.t,  That  would  be  pretty  dangerous  for  me  to  try  to  give 
you  anything  authoritative  on,  because  I  don't  know  the  conditions 
everywhere  on  that,  but  it  seems  to  me  that  there  probably  is  enough 
room  so  far  as  that  is  concerned. 

In  other  words— 

Mr.  Yaxik.  Yon  mean  that  small  business  should  not  be  jeopardized 
by  the  rising  prevailing  rate? 

Mr.  Giiwey.  I  don't  believe  small  business  would  be  jeopardized 
by  that,  because  you  get  to  the  point  where,  if  the  loan  is  a  loon  that 
they  would  make  anyway,  the  6  percent  is  high  enough. 

If  they  can't  get  it  at  6,  or  the  going  rate  in  States  where  it  is  higher, 
I  doubt  whether  a  bank  would  want  to  give  it  to  them  at  all,  and  of 
course,  then,  we  have  the  question,  which  is  a  much  bigger  one  than  that 
which  we  are  trying  to  deal  with  today,  whether  they  need  to  go  to  the 
Small  Business  Administration  or  something  of  that  kind. 

Mr.  Vasik.  All  right.  Now  I  want  to  refer  to  page  !)  of  your  state- 
ment, bottom  of  the  page,  where  you  talk  about  the  disclosure  of 
stock  ownership. 

I  understand  the  5-percent  figure  was  the  result  of  a  compromise  in 
the  Senate. 

Mr.GmsEY.  Ibelieve. 

Mr.  Yanik.  Now  it  is  my  understanding  that  in  most  corporate 
ventures — and  you  now  want  to  give  to  hanking  most  of  the  powers 
that  the  ordinary  corporations  have  in  general  business  activities — it  is 
my  understanding  that  sometimes  less  than  1  percent  of  the  stock  can 
change  management  or  manipulate  control  of  a  corporation. 

Mr.  GinNEY.  That  would  be  a  verv  slick  trick,  I  should  think. 

Mr.  Vasik.  Well,  it  does  happen,  doesn't  it? 
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!  Mr.  Gidnet.  I  don't  know.  That  seems  to  be  extreme.  But  when 
'you  get  the  owner  of  10  percent,  he  can  be  a  very  influential  person, 
of  course. 

Mr.  Vanik.  And  you  feel  this  5  percent  requirement  will  be  adequate 
to  protect  the  American  public  ? 

1  Mr.  Gidnet.  We  think  that  5  percent  is  pretty  troublesome  and 
that  10  would  be  all  right. 

Mr.  Vanik.  I  have  another  question  relating  to  your  statement,  page 
20,  where  you  talk  about  section  44  (a)  to  amend  the  present  law  as  to 
'restrictions  as  to  who  can  accept  deposits. 

Wouldn't  that  in  effect  constitute  an  invasion  of  States  rights? 
After  all,  aren't  we  spreading  the  Federal  influence  into  the  States? 

■  Mr.  Gidnet.  I  think  that  is  a  very  good  question,  and  I  don't  know 
whether  this  is  an  absolutely  necessary  thing.  I  will  tell  you  why 
it  occurred  to  us.  We  had  a  case  in  Texas — I  am  sorry  Mr.  Patman  has 
gone,  because  he  might  know  about  this— what  was  the  name  of  that, 
United  States  Trust,  I  believe  it  was  called.  Yes,  United  States  Trust. 
And  it  took  deposits,  and  purported  to  pay  S  percent  on  them  or  some- 
thing like  that,  and  it  was  thought  by  people 

Mr.  Vanik.  It  purported  to  be  a  bank  3 

Mr.  Gidney.  Well,  people  thought  it  was  a  bank.  And  the  question 
was  raised,  "How  can  they  pay  5  percent?"  And  the  department  of 
banking  said,  "We  haven't  anything  to  do  with  it.  We  have  no  con- 
trol over  it,  it  is  an  insurance  company." 

The  insurance  department  said  in  effect,  "We  have  no  control  over 
this  part  of  it  because  that  is  not  an  insurance  function." 

And  it  slipped  in  between  and  went  broke,  and  how  much  did  they 
lose  on  it? 

■  Mr.  Jennings,  They  lost  a  very  large  sum  of  money,  and  we  went 
into  it  very  carefully,  as  did  the  Department  of  Justice,  to  see  if  some- 
thing couldn't  be  done  about  it.  The  Justice  Department  indicated 
that  under  Federal  law  we  were  powerless.  The  State  authorities  were 
powerless,  so  this  has  been  inserted  in  the  bill  primarily  to  protect  the 
public  against  a  recurrence  of  that  type  of  thing. 

It  will  not  infringe  on  States  rights.  The  State  people  in  Texas 
would  have  been  most  happy  if  we  could  have  taken  some  action. 

Mr.  Vanik.  But  this  section  transcends  the  State's  authority, 
doesn't  it  ? 

Mr.  Gidney,  I  wouldn't  think  so.  It  simply  says  that  it  can't  take 
them  unless  it  is  subjected  to  the  laws.  In  other  words,  this  prods  the 
State  to  have  laws. 

Mr.  Vanik.  The  section  applies  even  though  it  is  incorporated  and 
authorized  to  engage  in  business  under  the  laws  of  the  State. 

Mr.  Gidney.  Then  it  is  suggested  they  should  follow  through. 

Mr.  Vanik.  Are  you  satisfied  this  would  meet  constitutional  re- 
quirements ? 

Mr.  Jennings.  Yes,  sir,  I  believe  our  lawyers  are  satisfied  on  that 
score. 

Mr.  Vanik,  And  you  feel  that  it  is  an  essential  provision  based  on 
the  one  instance  you  cited? 

Mr.  Jennings,  Well,  we  don't  expect  it  will  happen  again.  Of 
course,  the  State  of  Texas — when  this  matter  occurred,  if  the  Texas 
State  Legislature  had  been  in  session,  no  doubt  it  would  have  passed 
legislation  to  bring  the  United  States  Trust  Co.  under  the  jurisdiction 
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of  either  the  insurance  department  or  the  banking  department ;  bat  I 
don't  believe  the  State  legislature  was  in  session,  it  mushroomed  up 
and  went  broke,  and  this  is  just  to  prevent  that  type  of  thing  from 
happening  again. 

Mr.  Vanik.  Was  this  the  subject  of  any  other  special  bill!  Why 
was  it  inserted  in  the  Financial  Institutions  Act)  It  seems  to  bean 
industry  measure  to  preserve  banking  functions  for  bankers, 

Mr.  Jennings.  Well,  I  think  it  is  well  understood  that  anyone  who 
accepts  deposits  from  the  public  must  come  within  the  framework  of 
the  banking  statutes.  I  can't  accept  deposits.  I  can't  set  myself  up  to 
do  that  unless  I  am  empowered  to.  That  is  the  whole  reason.  I  just 
don't  see 

Mr.  Vanik.  You  feel  that  the  States  are  not  competent  to  handle 
that? 

Mr.  Jennings.  Of  course,  they  are  competent  to  do  it.  but  in  this 
one  case,  the  State  statutes  didn't  cover  the  situation.  A  lot  of  people 
lost  money. 

Mr.  Vanik.  Isn't  that  up  to  the  Legislature  of  Texas  f 

Mr.  Jennings.  Possibly.  We  could  say,  "We  don't  care.  Let  the 
public  lose  under  circumstances  like  that  if  the  State  fails  to  act." 

But  we  thought  it  was  wise  to  insert  this  provision  in  the  statute  so 
that  it  would  not  happen  again.  We  will  probably  never  have  use  for 
it.    I  hope  we  will  not. 

Mr.  A  anik.  Did  the  State  of  Texas  revise  its  laws  after  that  inci- 
dent? 

Mr.  Jennings.  It  has  not  as  yet,  to  my  knowledge. 

Mr.  Vanik.  Mr.  Chairman,  I  notice  that  the  House  is  now  in  ses- 
sion, and  I  would  like  to  continue  examining  further. 

The  Chairman.  The  House  is  in  session.  There  will  be  a  roll  call 
in  a  few  minutes.  The  first  item  under  the  roll  call  will  be  the  Post 
Office  bill. 

So  the  committee  will  adjourn — I  thought  we  might  use  this  after- 
noon, but  some  of  the  members  object,  and  state  they  wish  to  be  on  the 
floor — so  we  will  meet  tomorrow  morning  at  10  o'clock. 

Can  von  return  tomorrow,  Mr.  Oidney  t 

Mr.  Sidney.  Yes.  sir. 

The  Chairman.  Thank  you. 

We  will  adjourn  to  reconvene  tomorrow  morning  at  10  o'clock. 

(Whereupon,  at  12  noon,  the  committee  adjourned,  to  reconvene  at 
10  a.  m..  Wednesday,  July  24, 1957.) 
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wednesday,  july  24,  1957 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  C. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman)  pre- 
siding. 

Present:  Chairman  Spence,  presiding,  Messrs.  Brown,  Patman, 
Multer,  Mrs.  Sullivan,  Mrs.  Griffiths,  Messrs.  Vanik,  Healey,  Ruther- 
ford, Coad,  Anderson,  Talle,  Kilburh,  Betts,  Mumma,  McVey,  Bass, 
Seely-Brown,  Henderson,  and  Chamberlain. 
The  Chairman.  The  committee  will  be  in  order. 
We  will  proceed  with  the  testimony  of  Mr.  Gidney. 

STATEMENT  OF  HON.  BAT  X.  GIDNEY,  COMPTEOLLEE  OF  THE  CUE- 
EENCY;  ACCOMPANIED  BY  L.  A.  JENNINGS,  DEPUTY  C0MP- 
TBOLLEB,  B.  T.  ENGLEET,  AND  0.  E.  MeCOHLEY,  LEGAL  DIVI- 
SION, OFFICE  OF  THE  COMPTEOLLEE  OF  THE  CUBEENCY 

The  Chairman.  Does  any  member  desire  recognition  ? 

Mr.  Seely-Brown.  Mr.  Chairman. 

The  Chairman.  Mr.  Seely-Brown. 

Mr.  Seely-Brown.  Thank  you,  Mr.  Chairman. 

I  have  not  as  yet  had  the  opportunity  of  asking  the  witness  a  ques- 
tion, and  I  am  glad  that  I  may  do  so  now. 

Mr.  Gidney,  could  you  advise  me,  first,  as  to  what  authority  you 
have  under  existing  law  to  regulate  proposed  bank  mergers  I 

Mr.  Gidney.  Mr.  Seely-Brown,  if  the  continuing  Dank  is  to  be  a 
national  bank,  the  merger  or  consolidation  can  be  effected  only  with 
the  approval  of  the  Comptroller  of  the  Currency,  and  the  scope  of 
authority  to  approve  or  disapprove,  I  don't  think  that  has  ever  been 
completely  settled.  We  have  assumed  that  there  is  a  right  to  dis- 
approve if  the  proposal  is  inequitable  in  any  way,  and  doesn't  treat 
the  shareholders  fairly,  and  we  have  assumed  that  it  could  be  disap- 
proved if  there  were  an  undue  lessening  of  competition — that,  with 
other  factors.  So  that  is  our  present  authority.  Some  would  say 
that  we  actually  don't  have  authority  to  disapprove,  but  we  think 
we  have. 

Mr.  Seely-Brown.  It  is  your  assumption  then  that  under  the 
statutes  as  presently  written  you  have,  if  you  want  to  call  it  that,  the 
final  authority  to  approve  or  disapprove  a  proposed  merger  of  national 
banks! 

Mr.  Gidney.  That  is  right. 
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Mr.  Si:ki.v-]!uown.  Now,  sir,  could  you  advise  me  as  to  what  would 
Ihi  vour  authority  under  the  proposed  legislation? 

nlr.  (iniNKT.  Well,  under  the  proposed  legislation  we  would  have 
11  put-Imps  more  clear  authority  because  there  would  be  specified  in 
Mm  law  standards  which  we  should  apply,  and  those  are  the  standards 
which  apply  when  we  certify  a  bank  to  the  Federal  Deposit  Insurance 
( 'uiporiit  mil— the  financial  history,  the  adequacy  of  the  capital,  chanc- 
ier of  management,  prospective  earnings,  convenience  ana  necessity  of 
t  hi-  community.    So  we  would  have  those  specified. 

Then  wo  would  be  required  to  take  into  consideration  the  competi- 
l.i vn  factors — if  it  would  unduly  lessen  competition — and  we  would 
l«i  roijuiri'd  to  confer  with  the  Federal  Reserve  Board  and  the  Fed- 
lira  I  Deposit  Insurance  Corporation  and  have  their  views  on  it,  al- 
though the  authority  would  remain  ours  to  approve  or  disapprove, 
iiiid  I  hey  would  have  to  confer  with  us  on  whether  they  would  approve 
in  cases  coining  before  them. 

Si»  I  take  it  we  would  have  to  work  out  common  standards  and 
procedures  so  that  we  were  consistent  with  each  other  as  far  aspos- 

Mllill*. 

Mr.  Skkly- Brown.  Do  you  think  there  would  be  any  change  in  tfca 

lie r  of  mergers  as  a  result  of  the  new  legislation  ?     In  other  words, 

do  you  anticipate  that  this  new  program  will  encourage  or  discourage 
mergers,  as  you  see  it? 

Air.  (JntNEY.  Well,  I  don't  think  it  could — it  wouldn't  be  at  all  con- 
ceivable that  it  would  encourage  them.  To  what  extent  it  would  dis- 
courage them,  is  pretty  speculative  to  say.  That  would  depend  a 
good  ileal  on  the  type  of  joint  ideas  that  the  three  agencies  developed, 

Mr.  Seely-Brown.  In  any  case,  do  you  feel  that  the  new  legislation 
would  more  clearly  spell  out  the  details  upon  which  a  merger  could 
he  made,  and  as  a  result  would  be  worthwhile  ? 

Mr.  (Sidney.  I  think  it  would  very  definitely  do  that. 

Mr.  Seely-Brown.  And  you  favor  that  ? 

Mr.  Gidney.  We  do. 

Mr.  Seely-Brown.  In  other  words,  your  own  authority  would  be 
much  more  specific,  and  you  would  know  where  you  were  heading  and 
how  to  get  there? 

Mr.  Gidney.  It  would  be  much  clearer. 

Mr.  Seely-Bkows.  Thank  you,  Mr.  Chairman. 

That  is  nil. 

The  Chairman.  Mr.  Gidney,  what  authority  have  you  with  refer- 
ence to  approval  of  branches? 

Mr.  GtnxKY.  Fornational  banks? 

The  Chairman.  Yea, sir, 

Mr.  Gidnhy.  We  have  authority  to  approve  them,  but  of"  course  they 
must  lie  consistent  with  the  laws  of  the  State,  as  to  geographical  loca- 
tion. We  must,  observe  the  restrictions  of  the  State  laws  as  to  geog- 
raphical location. 

Is  that,  a  f ai  r  st  at cment,  Mr.  Englert  ? 

Mr.  Fnglekt.  Yes,  sir. 

The  Chairman.  And  the  national  hanks  arc  in  no  more  favorable 
position  than  State  hanks  with  reference  to  branches? 

Mr.  Gidney.  I  think  that  is  substantially  correct.  There  may  be 
little  matters  of  procedure,  where  a  State  does  have  a  little  different 
method  of  looking  them  over,  but,  as  to  the  power  to  grant  them,  I 
think  they  aro  substantially  equal,  and  we  are  quite  careful,  very  care- 
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ful,  to  do  our  work  in  that  line  in  such  a  way  that  we  don't  trespass, 
and,  of  course,  we  also  do  it  with  a  great  deal  of  consultation  with  the 
State  authorities,  with  an  exchange  of  information,  at  least,  and  ob- 
taining their  opinion  in  many  cases. 

The  Chairman.  If  a  State  bank  cannot  have  a  branch,  it  is  the  rul- 
ing of  the  supervisory  authority  here  that  the  national  bank  may  not 
have  a  branch  in  the  same  State  ? 

Mr.  Gidnet.  That  is  true.  There  are  13  States,  I  think,  where  State 
banks  may  not  have  a  branch  and  national  banks  may  not  have  a 
branch. 

The  Chairman.  Is  there  any  other  supervisory  authority  that  has  a 
voice  in  that  matter? 

Mr.  Gidnet.  Well,  if  it  is  an  insured  bank,  the  Federal  Deposit  In- 
surance Corporation  has  to  consent  to  the  establishment  of  a  branch, 
and,  if  it  is  a  Federal  Reserve  member,  under  present  law,  the  Fed- 
eral Reserve  Board  has  to  consent  to  the  establishment  of  a  branch. 

Of  course,  both  of  those  have  to  be  approved  and  authorized  in  the 
first  instance  by  the  State  authority. 

The  Chairman.  The  applications  for  branches,  I  suppose,  are  very 
much  more  numerous  than  applications  to  merge  ? 

Mr.  GroNET.  Yes,  sir.  We  may  run  500  m  a  year,  perhaps  10  a 
week,  average,  whereas  our  applications  for  charters  might  be  50  or  60 
in  a  year,  something  like  that,  possibly  75.  They  arc  very  much  more 
numerous. 

The  Chairman.  How  many  States  absolutely  prohibit  branches? 

Mr.  Gidnet.  I  think  there  are  13  States  where  a  branch  is  not  allow- 
able at  all.     Is  that  right,  Mr.  Englert  ? 

Mr.  Enolert.  That  is  about  right. 

The  Chairman.  Have  you  stated  that  in  your  testimony  ? 

Mr.  GroNET.  I  didn't  in  this  testimony.  I  don't  think  that  was 
brought  out.  But  I  think  there  was  no  change  in  the  provisions  of  the 
law  relative  to  branches. 

The  Chairman.  There  would  be  no  change  in  that  respect  under  the 
present  bill  ? 

Mr,  GroNET.  That  is  right. 

Mr.  Mumma.  Mr.  Chairman. 

The  Chairman,  Mr.  Mumma. 

Mr.  Momma.  Mr.  Gidney,  without  getting  into  the  problem  you  and 
I  have  been  discussing,  what  would  be  the  definition  of  that  word 
"geographical"  in  making  the  determination  ?  That  is  one  of  the  fac- 
tors you  have  to  consider. 

Mr.  Gidnet.  Well,  you  have  a  very  good  illustration,  Mr.  Mumma, 
in  the  State  of  Pennsylvania ;  there  a  branch  may  be  established  in 
the  county  in  which  the  bank  is  located  or  in  an  adjoining  county. 
There  are  some  technical  difficulties  to  overcome  for  a  State  bank. 

Mr.  Mumma.  You  say  in  an  adjoining  county? 

Mr.  Geonet.  Yes,  sir.  And  there  are  some  matters  in  the  State  law, 
to  the  effect  that  there  must  be  a  showingof  inadequacy  of  banking 
facilities  when  you  cross  the  county  line.  We  believe  that  that  partic- 
ular thing  would  not  apply  to  a  national  bank,  but,  in  our  actual 
working  in  Pennsylvania,  we  have  watched  that,  and  have  not  granted 
one  across  a  county  line,  de  novo,  unless  we  were  satisfied  that  there 
was  an  inadequacy.  In  other  words,  we  have  voluntarily  kept  in  step 
with  the  State  practice. 
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Mr.  Betts.  Then  do  I  understand  from  what  you  have  to  say  that, 
Taking  the  Indiana  situation,  the  State  banks  would  have  no  reason 
to  fear  that  the  national  banks  would  not  follow  the  Indiana  law 
with  respect  to  installment  buying? 

Mr.  Gidney.  I  think  they  would  have  nothing  to  fear,  I  don't  know 
that  it  is  the  State  banks  that  are  stirring  this  up.  From  what  my 
banker  friend  told  me,  it  may  be  some  of  the  finance  companies,  and 
he  was  rather  suggesting  that  it  was  necessary  to  make  a  showing  of 
going  into  national  banks  to  keep  themselves  in  a  good  position  on  the 
others.  I  only  know  that  from  hearsay.  But  we  will  do  a  job  on  the 
national  banks,  if  we  have  a  law  that  applies,  and  we  know  what  it  is. 
After  all,  the  banks  are  a  very  law-abiding  group. 

Mr.  Betts.  I  know. 

Mr.  Gidney.  And  when  the  Federal  Reserve  was  handling  regula- 
tion W,  we  didn't  have  trouble  with  violations  in  banks,  except  in  the 
rare  instances.    We  had  trouble,  but  not  in  banks. 

Mr.  Jennings.  May  I  just  add  one  point  ? 

I  would  like  to  make  it  clear  that  the  small  loan  laws  which  have 
been  passed  by  a  number  of  States — they  are  effective  in  New  York 
State,  Pennsylvania,  Kansas,  Indiana,  Michigan,  Wisconsin,  New 
Mexico,  Nebraska,  and  Iowa — apply  to  national  banks  in  this  respect, 
and  that  is,  they  all  establish  minimum  and  maximum — not  minimum, 
necessarily,  but  maximum  rates  of  interest  that  may  be  charged  on 
such  loans.  There  is  a  Federal  statute  which  states  that  national  banks 
may  not  charge  a  greater  rate  of  interest  than  is  permitted  by  the  laws 
of  the  State  in  which  the  national  bank  operates. 

Therefore,  these  small  loan  laws  do  apply  to  national  banks  from 
the  standpoint  of  their  interest  provisions,  and  we  have  held  that 
where  a  national  bank  is  making  small  loans  of  the  type  covered  by  a 
State  law,  that  not  only  should  the  loan  be  made  in  accordance  with 
tile  interest  provisions  of  the  statute,  but  certain  other  provisions  of 
the  statute,  such  as  outlining  the  financing  charges,  must  be  followed. 

So  our  national  bank  examiners  do  see  that  our  national  banks  abide 
by  the  State  law  because  of  the  Federal  statute  which  says  the  national 
banks  must  abide  by  the  interest  laws  of  the  State. 

I  just  wanted  to  bring  out  as  clearly  as  I  could  the  fact  that  the 
national  banks  do  abide  by  those  laws,  and  that  we  enforce  them, 
because  we  have  to,  by  virtue  of  the  Federal  statute. 

Mr.  Betts.  It  seems  to  me  that  that  ought  to  be  the  answer  to  the 
objection  from  the  bankers  of  Indiana. 

Mr.  Jennings.  It  seems  to  us  that  we  can  handle  the  matter  very 
well. 

I  have  been  approached,  and  so  has  Mr.  Gidney,  by  some  State 
superintendents  who  say  that  a  special  group  of  people  employed  by 
the  State,  who  do  nothing  else  but  check  State  banks  to  see  that  they 
are  abiding  by  the  small  loan  laws,  will  do  a  better  job  than  a  group  of 
examiners  who  are  examining  a  bank  and  going  into  various  other 
matters  and  not  concentrating  on  the  small  loan  law  provisions. 

But  we  believe  that  we  can  see  to  it  that  national  Danks  abide  by 
those  laws.  We  do  not  believe  it  is  necessary  for  the  State  authorities 
to  go  in  and  make  a  special  examination  of  that  phase  of  their  affairs. 

Mr.  Betts.  I  think  that  answers  the  question  very  well. 

Thank  you  very  much,  Mr.  Gidney. 
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..   s    ..    I'-iiu.k  vmllr.  Btcu, 
„   .   .„ji.i\.  Mr.MuIwr. 
i        *!■.   .Lh.i;.    I' Lai  it  you.  Mr.  Chiinnar.. 

....  j,i;  »\'  don't  nV.'e  a  ?,&t->  *_o"iay  as  we  did  yesterday,  wirii 
v-.-  AH:i:!ij;  :u  iate  and  y^i.i.t:  iwxi  they  had  no  opportunity  to 
.  v .  i  u-  the  witness.  Wfc  started  t:i%  hearings  this  morning  with  fin 
.v:;ilvfs  present,  and  I  deliberately  sat  back  and  did  not  ask  far 
.vvviinitU'n  until  everyone  else  who  was  here  and  wanted  to  be  we- 
.'ii'r-eil  was  recognized. 

As  ot her  members  coi.ie  in,  I  will  not  object  to  them  asking  for  an 


[unit  v  to  examine  'lift  witness. 


L.JlJU.tt'] 

At  the  sami;  limn,  if  that  does  happen.  I  hope  I  will  not  lose  the 
witness. 

The  Ciiaikman".  Y'ou  may  proceed. 

I  have  said  that,  if  you  yield  for  a  question,  you  will  still  hare  the 


Mr.  Mt.i.Twf.  J  don't  wunt  to  he  accused  of  hopping  the  time. 

Tim  ( JiAiitviAN.  Proceed,  and  we  will  see  how  it  works. 

I  will  reseri  el  lie.  right  to  make  a  ruling  as- a  case  arises. 

Mr.Mi.i.iKJi.  Very  well. 

Mr.  (iiduey,  as  J  address  my  questions  to  you.  I  will  probably  be 
using  the  pronoun  "you"  most  of  the  time.  I  am  sure  you  understand 
that  I  am  referring  to  your  office,  and  if  you  can't  answer  any  one  of 
(he  queslions,  1  have  no  objection  to  anybody  else,  Mr.  Jennings,  or 
your  counsel,  or  anyone  else  on  your  .staff,  supplying  the  answer.  All  I 
am  IiK.lt  ing  Tor  is  in  formation  for  the  record. 

Mr.(ill»NKV.  1  understand. 

Mr.  Mii.Ti.it.  Now,  as  we  gol  through  with  my  part  of  the  5  minute 
rule,  I  whs  discussing  with  you  the  possibility  or  the  desirability  of 
having  the  oilier  of  the  Comptroller  separate  and  distinct  from  any 
..ihernllin^rriovenmietiL. 

Tlii!  proposed  hill  before,  us  deletes  from  the  existing  statute  the  duty 
which  charge*  you  wilh  Hie  execution  of  alt  laws  passed  by  Congress 
relating  In  the  issuing  and  regulation  of  national  currency  secured  by 
I  lulled  Slalcsb.mds. 

Then  it  changes  the  language  so  as  lo  give  you  or  charge  you  with 
the  i-xi-ciitinn  uf  nil  Federal  laws  relating  to  the  issuing  and  regula- 
I  i f  Federal  deserve  notes, 

.Inst  what  does  v<uir  oflice  do  todiiv  with  reference,  to  the  issue  and 
icj.uhili.iii  nf  national  currency  secured  by  United  States  bonds? 

Mr.  (iuiNKY.  Well,  il  has  no  present  duties  in  that  field,  because 
I  In-  mil  inn  id  bunk  notes  have  been  retired — at-  least  the  liability  has 
In  i'ii  retired,  and  no  new  issue  has  lieen  made  since  perhaps  20  years 
iif...s<unelhinglike1ha1. 

Mr.  Mri.TKit.  So  deleting  that  provision  of  the  hill  actually  takes 
mi  fund  inn  »wnv  from  your  office.  It  is  a  function  that  you  have 
ivrwd  In  perform  4 

Mr.  tiinvrv.  Thai  is  right,  that  was  obsolete  and  it  was remored  by 
tin-  Semite,  nnt  at  our  instance,  hut  we  don't  object. 

Mr.  Minn;.  Yes.  sir. 

\nw,  wlisil  iiint'lioiw  will  your  office  perform,  or  does  your  office 
per  form,  with  relation  In  Hie  issue  and  regulation  of  Federal  Reserve 
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Mr.  Gioney.  I  think  it  might  be  well  to  read  the  exact  provision 
in  the  law.    Of  course,  I  can  summarize  it  in  an  informal  way. 

The  notes  are  printed  by  the  Bureau  of  Engraving  and  Printing, 
and  are  by  them  delivered  to  the  Comptroller  of  the  Currency,  in  that 
they  are  placed  in  a  vault  which  is  controlled  by  the  Office  of  the  Comp- 
troller of  the  Currency,  in  joint  custody  with  representatives  of  the 
Treasury  of  the  United  States,  and  the  notes  remain  there  until  they 
are  requisitioned  by  the  Federal  Reserve  Board,  the  Board  of  Gover- 
nors, to  be  shipped  to  the  respective  Federal  Reserve  agents,  when 
they  pass  from  our  hands.  Our  duties  are  completely  ministerial: 
We  receive  them  when  they  are  delivered,  and  we  send  them  out 
under  orders,  and  have  no  discretion  in  the  matter,  as  I  recall. 

Mr.  Jennings.  Well,  we  do  maintain  a  record. 

Mr.  Gidnet.  Oh,  yes,  sir. 

Mr.  Jennings.  We  do  maintain  a  record  of  the  amount  of  notes 
held  by  the  Federal  Reserve  agent;  the  Federal  Reserve  agent  noti- 
fies us  when  the  notes  are  turned  over  to  the  Federal  Reserve  banks 
and  placed  in  circulation.  We  know  at  all  times  how  many  Federal 
Reserve  notes  are  unissued,  and  how  many  have  been  issued.  When 
the  notes  are  worn  out,  they  are  cut  in  two,  half  of  each  note  is  sent  to 
us  for  verification,  and  the  other  half  to  the  Treasury,  so  that  there 
is  a  dual  check  on  the  destruction  of  the  notes.  We  have  that  respon- 
sibility. 

Mr.  Multer.  What  is  your  responsibility  with  reference  to  can- 
cellation of  Federal  Reserve  notes  or  other  currency ! 

Mr.  Jennings.  Well,  we  only  have  responsibility  with  respect  to 
Federal  Reserve  notes,  and  our  responsibility  is  to  keep  complete  rec- 
ords as  to  the  amount  that  has  been  destroyed,  the  amount  that  has 
been  issued  to  the  Federal  Reserve  agents,  the  amount  that  has  been 
placed  in  circulation  by  the  Federal  Reserve  banks,  and  then  the 
amount  that  we  hold  here  in  Washington,  in  a  vault,  that  has  not  been 
shipped  out  to  the  Federal  Reserve  agents. 

Mr.  Multer.  On  whom  is  the  duty  placed  for  the  cancellation  and 
destruction  of  mutilated  and  old  currency  ? 

Mr.  Jennings.  For  Federal  Reserve  notes,  that  is  our  responsibility. 
We  use  as  a  protective  measure  the  device  of  having  the  Federal  Re- 
serve banks,  when  they  return  the  old,  mutilated  notes  to  us,  first 
cut  the  notes  in  two,  lengthwise,  one-half  of  the  note  coming  to  ns 
and  the  other  half  is  shipped  directly  to  the  Treasurer  of  the  United 
States.  Each  group  checks  them  and  makes  a  count  of  the  old  muti- 
lated notes  to  see  that  there  are  no  errors,  and  then  under  joint  super- 
vision, they  are  cremated. 

Mr.  Multer.  In  other  words,  the  function  of  the  actual  destruction 
of  the  Federal  Reserve  notes  is  divided  between  two  offices,  and  each 
office  receives  one-half  of  the  note,  and  then  you  check  one  against 
the  other,  to  make  sure  that  you  each  have  a  half  of  the  note,  and  then 
you  arrange  for  the  incineration  of  both  halves  ? 

Mr.  Jennings.  That  is  right,  with  witnesses  from  both  the  Office  of 
the  Treasurer  of  the  United  States  and  the  Office  of  the  Comptroller 
of  the  Currency  present  at  the  time  of  cremation. 

(Whereupon,  at  10 :  27  a.  m.,  Mr.  Brown  presiding : ) 

Mr.  Multer.  Isn't  that  a  dual  application  of  effort  that  could  be 
avoided,  with  great  saving  of  money  to  the  Government ! 
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Mr.  Ciidn-et.  Mr.  Mutter,  there  have  been  studies  made  on  that,  and 
we  think  perhaps  you  may  have  asked  the  question  of  the  Federal  Re- 
serve. They  have  made  studies  and  estimates  as  to  what  they  would 
save,  and  of  course,  it  would  require  a  change  of  the  law  to  do  it  in 
another  manner,  we  believe.  The  amount  which  they  would  save 
would  not  be  very  great. 

The  changes  which  were  made  to  permit  destruction  of  United 
States  notes  and  silver  certificates  at  the  Federal  Reserve  banks  nude 
quite  a  considerable  saving  to  the  Treasury.  I  think  at  the  time  those 
estimates  were  made  it  was  estimated  they  would  save  six  or  seven  hun- 
dred thousand  dollars  on  that  part,  and  that  if  the  Federal  Reserve 
notes  were  to  be  handled  in  the  same  way  it  would  perhaps  be  in  the 
order  of  $25(1,000.  Those  figures  are  rough;  I  don't  know  that  they 
are  exactly  right,  and  we  don't  know  that  they  would  work  out  just 
that  way. 

This  matter  Mr.  Jennings  spoke  about  of  cutting  the  notes  in  half 
is  a  very  good  device.  Before  they  do  that,  they  put  four  rather  large 
punch  holes  in  the  notes,  so  that  when  a  note  goes  out  of  the  bank  in 
that  form,  if  it  were  lost  or  stolen,  it  would  not  be  possible  for  anybody 
to  obtain  money  on  it.  So  this  cuts  the  risk  in  shipment  and  it  is  a 
great  advantage.    It  practically  eliminates  the  risk  of  loss  in  shipment 

Mr.  Multer.  As  a  matter  of  fact3  there  have  been  any  number  of 
legal  opinions  by  Government  officials  charged  with  reviewing  the 
matter,  that  if  half  of  a  note  gets  into  the  hands  of  a  holder  in  doe 
course,  he  can  collect  on  that. 

Mr.  (Jh)XEV,  But  by  this  device  it  is  less  than  half  a  note.  I  think 
you  are  right  about  the  half  note. 

Mr.  Mct.tkr.  And  haven't  legal  opinions  gone  even  further  and 
haven't  they  said  that  the  punching  of  the  holes  does  not  put  a  person 
on  notice,  and  if  he  is  a  holder  in  due  course,  it  may  have  value) 

Mr.  Gidxby.  I  think  that  may  be  true  where  you  just  punch  the 
holes.  If  you  punch  the  holes  and  cut  the  note  in  half,  I  think  they 
could  not  collect. 

Mr.  Multer.  I  think  the  legal  opinion  is  that  whether  sliced  in  half, 
and  with  or  without  holes,  it  still  must  he  redeemed.  As  a  matter  of 
fact,  this  whole  matter  was  discussed  in  the  report  of  the  Comptroller 
General  of  the  United  States  to  the  Congress  for  the  fiscal  year  ended 
June  30.  1955.    You  are  familiar  with  that  report,  are  you  not? 

Mr.  Giiinky.  I  am  not  very  familiar  with  it,  but  I  recall  something 
of  it.  I  think  he  recommended  that  the  Federal  Reserve  notes  should 
he  destroyed  at  the  Federal  Reserve  banks. 

Mr.  Multer.  Their  recommendation  was  that  instead  of  punching 
holes,  and  the  second  operation  of  slicing  in  half,  that  you  punch  holes 
through  the  bill  spelling  out  the  word  "void"  so  that  anybody  pick- 
ing it  up  would  be  on  notice  that  it  was  a  void  bill,  then  there  wouldn't 
lx!  any  question  of  collecting,  and  then  you  wouldn't  have  to  have  this 
double  checking,  half  to  one  place,  and  half  to  the  other,  but  could 
merely  be  sent  to  one  place  and  destroyed. 

Mr.  Gid.net.  Well,  by  that  technique  you  would  simply  save  the 
slicing. 

Mr.  Multer.  You  would  save  the  slicing? 

Mr.  Gidney.  Yes,  sir. 

Mr.  Multer.  You  would  save  the  necessity  of  trying  to  check  to 
determine  whether  a  person  is  a  holder  in  due  course  of  a  mutilated 
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note,  because  if  the  word  "void"  is  punched  into  the  bill,  nobody  could 
pretend  that  it  is  a  good  bill  bought  in  due  course,  or  for  value. 

Mr.  Gidnet.  That  might  be  a  very  good  suggestion.  I  think  the 
present  practice  is  very  safe.    But  that  might  be  a  good  suggestion. 

Mr.  Multer.  This  would  certainly  be  just  as  safe,  would  it  not? 

Mr.  Gidney.  I  am  not  sure.  It  is  rather  difficult  to  get  punches 
that  will  go  through  that  kind  of  a  package  of  paper.  It  is  very  diffi- 
cult. 

Mr.  Multer,  The  Comptroller  General  doesnt  think  so.  He  thinks 
you  wouldn't  need  any  different  machine  than  the  one  the  banks  are 
now  using  to  punch  the  holes. 

Mr.  Gidney.  Well,  that  is  the  Comptroller  General's  opinion. 

Mr.  Multer.  Well,  this  report  covers  the  period  to  June  30,  1955. 
Having  in  mind  the  amount  of  currency  in  use  then,  and  its  deteriora- 
tion and  the  necessity  for  cancellation  of  the  mutilated  bills  in  cir- 
culation, the  Comptroller  General  said  the  Government  would  save 
nearly  three-quarters  of  a  million  dollars. 

Mr.  Gidney.  Not  on  the  Federal  Reserve  notes. 

Mr.  Multer.  On  the  overall  operation,  currency  and  notes. 

Mr.  Gidney.  That  is  right,  about  three-quarters  of  a  million  dollars 
on  the  whole  proposition,  and  the  part  they  adopted  on  the  United 
States  notes  and  the  silver  certificates  took  up  about  something  like 
two-thirds  of  that  $750,000.    That  is  the  way  I  remember  it. 

Mr.  Multer.  Well,  surely  you  would  not  object  to  a  changing  of 
procedure  which  would  save  the  Government  three-quarters  of  a  mil- 
lion dollars  a  year. 

Mr.  Gidney.  Well,  we  got  the  $500,000.    There  remains  $250,000. 

I  am  not  unwilling.  This  is  a  matter  for  Congress.  Undoubtedly, 
this  issue  provision  was  made  with  the  idea  that  they  would  get  a  dou- 
ble check  upon  the  issuance  and  redemption.  That  is  to  say,  that  there 
would  be  an  independent  office,  at  both  ends  of  it. 

Now  it  is  entirely  within  the  discretion  of  Congress  to  change  that, 
and  we  think  it  is  something  that,  if  it  is  to  be  considered,  should  be 
suggested  by  the  Federal  Reserve  authorities,  rather  than  by  us,  be- 
cause we  have  been  put  in  the  position  of  being  the  checker-out  and 
checker -in,  so  to  speak. 

Mr.  Multer.  Well,  we  hope  to  have  Mr.  Martin  back  again,  and  we 
will  pursue  that  with  him.  If  he  or  his  Board  should  make  the  recom- 
mendation, you  would  have  no  objection  to  the  change  in  procedure. 

Mr.  Gidney.  No,  sir,  we  would  have  no  objection.  I  think  that  is 
for  them  to  bring  up. 

Mr.  Multer.  as  a  matter  of  fact,  you  would  probably  welcome  re- 
leasing some  of  your  employees  from  those  duties  to  other  duties. 

Mr.  Gidney.  Well,  I  wouldn't  say  no  to  that. 

Mr.  Multer.  Have  you  given  any  further  thought  as  to  whether 
your  office  should  be  independent  of  the  office  of  the  Secretary  of  the 
Treasury  ? 

Mr.  Gidney.  Well,  just  thinking  over  your  comment  the  other  day, 
I  haven't  a  well-thought-out,  studied  opinion,  or  one  arrived  at  in  any 
consultation,  but  my  present  opinion  would  be  that  it  is  better  as  it  is. 

Mr.  Multer.  The  Secretary  of  the  Treasury  does  not  exercise  any 
right  of  review  as  to  any  of  your  actions  with  reference  to  organiza- 
tion of  new  banks,  establishment  of  branches,  changes  of  branches,  or 
main  office,  mergers  or  consolidations,  am  I  right? 
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Mr.GmxEY.  Nb.hedoesnot. 

Mr.  Multer.  Is  there  anything  in  the  law  that  gives  him  the  right  of 
review  hut  he  does  not  exercise  it,  or  is  there  nothing  in  the  law  that 
gives  it  to  him. 

Mr.  Gidxey.  I  don't  believe  there  is  anything  that  gives  it  to  him. 
Does  he  have  to  approve  the  appointment  of  Deputy  Comptrollers.  Mr. 
Jennings? 

Mr.  Jexxin  ;.  That  is  correct:  he  appoints  the  Deputy  Comp- 
trollers?. Hut  the  Comptroller  has  certain  quasi-judicial  powers,  snch 
as  approving  :i  new  charter  or  approving  a  branch,  where  we  believe 
the  Secretary  of  the  Treasury  has  no  right  to  indicate  that  the  Comp- 
troller should  take  a  different  action. 

Mr.  Gioxey.  Mr.  Multer,  Mr.  Englert  has  a  comment  on  that  which 
perhaps  would  make  it  more  clear. 

Mr.  JInoleijt.  I  just  want  to  say  that  there  is  an  Attorney  General's 
opinion  which  says  that  the  Secretary  has  no  control  over  those  mat- 
ters where  the  Comptroller  has  discretion. 

Mr.  Multer.  In  those  cases  where  there  may  be  an  attempt  to  review 
your  action — that  is  the  action  of  the  Comptroller  of  the  Currency 
through  the  courts* — has  the  contention  ever  been  made  that  before  they 
can  go  to  a  court  to  review  your  action,  they  must  first  seek  review  by 
the  Secretary  of  the  Treasury! 

Mr.  Gidxey.  Well,  in  the  litigation  which  has  occurred  since  I  have 
been  there,  I  believe  no  such  contention  was  made. 

Mr.  Multer.  Now  I  would  like  to  go  to  section  2  of  the  act,  in  which 
you  define  national  banks,  State  banks,  and  so  forth. 

Is  this  definition  new  to  the  law,  or  is  it  taken  from  some  other  part 
of  the  existing  statutes  ? 

Mr.  Gidxey.  I  think  I  should  ask  Mr.  Englert  about  that.  My  recol- 
lection is  lhat  some  of  that  was  brought  from  other  parts  of  the  present 
law. 

Mr.  Exolert.  It  is  really  a  composite  from  several  other  sections 
of  the  law. 

Mr.  Multer.  Is  this  intended  to  he  an  all-inclusive  definition,  or 
definitions,  of  banks  and  banking  institutions?  Or  are  you  deliber- 
ately leaving  out  of  your  definition  certain  institutions  which  might  be 
considered  banks,  but  which  you  do  not  want  to  consider  banks  for 
the  purposes  of  this  act  ? 

Mr.  Gidn'ey.  We  have  included  everything  that  we  thought  were 
banks  as  far  as  this  act  is  concerned.  It  hasn't  been  the  intention  to 
leave  anyone  out  that  could  be  considered  a  bank. 

Perhaps  I  shouldn't  say  we  have  done  it,  because  this  wasn't  drafted 
by  us.  but  in  the.  Senate  committee.  But  as  far  as  our  relationship  is 
to  the  bill  is  concerned,  that  is  true. 

Mr.  Multer.  There  are  many  organizations,  businesses,  partner- 
ships, individuals,  and  corporations  that  are  doing  a  business  which 
is  very  closely  allied  to  the  hanking  business  if  not  actually  a  banking 
business.  They  are  engaged  in  lending.  For  instance,  mutual  invest- 
ment trusts,  and  other  investing  organizations  of  that  kind. 

Von  don't  intend  to  have  them  included  within  this  definition  of 
banks? 

Mr.  Gioxey.  I  think  they  are  not  included,  and  I  would  question 
whether  they  could  be  properly  included. 
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They  do  some  things  that  are  perhaps  in  the  neighborhood — of 
course,  you  have  finance  companies  which  are  even  closer,  and  you  have 
others. 

Mr.  Mcltek.  We  have  many  organizations,  business  enterprises 
throughout  the  country  that  are  actually  engaged  in  lending. 

You  have  your  so-called  discount  houses,  you  have  the  finance  com- 
panies— I  have  in  mind  companies  like  CIT  and  Commercial  Credit — 
I  am  not  trying  to  give  any  advertising  to  them,  but  I  am  trying  to 
cover  the  whole  sphere  of  activity,  the  small  finance  companies,  the 
personal  loan  companies,  pawn  brokers,  insurance  companies,  all  en- 
gaged in  lending. 

Have  you  considered  the  desirability  of  their  lending  facilities  being 
brought  under  the  supervision  of  the  banking  authorities? 

Mr.  Gidnet.  Well,  they  are  under  State  laws.  There  is  a  strong 
element  of  supervision  on  many  of  those. 

We  haven't  thought  of  bringing  them  into  our  orbit.  We  think  that 
would  be  overreaching,  and  an  undue  effort  to  overreach. 

Mr.  Multer.  Well,  it  certainly  would  be  overreaching  if  there  is  no 
authority  in  law. 

Mr.  GirnNET.  That  is  true. 

Mr.  Multer.  I  am  asking  whether  or  not  it  should  be  considered 
to  be  advisable  to  have  the  law  extended.  I  understand  you  couldn't 
do  it  with  your  present  staff.  But,  undoubtedly,  with  a  much  larger 
staff  you  could  do  the  job  of  supervision  and  control.  But  I  am  ad- 
dressing myself  to  the  principles  of  whether  or  not  all  of  these  lend- 
ing institutions  shouldn't  be  Drought  within  the  general  supervision 
of  the  banking  authorities. 

Mr.  Gidnet.  Of  course  we  have  made  the  test  to  quite  a  degree 
where  they  receive  deposits.  If  they  receive  deposits  and  make  loans, 
that  is,  I  believe,  considered  the  characteristic  of  a  bank,  and  in  these 
innumerable  other  cases,  I  think  it  would  be  a  very  large  task,  and  I 
should  think  it  would  be  well  not  to  undertake  it.  But  I  don't  know 
what 

Mr,  Multeh.  Well,  I  have  in  mind,  among  other  things,  the  Texas 
situation  that  you  referred  to  yesterday.  What  do  you  suggest  in 
this  proposed  bill  that  would  prevent  that  kind  of  a  situation  ? 

Mr.  Gtdney.  Our  suggestion  is  that  they  could  not  take  deposits 
unless  they  were  regulated  and  supervised  by  their  State,  which  would 
have  been  very  simple  for  the  State  to  do. 

Mr.  Multer.  Suppose  you  are  then  confronted  with  the  situation 
where  a  company  opens  their  office  in  one  State,  and  they  do  all  their 
business  by  mail  across  State  lines.  They  refuse  to  receive  anything 
intrastate.  All  they  receive  they  are  going  to  get  through  the  mail 
from  other  States.  And  they  then  come  within  the  definition  of  inter- 
state commerce.    Then  you  have  no  regulation  within  the  State. 

Don'tyou  need  something  on  the  Federal  level ! 

Mr.  Gidnet.  I  think  the  Post  Office  might  have  some  control  on 
that,  that  type  of  thing  this  Texas  group  earned  on. 

Mr.  Multer.  But  the  Post  Office  would  only  have  control  over  any 
fraudulent  literature  they  would  send  through  the  mail.  The  Post 
Office  couldnt  say,  "You  cannot  solicit  deposits,"  and  would  have  no 
right  to  go  in  and  ask,  "What  are  you  doing  with  the  money?" 

Mr.  Gidnet.  If  this  little  amendment  in  here  is  enacted,  it  would 
cover  it. 
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Mr.  Multer.  Does  that  amendment  go  far  enough  f 

Mr.  GroxEY.  I  think  it  might  go  farther,  bnt  we  think  it  would  be 
veyr  helpful  as  it  is. 

Mr.  Multer.  Do  you  think  the  amendment,  as  proposed  by  you, 
would  cover  the  interstate  transactions  where  there  is  no  intrastate 
transactions  ? 

Mr.  GmNET.  Oh,  yes,  unless  they  are  supervised  by  the  State.  And 
if  they  are  supervised  by  the  State  effectively — of  coarse,  we  have  to 
assume  the  State  would  supervise  effectively — then  their  going  across 
State  lines  would  not  be  harmful,  would  it  i  I  don't  see  that  it  would 
be  harmful,  if  they  are  under  proper  supervision  and  receiving  de- 
posits which  are  supervised. 

Mr.  Multer.  Would  you  mind  reading  your  proposed  amendment 
again! 

Mr.  Gidnet.  That  is  on  page  32  of  this  copy. 


no ;  just  a  minute ;  that  is  not  it.     I  was  reading  the  part  about  their 
representing  that  they  are  a  bank.     Would  you  read  it,  Mr.  Jennings, 
if  you  have  it? 
Mr.  Jennings.  Yes. 

For  any  person,  firm,  corporation,  association,  business,  trust,  or  other  similar 
organization  to  engage  to  any  extent  whatever  with  others  than  his  or  lti  of- 
ficers, agents,  or  employees  in  the  business  of  receiving  deposits,  subject  to  check, 
or  to  repayment  npon  presentation  of  a  passbook,  certificate  of  deposit,  or  other 
evidence  of  debt,  or  upon  request  of  the  depositor,  unless  such  person,  Ann,  cor- 
poration, association,  business,  trust,  or  other  similar  organization  (a)  shall 
be  incorporated  under  and  authorized  to  engage  in  such  business  by  the-  laws 
of  the  United  States  or  of  any  State  and  subjected  by  the  laws  of  the  United 
States  or  of  the  State  wherein  located  to  examination  and  regulation  *  *  *. 

Now  that  ties  down  to  deposits,  and  many  of  the  concerns  you  men- 
tioned, Mr.  Multer,  such  as  small-loan  companies,  are  State  corpora- 
tions. They  are  supervised  by  State  banking  departments,  or  State 
departments  organized  for  that  purpose. 

We  couldn't  very  well  include  that  type  of  business  entity  in  our 
definition  of  banks  because  they  are  not  Federal  corporations,  and, 
so  far  as  I  know,  there  are  no  Federal  statutes  which  enable  small-loan 
companies  to  obtain  charters  and  engage  in  the  small-loan  business. 

So,  it  is  just  outside  the  scope  of  our  banking  bill,  as  I  see  it. 

Mr.  Multer.  Is  it  sufficient  to  prohibit  them  from  doing  this  busi- 
ness unless  supervised  by  State  authorities,  unless  you  write  something 
into  the  statute  under  which  they  can  qualify!  Can  you  simply  pro- 
hibit them  from  doing  business  without  giving  them  some  reciprocal 
right  to  come  into  some  agency  of  Government  to  show  that  they  are 
fit  persons  and  companies  and  properly  qualified  and  capitalized  to 
do  the  business? 

Mr.  Jennings.  Well,  that  is  a  difficult  point  to  answer,  but  it  must 
be  remembered  that,  over  a  long  period  of  years,  we  have  had  only 
one  instance  of  this  type,  the  one  that  we  mentioned  involving  the 
United  States  Trust  Co.  in  Texas. 

We  don't  expect  that  this  type  of  case  will  cause  us  any  real  trouble 
in  the  future,  but  a  loophole  was  found  to  exist  where  we,  as  a  Federal 
bank  supervisory  agency,  were  unable  to  do  anything  about  a  State 
corporation  that  was  accepting  deposits,  and,  unfortunately,  the  State 
authorities  were  unable  to  do  anything  about  it. 
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Obviously,  we  could  have  said,  "Let  the  State  take  care  of  it,"  but 
we  thought  it  would  be  wise  to  have  something  in  the  Federal  laws 
that  would  permit  us  to  step  in  under  such  circumstances  and  stop 
that  type  of  thing. 

(Whereupon,  at  10 :  53  a.  m.,  the  chairman  presided.) 

Mr.  Mui/ter.  I  think,  perhaps,  we  had  similar  instances  in  the  boom 
days,  in  the  predepression  days,  a  lot  of  fly-by-night  organizations  of 
this  kind  which  came  into  being  and  milked  the  public.  You  see,  one 
of  the  objections  I  make  to  the  operation  of  the  financial  agencies  of 
our  Government,  your  Office,  the  Federal  Reserve — and  I  say  this  in 
all  kindliness — is  that  you  wait  for  something  to  happen  before  you 
come  in  and  make  a  suggestion  or  recommendation  for  legislation. 
You  don't  use  your  imagination  as  to  what  may  happen.  Here  is  a 
situation  that  did  happen.  You  are  going  to  try  to  remedy  that  with- 
out trying  to  prevent  what  may  also  happen  in  other  instances  in  the 
future. 

Mr.  Jennings.  We  believe  that  one  recommendation  will  remedy 
the  situation  so  far  as  this  particular  type  of  operation  is  concerned. 

Mr.  Mttlter.  Well,  now,  suppose,  instead  of  taking  deposits  or  issu- 
ing a  passbook,  they  sold  shares,  as  a  credit  union  does,  as  a  savings 
and  loan  association  does.  Will  your  proposed  amendment  cover 
that! 

Mr.  Jennings.  I  do  not  believe  it  would.  I  would  wish  to  check  with 
our  counsel  on  that. 

Mr.Mui,TER.  Don't  you  think  it  should? 

Mr.  Gidnet.  As  our  part  in  furnishing  material  to  the  Senate  com- 
mittee, we  suggested  that  we  stay  within  our  field.  And  that,  of  course, 
is  the  National  Bank  Act  and  supervision  of  national  banks. 

Now,  what  you  say  certainly  is  a  wide  field,  with  possible  abuses.  I 
don't  know  whether  you  were  thinking  of  Ponzi  when  you  spoke  about 
some  of  those  people. 

Mr.  Mclter.  He  is  one  of  them.  He  is  one  of  the  persons  who  al- 
ways comes  to  mind  when  we  think  of  these  financial  frauds  upon  the 
public 

Mr.  Gidnet.  That  was  once  a  well-known  name. 

Mr.  Mtjlter.  Yes. 

Mr.  Gidney.  However,  there  are  other  Federal  agencies  that  are 
watchdogs  on  some  of  these  things.  We  had  occasion  to  look  over  a 
recent  ruling  of  the  Securities  and  Exchange  Commission  on  a  party 
who  had  been  selling  uranium  stock,  and  not  on  too  honorable  a  basis, 
I  am  afraid. 

I  think  Congress  might  well  think  about  lots  of  those.  But  we  are 
trying  to  stick  to  our  own  field.  It  was  suggested  that  we  should  stick 
to  it,  and  I  am  sure  this  committee  doesn't  want  us  to  roam  all  over  the 
field  of  the  other  people. 

Mr.  Multer.  I  agree  you  shouldn't  roam  all  over  the  field,  but  I 
think  one  of  the  most  important  things  we  are  concerned  with  here  are 
banking  facilities,  and  to  my  mind  receipt  of  deposits  and  carrying  of 
checking  accounts  is  only  the  means  by  which  the  bank  gets  the  bulk 
of  its  money  with  which  it  operates.  Its  primary  facility,  and  cer- 
tainly the  only  one  on  which  it  makes  its  money,  is  investments,  and 
the  greatest  part  of  investments  is  loans. 

Now,  whether  you  are  regulating  the  purchase  of  stocks,  whether 
directly  or  by  loan,  or  whether  you  regulate  personal  loan  facilities, 
I  think  it  is  all  part  of  this  problem. 
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You  undoubtedly  recall  that  millions  of  dollars  were  lost  during 
the  depression  days  because  of  improper  operation  and  management 
ot  the  so-called  mortgage  companies  which  took  money  from  the  public, 
gave  then i  certificates  of  investment,  which  were  just  participating 
interests  in  a  large  mortgage  issued.  Many  times  there  was  no  con- 
trol over  the  manner  in  which  they  invested  the  money  in  the  mortgage, 
and  the  properties  were  overapp raised,  the  mortgages  were  in  excess 
of  full  value,  sometimes  150  percent  of  true  value— the  public  wis 
sold  an  interest  in  those  mortgages,  and  when  the  crash  came  they 
were  all  wiped  out. 

Mr.  Moima.  Will  the  gentleman  yield  i 

Mr.  Mvlteh.  Yes. 

Mr.  Mvjisli.  Wasn't  a  lot  of  that  lost  due  to  the  manner  in  which 
the  mortgages  were  drawn  up  ?  There  were  no  provisions  for  amorti- 
zation. 

Mr.  Multer.  No. 

Mr.  Mt'mma.  I  know  in  our  territory  most  of  the  losses  were  on 
mortgages  that  nobody  ever  thought  of  amortizing.  When  a  fellow 
got  a  mortgage,  he  figured  he  was  set. 

Mr.  Multee.  If  that  was  so  in  your  State,  then  of  course,  again, 
that  should  have  been  one  of  the  details  of  supervision  and  regulation. 
But  I  think  in  the  main  the  losses  were  caused  by  the  fact  that  they 
were  interested  in  profits,  not  safety,  there  were  conflicts  of  interest 
within  the  organization  in  placing  the  mortgage  and  getting  the 
public's  money  in,  and  there  were  deliberate  overappraisals.  A  piece 
or  property  worth  $100,000  would  be  appraised  at  $200,000  and  they 
would  lend  $150,000  on  a  piece  of  property  worth  only  $100,000  at  the 
top  of  the  market. 

Mr.  MfMMA.  That  could  be  done,  but  in  my  State  it  wasn't  done 
that  way. 

Mr.  Mt  ltkr.  I  know  of  thousands  of  cases  where  that  was  done  in 
metropolitan  New  York  and  metropolitan  Chicago. 

Shouldn't  we  do  something  in  this  statute  to  prohibit  that  kind 
nf  thing?  A  man  who  is  taking  that  kind  of  money  and  issuing  a 
certificate  for  it  is  not  taking  a  deposit  and  issuing  a  check  against  it, 
but,  he  is  receiving  money  and  issuing  an  obligation  of  indebtedness. 

The  same  practice  is  growing  up  again  today.  People  are  getting 
(ogetlier,  companies  have  been  formed  which  go  out  and  look  for 
mortgages,  they  sell  the  mortgages  or  interest  in  the  mortgages  to  the 
general  public — they  are  actually  taking  deposits,  and  they  guarantee 
to  these  people  in  the  very  certificates,  "Present  your  certificates  and 
get  your  money.'" 

Mr.  Jennings.  Do  you  say  they  actually  accept  deposits,  Mr. 
Mnlter! 

Mr.  Mii'ith.  That  is  the  equivalent  of  what  they  are  doing. 

Mr.  Jennings.  Of  course,  we  are  dealing  with  the  banking  opera- 
tions. 

Mr.  Mui.ter.  The  certificates  say  they  can  be  redeemed  on  demand, 
wi  th  interest  to  the  date  of  the  demand. 

Mr.  Jennings.  Well,  in  the  commercial  banking  business,  banks 
accept  deposits.  They  do  not  sell  certificates,  share  certificates.  They 
accept  dejtosits.  We  are  dealing,  at  least  in  the  Office  of  the  Comp- 
troller, with  commercial  banks. 
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There  are  all  kinds  of  instances  where  complaints  that  obtain  char- 
ters from  the  States  may  do  things  that  will  cause  people  to  lose  money. 
But  it  is  not  a  pure  banking  transaction.  And  whether  it  is  the  field 
of  the  Office  of  the  Comptroller  to  search  through  all  the  various  types 
of  State  corporations  that  might  be  formed  is  an  open  question. 

Mr.  Multer.  Mr.  Jennings,  aren't  we  just  quibbling  about  language 
when  we  say  it  is  not  strictly  a  banking  transaction  ?  Is  a  savings  and 
loan  association  operation  not  strictly  a  banking  operation  ? 

Mr.  Jennings.  They  do  not  accept  deposits. 

Mr.  Multer.  No,  but  instead  of  taking  deposits  and  giving  a  pass- 
book, they  sell  you  shares.  Actually  they  give  you  a  passbook,  and 
the  passbook  instead  of  being  so  labeled  is  labeled  an  evidence  of  your 
purchase  of  shares,  and  as  you  make  your  deposits  in  it,  they  enter  it 
in  a  passbook  and  you  don't  get  a  certificate.  When  you  go  back  to 
the  savings  and  loan  association,  you  present  the  passbook  which  is 
evidence  of  your  certificates  and  redeem  them. 

What  is  the  difference  between  that  and  the  passbook  that  the  bank 
uses  for  savings  accounts  ? 

Mr.  Gidney.  Mr.  Chairman,  I  think  that  we  should  like  to — I 
think  if  we  volunteered  testimony  on  these  other  fields,  you  would  all 
be  very  quick  to  check  us.  This  is  a  large  field.  I  remember  the  certif- 
icated mortgages  in  New  York  very  well,  and  it  was  a  very  sad  time, 
and  yet  those  were  put  into  some  State  organizations,  State  organiza- 
tions took  hold  of  those  and  the  eventual  liquidation  was  astonishingly 
good.   I  think  they  practically  came  out  whole. 

There  were  a  great  many  mortgages  taken  over  by  the  Federal  cor- 
poration, the  Home  Owners  Loan  Corporation,  and  they  eventually 
came  out. 

Mr.  Multer.  Very  few  of  those  were  certificated  mortgages. 

Mr.  GiDNEr.  They  were  from  the  Lawyers  Mortgage  Co.  in  New 
York  and  other  similar  organizations.  I  was  closely  in  association 
with  some  of  those  committees  that  worked  on  that  at  one  time.  And  I 
am  not  offering  this  because  I  am  in  the  field,  but  just  in  response  to 
your  question.  Those  who  were  interested  and  knew  most  about  it 
sought  authorization  to  set  up  in  New  York  State  a  mortgage  bank, 
citing  the  experience  on  those  certificated  mortgages  as  evidence  that  a 
pool  of  mortgages  as  a  whole  would  come  out  all  right  in  the  long  run. 

They  were  not  able  to  get  that  legislation.  I  thought  it  was  good. 
But  I  apologize.    That  is  out  of  our  held. 

Mr.  Multer.  Well,  I  wouldn't  have  asked  the  question  if  I  thought 
it  was  out  of  your  field. 

It  may  be  that  you  don't  want  to  make  a  recommendation  with  refer- 
ence to  it,  but  two  of  the  titles  of  this  bill  deal  with  savings  and  loan 
associations  and  credit  unions,  and  I  think  that  we  ought  to  get  your 
views  on  these  matters.  We  ought,  to  get  the  best  advice  we  can  from 
every  Federal  agency  that  has  anything  to  do  with  banking,  as  to  how 
far  we  should  go,  and  what  kind  of  regulation  we  should  write  into 
this  act  so  as  to  protect  the  public  against  what  may  happen  again, 
with  all  this  new  activity  in  the  lending  field,  by  unregulated  lenders. 

I  have  no  objection  to  them  getting  into  the  field  and  making  honest, 
profits,  by  an  honest  operation.    I  have  no  objection  to  free  enterprise. 

But  I  think  when  you  get  into  the  matter  of  soliciting  money  from 
the  public  and  investing  the  public's  money  for  profit,  it  requires  regu- 
lation by  Government. 
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Mr.  Giuxet.  Well,  would  you  be  willing  to  recognize  that  the  State 
of  New  York  is  a  government  itself  in  these  things,  and  that  it  his 
very  extensive  laws,  very  well  administered  laws,  on  personal  loin 
coni panies,  and  numerous  other  phases.  I  don't  remember  them  all,  bat 
I  do  know  something  about  their  operations. 

And  I  think  the  New  York  State  Bank  Department  which  has  that 
in  charge,  has  been  very  efficient  in  its  handling  of  those  matters.  And 
of  course,  they  have  sought,  and  have  obtained,  legislation  which  has 
been  designed  to  protect  the  public. 

Mr.  Multer.  That  is  right,  and  I  have  made  recommendations  on 
the  State  level  to  our  State  legislature  along  the  same  line  that  I  am 
talking  to  yon  about  now. 

Hut  I  think  it  requires  action  on  the  national  level.  Because  more 
and  more  people  in  New  York  are  soliciting  money  from  outside  the 
State  of  New  York,  and  more  and  more  of  them  are  making  their  in- 
vestments and  getting  their  mortgages  and  making  direct  loans  out- 
side of  the  State  of  New  York.  So  that  the  State  of  New  York  regu- 
lations may  not  reach  them.  I  think  it  requires  attention  in  every 
State  of  the  Union  and  certainly  on  a  national  level. 

That  is  why  I  raised  the  question.  As  a  matter  of  fact,  this  of  course 
should  more  properly  come  to  Mr.  Martin's  attention  as  Chairman  of 
the  Federal  Reserve  Board,  but  unless  we  take  into  account  the  overall 
lending  of  all  of  these  facilities,  credit  unions,  finance  companies,  in- 
surance companies,  savings  banks,  and  commercial  banks,  we  can't 
possibly  effectively  do  the  job  that  the  Federal  Reserve  tries  to  do  by 
way  of  reserve  requirements  and  discount  rates  in  controlling  inflation. 

Mr.  Gidn'ey.  I  think  that  is  an  excellent  point,  Mr.  Multer. 

Mr.  Multer.  Now  I  would  like  to  refer  to  the  matter  of  transmittal 
of  funds  along  the  same  line. 

When  an  organization  receives  money  in  exchange  for  which  they 
issue  traveler's  checks,  shouldn't  they  be  regulated  by  the  banking 
laws? 

Mr.  Gidney.  Well,  of  course,  I  was  asked  the  question  about  travel- 
ers checks  by  Congressman  Coad,  and  the  three  national  banks  that 
I  recall  that  do  issue  them  are,  of  course,  regulated. 

Mr.  Multer.  Yes. 

Mr.  Gidney.  The  American  Express  Co.,  I  am  not  certain  of  the 
type  of  regulation  to  which  it  is  subjected.  It  has  a  fine  standing, 
certainly. 

I  think  the  British  firm  of  Thomas  Cook  &  Sons  issues  travelers 
checks,  which  also  have  a  fine  standing. 

We  used  to  have  K.  N.  &  K.  that  used  to  issue  them.  That  is  not 
present  any  more. 

Mr.  Multer.  Isn't  that  a  banking  facility,  a  banking  function  ! 

Mr.  Gidney.  It  is  an  incidental  power  of  banking,  I  think.  I  think 
you  could  call  that  a  banking  facility.  It  is  one  of  the  oldest,  in  a 
sense. 

Mr.  Multer.  Certainly  the  money  which  they  take  from  a  cus- 
tomer in  exchange  for  which  they  give  him  a  travelers  check  is  re- 
tained by  the  company  and  invested  by  the  company  for  profit.  There 
is  a  charge  for  issuing  the  travelers  check,  and  I  think  they  are  making 
a  fair  profit  on  that.  In  addition  to  that,  they  are  investing  the  re- 
ceipts as  a  bank  does.    They  may  not  make  the  same  kind  of  invest- 
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ments,  but  certainly  they  are  taking  the  net  proceeds  and  investing 
them. 

Doesn't  that  call  for  banking  regulations? 

Mr.  Gidney.  I  think  it  should  have  some  type  of  regulation.  As 
I  say,  in  the  case  of  the  three  national  banks,  they  are  regulated. 

Mr.  Multer.  I  am  not  trying  to  reflect  on  the  operations  of  any  of 
these  companies  that  are  not  banks  which  are  selling  these  travelers 
checks.  But  I  do  think  the  public  is  entitled  to  the  same  protection, 
and  this  bill  should  be  extended  to  cover  them. 

If  any  of  them  make  bad  investments,  or  there  is  a  crash,  all  these 
outstanding  travelers  checks  may  be  dishonored,  and  these  people  will 
lose  their  money. 

To  the  same  extent  as  they  are  doing  this  banking  business,  taking 
money  and  issuing  checks  in  exchange  for  it,  instead  of  letting  the  man 
draw  his  own  check— in  effect  that  is  what  they  are  doing,  they  are 
letting  him  draw  his  own  check.  They  give  him  a  check  that  is  no 
good  until  he  countersigns  it.  So  in  effect  they  are  taking  deposits, 
permitting  him  to  draw  money  on  demand  and  investing  the  money 
they  get  without  regulation. 

Mr.  Gidney.  But  not  the  three  national  banks  you  have  mentioned. 

Mr.  Multer.  I  am  talking  about  those  that  are  not  banks. 

Mr.GiDNEr.  That  is  correct. 

Mr.  Multer.  Shouldn't  we  bring  them  within  the  meaning  of  this 
statute  so  as  to  require  their  regulation  ? 

Mr.  Jennings.  Would  you  feel  that  way  if  we  find  that  they  are 
regulated  and  supervised  by  State  authorities? 

Mr.  Multer.  If  they  are  regulated  by  State  authorities  then  we 
don't  have  to  regulate  twice. 

Mr.  Jennings.  I  think  some  of  them  are.  Possibly  all  of  them. 
But  I  can't  make  that  statement  definitely. 

Mr.  Multer.  Would  you  try  to  get  the  information  for  us  and  let 
us  know  which  ones  are  not  supervised  by  State  laws  ? 

Mr.  Jennings.  Yes. 

Mr.  Gidney.  The  only  ones  that  I  have  in  mind  that  come  within 
that  at  present  are  American  Express  and  Thomas  Cook  &  Sons.  If 
any  one  has  others,  they  might  mention  them.     I  don't  know. 

{The  information  requested  above  is  as  follows:) 

Tbxasubt  Department, 
comptroller  of  the  currenct, 

Washington  25,  July  2i,   1957. 
Hon.  Brent  Spence, 

Chairman,  Bouse  Banking  and  Currency  Committee, 
Bouse  of  Representatives,  Washington,  D.  C. 
My  Deab  Mr.  Chairman  :  During  my  testimony  at  the  bearings  this  morning 
on  S.  1451  and  H.  It.  7026,  Representative  Multer  requested  that  we  attempt  to 
secure  information  as  to  whether  nonbanking  organizations  Issuing  travelers' 
checks  are  subject  to  supervision  and  regulation  by  State  authority. 

So  far  as  we  have  been  able  to  ascertain  there  are  only  two  companies  other 
than  hanka  which  Issue  travelers'  checks.  These  are  the  American  Express  Co. 
and  Thomas  Cook  &  Sons,  Ltd.  The  American  Express  Co.  Is  organized  in  the 
State  of  Connecticut.  It  Is  not  subject  to  supervision  or  regulation  by  any 
State  authority  in  that  State  because  of  the  provisions  of  section  5956  of  the 
banking  law  of  Connecticut  which  provides  that  the  restrictions  contained  In  the 
laws  of  that  State  on  engaging  In  the  business  of  receiving  money  for  forwarding 
or  transmission  shall  not  apply  to  "any  express  company  having  a  contract  or 
contracts  with  a  railway  or  railways  covering  express  transportation,  and  any 
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uut'iit  ilireetiy  eaj;:vT«»i  -"  *=<i  r*Sv*=cs2:ir  -:  ksJi  agw  company,  1b  At 
truiisintii<u  ef  s-^i  l"i?i=*sfc~ 

in  tin-  Slaw  ■:{  N*w  Y.-i.  Ib:cu  0:-:i  A  S«u  U  required  to  obtain  a  to- 

l>lo  assets  in  sc  *=i'.-^i"  «-*■»■■•-  a  ?:ts  la  1-irili^*  arising  from  the  atit 
nf  nmelers"  ofcevis  *=.!  .cie-w-jtt.  T^*  lipase  ia  isfaed  by  the  State  of  Ktw 
Vurk  mul  #eivrvi»:t  U  It  '3*  >~w  T;ci  5-iim  Backing  Department.    Be 

Ai Ivan  I^vkw  C.  is  »:c  7-*i-i_r>!»i  -,:  :£ziH  i  f  :rep  agency  Ileenae  to  optr- 

ntf  iii  New  Y.-ri  twisse  :£  i  ;r— >:>:e  ymz -^  *-  awttM  180  (6)  of  the  Her 
Vurk  banking  '.jt  :■:  -±x  *£«:  rar.  *"'rt'T  rxssed  in  ibis  paragraph  nail 
iilH'ly  I*1  »"  "-—  .-.'"..n:*!  erjrew  yg;Mj  Iat^x  *  contract  with  a  ralhnal 
lo in |ti it)-  >'-  ri.ilr.di  >:o;itx«i  -;r  "-M  i^ecar^a  ■:£  a=  expresc  service  npoa  tbt 
Ihii-s  ihorv-.-*."'  C>:cs*rME^7-  twr^  j  i:  r:T«^nfiE.,al  rsperrlsion  or  cantxolhi 
New  Yofk  ■.-■**?  ;.:*  Tri-HM-i    -jie-ic  LiTrr-.^-M  :*  Ti*  Aserlean  Express  Co. 

We  fcavtf  -_  ;  i— -tc;t»i  •■  iv^ni-i  T-i^-ii--  :in  ir=Ttri«*  of  these  companies 
lire  res-.'.liTe-l  :r  r^iK-rjusi  j  v_t.-.#»  :ci«r  liAi  ri>;  two  mentioned  abort 

IUtM.  Gdxbt, 
'.Vmpn-sEer  o/  I*#  Carmey. 

Mr.  MriTTi.  Kvw  I  ^  v.'i  iii:*  :-:-  rtf^r  t-:-  section  4  of  the  proposed 
bill.  ^^ 

Whe-.  w&.T  ::  v..i-  "a  t"..«vT.':  ■:■£  :i=  =^tkt  bond  that  the  Comp- 
t roller  is  re  "..;e;  v.  #■. -*.  v.j,i  r_ir-i  i:  :h*  stm.of  a  hundred  thousand 
dollars! 

Mr.  i i"  nj;v.  T:  ?*  g»;  :"ifi-.-%-  :h:rJs  it  2:*=  m-A  to  1563.  I  would 
lmzard  a  %■:*—  ::.r.  •j&j  t.-*  z,v.  rzrr. 

Mr.  M  :.-:--  .""■*■*  :*:.>r*  -*.  Mr.  Gid-iey.  Too  and  I  have  had 
cur  ;i nr- '-■>-•-- ;.  ■  '  I  :l  ::.-■:  w*  sre.  sr.ii:  frier-ds.  and  this  is  not  aimed 
hi  you  ■  r  :T.yr  ■:*■:  *--  ?*?.•:;:  tr.  tti  :r.  ar.y  war  whatsoever:  but  hiv- 
inir  in  ia::. ■■:_:. -.■■.■  f  tr  ;a:je  •■.&:  g«*.  as  to  when'it  was  fixed,  and  erery- 
lhii!!5  :':■:•.  :  i-  :  \'.'a:*^.  •::  *.  :rr.*:  yo~  :h:ri  the  amount  of  that 
bund  ?! :■'. ""  i  .-  ::.  :■?*■* .-^•i ; 

M-    :"N?y.  V-;.  :::Iwr::irVnkso. 

Mr.  M":.:*.?    "■*"'. ;.:  y-.-;  ="»^s«:  wha»  amour.:*  it  should  be? 

Mr.  G::-v-i  ."  :-6v%r.":  t:.1:"!:.'  s'wi:  :t.  I  w.v;ld  rather  have  tout 
sii2ir-=::'.r.. 

Mr.  Mn.T3.z-  W-.u"i  to-.  r>^  :}.at  some  thought.  =ir.  and  then  send 
th:*  >:or.\::.:::~:  i.  -i^'^'.i'ji  r-n  -"ria:  matter  i 

Mr.  Ge*et.  Mr.  J*r_-.:r^ 

Mr.  .TrNN.-v.-s.  I  dor.>  a2TW  that  it  need;  to  be  increased.  It  is 
rnosr  ■■iffi-.— >  v;  *t  a-T  ar-.'.ur.:  that  would  be  within  reason.  I  think 
that  t>>  r.'.-r.-:  ::.4*.  :.a=  ''**:.  rnuire-i  of  the  Compiroller  over  the  rears 
is  :i.l-*i".:v-r  for  r:.%  purpose  ir.ttnded. 

Mr.  ytrrT.-n:*.  I  hivf;  in  m'irA  'hat  the  city  of  New  Tork  bonds  its 
comr/trr-l^r  :r.  tr.^  aSiOjnt  of  ?2.V".'>?0.  The  total  budget  of  the  citv 
of  »v.-  York  :=■  swa  ¥"i  r.:I!ion. 

I  i:'**.^  :r.  rr.lr.'i  that  the  comptroller  of  the  State  of  Xew  York  has 
a  \  '>\\  :.-.  th<r  '.r:,r.,jr:t  nf  ?2 50 .'>»'».  and  that  budget  is  smaller  than  that 
of  *:■;■<;:?.;,•  of  X*w  York. 

>rr.  G::.N'sr._Of  lyjiirse.  the  function  of  that  type  of  comptroller 
i-  i.;u!*fc  a  lor  different.  He  is  not  a  bank  supen:;or.  I  don't  know. 
A  i.'ior-r  '■'  mr/arab!*?  ofli":a  ■  v.-.^uM  l:-e  tl-,-  superintendent  of  banks.  But 
I  r'.ink  ^•2';:r'r-fi  would  be  sen'ible  today. 

Mr.  Mn.ihR.  But  again — and  I  emphasize  this.  I  am  not  aiming 
*:.  -  nt  •.!■! — or  whoever  may  be  in  oflice.  and  without  reflecting  on 
t!:e  intcsrity  or  tru=t worthiness  of  anybody  who  may  be,  or  may  have 
Ven.  In  office,  none  of  these  other  comptrollers  handle  anv  Federal 
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Reserve  notes  or  currency  of  any  amount.  All  their  funds  are  audited 
and  paid  by  check. 

Mr.  Jennings.  Of  course,  there  is  always  a  large  sum  of  money  in 
our  vault,  Federal  Reserve  notes,  that  are  under  the  control  of  the 
Comptroller  of  the  Currency — several  billion  dollars.  But  we  have 
controls  on  the  opening  of  the  vault,  the  withdrawal  of  any  currency, 
that  are  so  air-tight  in  my  opinion  that  it  would  be  literally  impos- 
sible for  the  Comptroller  of  the  Currency  to  demand  entry  to  the  vault 
and  walk  off  with  the  money. 

So  I  just  don't  believe  that  the  responsibility  the  Comptroller  has 
in  that  connection  should  be  measured  by  a  surety-bond  protection. 

Mr.  Multer.  What  is  the  obligation  of  the  bond  ?  Isn't  it  the  faith- 
ful performance  of  the  duties  of  Comptroller  ? 

Mr.  Jennings.  That  is  correct. 

Mr.  Multer.  That  encompasses  the  possibility — I  know  of  no  in- 
stance where  it  has  occurred  but  that  encompasses  the  possibility  of 
a,  suit  by  a  bank  against  the  Comptroller  in  connection  with  malfeas- 
ance in  connection  with  the  operations  of  the  bank.  Doesn't  that  all 
come  within  his  duties? 

Mr.  Jennings.  Yes,  sir,  but  since  1863  a  suit  of  that  type  has  never 
teen  brought  against  the  Comptroller.  So  I  think  it  is  most  unlikely 
that  it.  is  going  to  happen  in  the  future. 

Mr.  Multer.  Look  how  much  more  litigious  our  public  is  today. 

Mr.  Gidney.  Well,  I  would  have  to  ask  counsel  whether  there  is 
likelihood  that  they  would  fix  a  personal  liability  on  the  Comproller. 
J  f  they  would,  I  think  I  should  resign  tonight. 

Mr.  Multer.  I  hope  nobody  will  think  I  am  suggesting  that  you 
be  sued. 

Mr.  Gidney.  What  we  need  possibly  is  a  bond  to  protect  the  Comp- 
troller. But  it  is  true  that  amounts  are  different  now  than  they  were 
years  ago.  However,  those  other  comptrollers — the  State  auditor 
of  Illinois  has  recently  given  an  eshibition  of  what  you  can  do  when 
you  have  the  disbursement  of  funds.  We  don't  have  that.  The  only 
"funds  we  handle  in  that  sense  are  those  we  collect  from  the  banks  and 
use  to  pay  our  staff  and  run  the  office. 

Mr.  Multer.  I  notice  that  the  proposed  bill  seeks  to  change  the 
provision  about  the  surety  bond  to  omit  the  words,  "with  not  less 
than  two  responsible  sureties."  Does  that  mean  that  it  has  to  be  a 
corporate  surety  bond  ? 

Mr.  Gidney.  It  is  so  in  practice. 

Mr.  Multer.  And  you  now  want  to  require  that  ? 

Mr.  Gidney.  Well,  I  think  the  days  of  personal  surety  are  over. 
People  don't  go  into  that  kind  of  thing  very  much. 

Mr.  Multer.  I  am  not  going  to  try  to  take  any  business  away  from 
my  clients  in  the  surety  business. 

What  is  the  premium  presently  paid  on  the  Comptroller's  bond,  do 
you  know? 

Mr.  Jennings.  I  don't  know,  offhand.    It  is  rather  small. 

Mr.  Gidney.  It  isn't  large.    I  don't  remember  the  amount. 

Mr.  Multer.  I  am  quite  sure  it  is  a  nominal  premium. 

Mr.  Gidney.  That  is  right. 

Mr.  Multer.  Therefore,  the  matter  of  cost,  if  we  increased  the 
amount,  wouldn't  enter  into  whether  the  amount  should  be  increased  ? 

Mr.  Jennings.  It  would  be  material. 
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vmv.c  :s*t— "Mors  ±n 


"".-  w-7ilj£ i»r«  :g gK  till.    I  Lift  no  knowledge ooiL 
;       ..-»  i.vffij:i*  i*^  :-ix:    Yo- >.***  others  required 

.  .>.  "V  fs.  f.  - :  1 1=.  i>:"  ied.  it-i  klTi-s^gh  it  is  aot  required 
-    i  si^rscy  :>:-d  ■:.  ?i*>i,.->_,I  wiiri  covers  ill  oar  exam 
■*.-,. - .   < -atzij^i-i  i^iins:  Tie  wassibilirv  tint  one  of  fj 


\      v  .  -,-;.  "";/;.  :if  zz*xzr.  sa.iz.zi  rtqxxes  thit  the  Depntr 

v   vc-iei  —  *i*  ir_:_^:  :£  S<y  .■»!•.  and  the  proposal 

-.  ■■.!.    Hi.-i  *"*?■" -7-  --  ■— ^  ''-'-'■  ?"T*^i  7°Q  »re  adding  tiro 

..,.-.■>  i.«    -:-^  vr1:?.!^;  j^ii^ei? :hiTc*chDepntybereqniredlo 

\      -if.    V.u  s=j  :i*r>=  :=  presently  c-3*  ixrad  that  covers  the 

y      ,x>  v.-*.  I:  ^-T--i ''"*-■« <—■'- j-t^  the  i&sgint  cjwniiierB,  ■«■* 

\      \    -  ™rf  "i  £»"-—*■  Mr.  J#--iz^s.  :ii:  yc-n  wocid  probably  give 

\        ,w,>^    I  iwIipTe  :t  :?,  :\r  :ie  purpose  intended:  yes,  sir. 
^      »__    rr. -^   Mr.  'jiizey.  Wo-li  y..--.i  *ls»  xT*ider  that  and  give 
..wv.-v-i: ..:*:..::  as  :o  lis:,  :>v.  ilea:  with  any  recommenda- 
.  sv  -reir.:  : .  £:ve  .is  as  :o  ;ie  inouz.:  of  your  bond  i 

y      -,s\-s.s  Y.v.  ""..u;ii  Ivke  :;<:c  — r  Lir'jv:n  i  fflrommcinfll 
,„    -  i  -.x-ss-Mr  .r-iruw  it  ±r.-.ou=:.  o:  the  bonds! 

V  V;.rri    Yrf. .  *:r. 

v     ;,>%■.>.:*  -  zz:.zx  we  ,vu.ti  .10  "a:. 

\     V.  ■-  rrs.  Ar.i  Mr.  ii:d:wy,  you  will  :ry  ;o  jet  us  the  information 
v  ■.":«>.*-":■■  I>fs»*r::Mai  *#":*■  whi:<::Ler  svedsare required  and 

>^     ,:.:m".    1  :!:•.:.*  we  can  do  lilt,     that  is*  miner  of  public  in- 
, .-,-.» .■•.■«■..  I  ■'■-"-  *-r*. 

V  V-v^'-i-*'-*-  W;"i  >vu  v.eldf 
v     JH-.--TC.  :  >:e'.d. 

y     liisriascs.  1  ;-.:st  wanted  :o  ictju'.H  :f  :ie  premiums  on  these 
w^,     $.n  "■*--  -y  *--e  person*  bonded  or  by  :i*  Government  I 

utssty  I:  .sviidby  :heO£.v:  :v;  by  :he  Government,  but  by 
y.  I:  is  out  of  f«::ds  we  arrive  frvm  r.*::or:il  bank  assessments. 
itumsK'x.  Thank  you. 

.  JI-.-.tyjl  Now,  Mr.  C'ha'.nv.an.  I  hive  had  the  witness  now  for 
n'v'.t  wr-.<xi  of  lime.     A.iol:: -.ov.il  :-.w:v.S;rs  have  now  joined 
'  «i  Kartvsi  li'.:s  utoi-u::*^;.    1  havr  a,'  oo;eo:ion  to  other  mem- 

^.^.j    ..:•;  Tor  *::  opivriim'.iv  to e-\*ai:v.#  :he  »:::**¥. 
•      C«i-.sva\,  Hue  >\»u  auijlied! 
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Mr.  Multer.  No,  I  am  not  through,  but  I  want  to  give  other  mem- 
bers an  opportunity  to  examine  if  they  bo  desire. 

The  Chairman.  Mr.  Gidney,  you  don't  have  jurisdiction  over  finan- 
cial institutions  other  than  the  national  banks? 

Mr.  Gidney.  That  is  my  belief. 

The  Chairman.  You  haven't  any  jurisdiction  over  savings  and  loan 
associations  and  mutual  banks  ? 

Mr.  Gidney.  And  the  District  of  Columbia  banks.  Other  than  that, 
I  know  of  none. 

The  Chairman.  Well,  I  think  the  questions  should  be  directed  to 
your  functions. 

Mr.  Gidney.  Well,  I  think  that  is  what  we  should  speak  for,  unless 
you  want  to  take  us  into  other  fields. 

The  Chairman.  You  may  proceed,  Mr.  Multer. 

Mr.  Multer.  Mr.  Gidney,  in  section  5  there  is  a  provision  that  the 
Secretary  of  the  Treasury  fix  the  salaries  of  the  Deputy  Comptrollers. 

Don't  you  think  it  would  be  wiser  to  have  the  Congress  fix  the 
salaries  of  the  Deputy  Comptrollers  ? 

Mr.  Gidney.  I  think  this  is  a  very  satisfactory  provision.  The 
Secretary  appoints  them.  The  authority  to  fix  the  other  salaries  in  the 
Office  resides  in  the  Office.  And  for  these  higher  officers,  the  Secretary 
fixes  it.    I  think  this  is  the  best  way. 

Mr.  Multer.  Presently,  the  Secretary  of  the  Treasury  fixes  the 
salary  of  the  Deputy  Comptrollers? 

Mr.  Gidney.  I  recommend  it,  and  he  has  to  approve  it. 

Mr.  Multer.  You  don't  think  it  would  be  better  if  you  could  make 
the  recommendations  to  the  Congress  and  let  the  Congress  approve  it? 

Mr.  Gidney.  Well,  Congress  has  a  very  large  bill  that  takes  care  of 
many  of  those  things.  The  judgment  of  Congress  goes  on  that.  But  I 
thins  it  is  satisfactory  as  it  is.  We  have  handled  it  in  a  way  that  is  con- 
sistent with  other  parts  of  the  Government. 

Mr,  Multer.  What  about  the  other  employees  of  the  Comptroller's 
Office,  are  those  salaries  fixed  by  the  Secretary  of  the  Treasury  ? 

Mr.  Gidney.  They  are  fixed  by  the  Comptroller. 

Mr.  Multer.  You  fix  them  ? 

Mr.  Gidney.  But  they  are  fixed  so  that  they  are  consistent  with 
other  salaries  in  the  Treasury  Department. 

Mr.  Multer.  There  were  some  questions  asked  along  the  same  line 
the  other  day,  but  the  questions  didn't  establish  that  there  is  no  review 
by  the  Congress  of  your  budget,  and  your  appropriations,  and  your 
expenditures.  You  don't  come  before  the  Appropriations  Committee. 
I  would  like  to  get  your  view  as  to  why  you  should  not  be  required  to 
submit  a  budget  to  the  Congress  and  get  an  appropriation  each  year 
for  the  operation  of  your  Office. 

Mr.  Gidney.  Well,  Congress  has  decided  that  the  method  of  our 
making  examinations  and  assessing  the  cost,  so  as  to  cover  it,  is  the  best 
way  to  do  it.  I  think  experience  has  proved  that  that  is  the  best  way. 
It  has  produced  an  effective  and  efficient  operation,  and  I  think  certain 
disadvantages  can  come  from  doing  it  otherwise. 

Mr.  Multer.  Do  you  know  whether  or  not  it  was  ever  done  the  other 
way,  by  requiring  appropriations  of  Congress? 

Mr.  Gidney.  I  don't  know  myself,  not  in  my  lifetime,  I  think. 
That  is,  not  in  my  business  lifetime,  which  goes  back  a  good  long  time. 
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v      '-..wni*  With  one  exception :  I  think  from  1S63  until  abort 

■■'■-.  .craiii  of  the  clericalemployee?  of  the  Office  of  the  Comp- 

,  i.  _-.  '.'•.*  Currency  were  paid  froc.  appropriated  moneys.     It  wis 

■.',,    i.  .'iv.  ruir  the  entire  o±ce  of  the  Comptroller  of  the  Currency 

. :.  ..  .;   v  t»;i:.{  from  fund*  obr.-ilr^.i  tphii  assessments  against  banks, 

m.  w.ii  d; -continued  a  good  many  year*  ago. 

*.:■     Mi  i  i'kk.  And  you  th::.k  that  you  should  continue  as  yon  in 

V*  il'owv.  Oh.  ye?,  =:r.  I  feel  that  way.  very  strongly,  that  we 
.    ■:',<  v^ilnuetheway  weare. 

v.::  Mi !  'i  ».  What  isyo';raTir.;a!i>|-eraiir:gco5t? 

Mi-  visi*M'\.  About  S  or*1  j  million  dollars. 

II:  ,Ihnm»*  1  can  provfde  that  exactly  for  the  year  1956,  if  yOQ 

Mr.    Miitku.  Xo:    the  approximate   figure   is   sufficient    for  oar 

Mr  iiii»Nt:v.  That  was  pretty  r-lose. 

Mr.  Ml  i.tkb.  In  section  6  yon  have  a  permissive  provision  for  the 

.'-.iMtion  of  a  national  hank  examiner  a?  the  Chief  National  Bank 

ti  iho  Comptroller  does  not  exercise  that  permissive  power,  yoo 
n. —  M  iheu  get  alone  without  a  Chief  National  Bank  Examiner? 

Mr.  liimsEV.  That  is  conceivable:  yes.  sir.  There,  again,  back  40 
»,-  irs  for  40  years  plus.  I  know  they  have  always  had  a  Chief  ^National 
I'.i-.li  K\aminer. 

Mr.  Mii.TEit.  Would  there  be  any  objection  to  making  that  manda- 
.  .i  ^  so  that  we  could  require  that*  there  always  be  a  Chief  National 
ILi'tk  Examiner* 

Mr.  Giiwet.  I  don't  think  there  would  be  objection.  I  think  we 
n. ■itli!  always  wnnt  to  have  one.  If  the  job  was  vacant,  I  suppose  we 
-■(  .;!it  be  'lii'l'-r  pressure  to  fill  it  more  quicklv,  or  something  of  that 
!v  nil,  but  I  don't  r<«n  that  whether  it  was  "may*  or  "shall"  would  make 
•  :,-'i  dirfercri''':.     It,  would  probably  work  out  the  same. 

Mr.  Mi!.;  i, i;.  Now,  going  to  section  7:   Employees  and  salaries,  is 

■."■(•  anv  rea-on   why  the  employees  below  the  echelon  of  Deputy 

.'-.-iiptro'llcr  Bfi'l  Chief  National  Bank  Examiner  should  not  be  civil 

Mr.  Gii'Nt.v.  Well,  wc  have  civil  service  status.    You  can  explain 
.  i   betri-r  i.liun  1  'ran.  Mr.  Jennings. 

Mr.  Ji;nvin<;s  All  of  our  employees  are  under  civil  service.    The 

..i  :-:.m-r-;  and  l lie  assistant  national  bank  examiners  are  under  what 

.".ifj    ,.|.(.i|iilc  B  of  the  Civil  Service  Act.    It  was  given  to  us  by 

":.-/il  H'-rvi'-c  Commission,  so  we  are  under  civil  service,  in  that 

"t7.  M<  r/n.it.  Ih  I  hat  by  reason  of  a  voluntary  act  of  the  Comp- 
..  "-r.  or  is  i  tint  liy  some  provision  of  law? 

\{t.  J i. ■;  .ms-os.  It  is  by  provision  of  the  civil  service  law,  which  per- 
'_i  the  ''ivil  Service  Commission  to  authorize  an  agency,  if  it  con- 
.  iers  il  dn:-iraUc,  to  operate  under  what  it  calls  schedule  B.  That 
;-ves  (be  Comptroller  a  certain  amount  of  latitude  in  employing  as- 
.  -runf.  cMiinitii'is,  which  is  not  present  under  the  regular  civil  service 
.vstem. 
"  Mr.  Mii.tki;.   I  move  on  to  section  R,  now.  Conflicts  of  interest. 
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Are  there  any  regulations  in  force  today  with  reference  to  this  mat- 
ter of  prohibiting  an  employee  of  the  Comptroller's  office  having  a 
conflict  of  interest! 

Mr.  Jennings.  Yes,  sir;  we  have  had  a  rule,  for  many,  many  years, 
that  a  national  bank  examiner  may  not  leave  the  Department  and  ac- 
cept a  position  with  a  national  bank  without  first  obtaining  the  ap- 
proval of  the  Comptroller  of  the  Currency. 

But  no  formal  regulation  exists  in  connection  with  the  commitment 
that  each  national  bank  examiner  must  give  the  Comptroller  to  that 
effect. 

Mr.  Multer.  The  proposed  bill  poses  several  questions:  First,  why 
should  there  be  any  exception?  Why  should  he  be  permitted  to  take 
such  a  position,  even  when  the  Comptroller  gives  approval !  TTnder 
what  circumstances  should  the  Comptroller  give  such  approval  ? 

Mr.  Jennings.  Well,  we  think  in  virtually  all  circumstances  that 
permission  should  be  granted  for  an  examiner  to  take  a  position  with 
a  bank.  If  we  were  to  freeze  up  our  force  so  that  our  men  could  not 
go  with  hanks,  we  would  find  it  almost  impossible  to  recruit  individ- 
uals to  examine  banks,  and  those  that  we  were  able  to  obtain  would 
not  be  the  type  we  wanted. 

Many  of  our  people  come  out  of  banks,  come  with  us  as  assistant 
examiners,  become  examiners,  but  they  have  an  idea  that  the  day  will 
arrive  when  they  will  wish  to  return  to  commercial  banking,  get  off  the 
road,  get  away  from  constant  travel,  so  that  they  will  be  able  to  live 
in  one  place  again. 

We  believe  that  a  reasonably  free  interchange  should  be  possible, 
and  it  has  worked  very  well.  But  there  could  be  situations  where  we 
would  think  it  would  be  unwise  for  an  examiner  to  leave  our  employ 
and  go  with  a  bank.    It  could  be  that  there  would  be  objections  on  the 

Eart  of  a  competitive  bank,  because  the  man  had  examined  the  other 
ank  in  the  same  town. 

So  we  think  there  must  be  a  means  of  limitation.  But  on  the  whole, 
we  believe  there  should  be  a  free  interchange. 

Mr.  Multer.  If  a  man  is  offered  a  position  by  one  of  several  banks 
in  a  community,  how  would  the  competitors  know  that  that  offer  had 
been  made  to  him  until  after  he  had  actually  taken  the  position? . 

Mr.  Gidney.  They  probably  would  not. 

Mr.  Multer.  How  could  they  have  the  opportunity  to  object? 

Mr.  Gidney.  Well,  we  have  had  these  long  years  of  experience,  and 
there  have  not  been  objections.  After  all,  the  position  of  a  bank  ex- 
aminer is  an  honorable  position,  and  his  status  is  not  that  of  a  prison 
inmate  who  can't  go  out  unless  he  is  pardoned  or  discharged.  He  is 
still  a  citizen,  and  still  has  rights,  and  the  office,  long  before  I  came,, 
and  I  hope  during  the  years  I  have  been  here,  has  handled  that  so  we 
have  not  permitted  examiners  to  make  improper  connections.  That 
has  to  be  avoided,  and  we  have  to  be  very,  very  careful  about  it. 

But  that  is  part  of  the  prospects  of  the  career,  that  through  the 
training  they  receive,  they  become  well  qualified  to  take  bank  jobs. 

Now,  the  banks  select  those  men  not  because  they  are  going  to  bring 
influence  or  conflicts  of  interest  with  them  but  because  they  are  the 
best  men  they  can  find  to  do  the  job  they  have  to  have  done,  and  the 
matter  of  getting  adequate  people  to  staff  banks  today  is  a  very  diffi- 
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cult  line.  So  we  just  cnn't  emasculate  these  folks.  They  should  be 
permitted  to  carry  on  their  normal  functions. 

Mr.  Multek.  I  think  that  what  you  have  done  is  made  an  argument 
in  favor  of  deleting  this  entire  subdivision. 

Mr.  Gidney.  Well,  we  didn't  need  it  for  our  office.  We  have  a  rule. 
Hut  I  think  they  would  like  to  have  it  generally.  I  think  a  similar 
provision  is  in  the  other  sections  of  the  proposed  act,  is  it  not! 

Mr.  Multek.  Is  this  rule  that  you  hud  heretofore  in  writing? 

Mr.  Gidney.  The  examiner  writes  a  letter  saying  that  he  will  abide 
by  it. 

Mr.  Multek.  As  it  exists  today,  it  would  be  unenforceable!  If  a 
man  violated  that,  all  you  could  do  would  be  to  bring  pressure  on  the 
bank  to  let  him  go?  You  couldn't  sue  him  or  bring  him  into  the 
criminal  courts  for  violation  of  that  agreement? 

Mr.  (Sidney.  I  think  you  are  quite  correct  on  that.  However,  we 
do  get  along  very  well,  and  the  banks  of  the  country  are  very  much 
indebted  to  the  office  for  much  of  their  excellent  staff. 

Mr.  Multer.  Now,  tell  me,  why  should  employees  of  your  office  be 
treated  any  differently  than  employees  of  anv  other  Government 
agency  ?  There  is  a  conflict-of-interest  statute  that  applies  generally 
to,  I  think,  practically  every  department  of  the  Federal  Government, 
and  in  many  of  them  there  is  the  further  prohibition,  absolute  pro- 
hibition, without  except,  against  a  man  taking  employment,  for  a 
period  of  2  years  after  he  leaves  that  particular  department. 

Why  shouldn't  this  be  more  like  that  statute  than  have  the  excep- 
tion that  it  meet  with  the  approval  of  Comptroller? 

Mr.  Gidn'ey.  You  have  taken  in  more  territory  than  I  am  informed 
on.  I  notice  that  a  good  many  people  do  leave  the  Government  and 
go  into  profitable  employment.  I  don't  know  about  that.  I  am  not 
qualified  to  answer. 

There  is  included  in  this  bill,  I  believe,  an  equivalent  provision  for 
FJ)IC  examiners  and  for  Federal  Reserve  examiners. 

Mr.  Multek.  As  a  matter  of  fact,  as  to  the  Federal  Reserve  Board 
members,  there  is  a  specific  prohibition  against  them  going  with  a 
bank. 

Mr.  Gidney.  I  believe  there  is  a  similar  provision  for  members  of 
the.  Federal  Deposit  Insurance  Corporation. 

Mr.  Multek.  Would  you  have  any  objection  to  this  particular  pro- 
vision on  conflicts  of  interest  being  in  the  same  language  as  it  appears 
in  the  statutes  as  to  other  offices? 

Mr.  Gidney.  I  don't  know  about  that.  I  think  we  would.  I  don't 
know  what  those  other  provisions  are. 

Mr.  Multer.  Would  you  ask  your  counsel  to  give  you  a  summary 
of  those  statutes,  and  then  give  us  a  more  informed  opinion  on  the 
subject  ? 

Mr.  Gidney.  We  will  study  it.  That  is  a  very  big  subject.  It  is  a 
big  government  ■ 

Mr.  Multer.  I  don't  think  it  covers  too  much  territory.  We  are 
dealing  just  with  conflicts  of  interest,  which  would  prohibit  employ- 
ment of  members  of  the  Government  once  they  leave  the.  Government. 

Mr.  (money.  Mr.  Knglert  says  that,  some  of  those  apply  to  us,  any- 
way.    I  don't  know.     We  will  look  into  that. 

Mr.  Mri.TKK.  The  second  part  of  this  provision  is  that  you — I  will 


cad  Hieexacl  sentence. 
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After  providing  it  shall  not  be  lawful,  reading  from  subdivision  (b) 
of  section  8 : 


Now,  is  that  intended  to  mean  that  you  will  prepare  and  issue  regu- 
lations setting  forth  the  circumstances  under  which  you  will  give  your 
approval  ? 

Mr.  Gidnev.  If  this  is  enacted,  we  would  have  to  prepare  regula- 
tions. I  don't  know  what  form  they  would  take,  exactly.  I  had 
assumed  that  they  would  take  a  form  practically  identical  with  what 
we  have  now,  that  is,  that  we  would  consider  the  circumstances  and 
grant  or  withhold  approval. 

Mr.  Multer.  As  I  take  it,  I  may  be  wrong,  but  as  I  understand  at  the> 
moment,  all  you  require  now  is  that  a  person  sign  an  agreement  that 
he  will  not  take  employment  without  your  approval. 

Mr.  Gidney.  Yes,  sir. 

Mr.  Multer.  That  would  not  be  a  regulation.  That  would  simply 
be  a  restatement  of  this  section  or  proposed  section. 

Mr.  Gidney.  Yes,  sir,  it  would. 

Mr.  Multf.b.  Without  the  additional  reference  to  any  regulation? 
that  you  may  prescribe. 

Mr.  Gidney.  1  think  we  would  make  that  in  the  form  of  a  regula- 
tion, instead  of  under  this  present  arrangement. 

Mr.  Multer.  Then  you  would  simply  be  restating  the  statute.  I 
am  trying  to  find  out  what  standards,  if  any,  you  will  set  up  in  your 
regulations,  pursuant  to  which  you  may  grant  or  withhold  your  ap- 
proval. 

Mr.  Jennings.  We  would  certainly  outline,  I  believe,  certain  cir- 
cumstances under  which  the  Comptroller  would  not  give  his  approval. 
But  there  would  be  a  final  savings  clause,  that  if  not  in  violation  of  any 
of  the  above,  the  Comptroller  would  consider  the  matter.  We  have 
not  attempted  to  devise  the  regulations  as  yet. 

Mr.  Multer.  Let's  pass  on  to  section  12. 

In  section  12  you  provide  that  associations  may  be  formed,  with  the 
approval  of  the  Comptroller  and  after  consideration  by  him  of  the 
factors  enumerated  in  section  15  of  the  Federal  Deposit  Insurance  Act. 

Having  in  mind  this  is  a  recodification  of  the  banking  laws,  why 
shouldn't  we  set  forth  specifically  in  section  12  what  factors  the 
Comptroller  shall  consider  in  determining  whether  or  not  to  grant  a 
charter  to  a  new  bank '. 

Mr.  Gidney.  I  think  that  would  be  perfectly  proper.  But  those 
factors  are  quite  well  enumerated  in  the  Federal  Deposit  Insurance- 
Act,  and  they  could  be  spelled  out  in  this  act. 

Mr.  Multer.  Let's  consider  those  a  moment,  because  I  think  this 
would  probably  be  the  place  to  put  them,  even  though  we  might  want 
to  repeat  them  in  the  same  or  different  language  in  the  FDIC  title. 

Now,  I  think  section  15  of  the  FDIC  Act  is  found  on  page  150  of 
the  bill. 

Mr.  Gidney.  Yes,  sir. 

Mr.  Multer.  Let's  consider  those  factors  for  a  moment. 

Do  you  have  them  before  you,  Mr.  Gidney  f 

Mr.  Gidney.  Yes,  sir,  I  was  looking  to  see  what  I  had  said  about  it  in 
my  statement. 
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Mr.  Mctltze.  I  don't  recall  that  too  referred  to  it  specifically  in  four 
Eta*en»£:. 
Mr.  fjiuxzt.  T^ere  was  some  discussion.    I  made  some  comment  on 

pag*  i  of  my  sta:tmeiit. 
Mr.  Metres.  Was  there  a  reference  to  it.  Mr.  Gidney? 
Mr.  GibszT.  I  referred  to  it  on  page  4  of  my  prepared  statement, 

section  Vi.  articles  of  association. 

Mr.  Mcliee.  I  would  like  to  consider  with  yon  the  factors  that 
you  tnu=t  consider  in  passing  upon  an  application  for  a  new  charter, 
and  you  find  them  at  section  15.  page  150:  Financial  history  and  con- 
dition of  the  bank,  adequacy  of  its  capital  structure,  future  earnings 
prospects,  general  character  of  management,  convenience  and  needs 
of  the  community  to  be  served  by  the  bank,  and  whether  or  not  its 
corporate  powers  are  consistent  with  the  purposes  of  this  act- 
Let's  take  the  first  one.  How  can  you  consider  as  a  factor  in  the 
organization  of  a  new  national  bank,  the  financial  history  and  condi- 
tion of  the  bank} 

Mr.  Giuxev.  Well,  of  course,  this  is  a  new  bank,  or  a  conversion 
of  a  .State  bank.  It  may  hare  a  financial  history.  If  it  starts  com- 
pletely new.  it  would  not  have  a  financial  history,  and  that  factor,  I 
think,  would  perhaps  drop  out  of  the  picture,  except  as  to  the  people 
who  were  making  the  application. 

Mr.  Mci-tck.  Then,  certainly,  you  can't  just  transfer  this  language 
into  section  12  of  the  bill ;  if  you  were  writing  this  bill  without  regard 
to  the  YIAC  Act,  you  would  hot  say,  in  considering  the  formation  of  a 
new  bank,  that  you  would  consider  the  financial  history  and  condition 
of  the  bank. 

Mr.  Gionev.  Well,  it  is  a  new  bank  in  the  sense  that  it  is  a  new 
national  bank,  but  it  may  be  a  very  old  bank ;  it  may  be  a  conversion. 
In  other  words,  this  would  apply  in  many  cases. 

Mr.  Mli-ter.  Except  for  mergers  and  consolidations,  aren't  your 
applications  for  new  banks  actually  just  that;  applications  for  the 
organization  of  new  banks? 

Mr.  Giunky.  Oh,  I  think  we  have  conversions  that  would  run  up 
in  number  to  a  very  substantial  part  of  the  actual  charters — maybe  a 
third,  may  be  a  <|U»rter.   We  have  a  good  many. 

Mr.  Mi.'i.tek.  When  you  say  the  adequacy  of  the  capital  structure, 
what  do  you  mean  by  that  ? 

Mr.  OinxKY.  Well,  that  is  a  pretty  large  subject  Mr.  Jennings  is 
quite  an  authority  on  that,  and  I  think  I  should  like  to  ask  him  to 
speak  on  it.    Would  you  do  that,  Mr.  Jennings  I 

Air.  Jksninos.  Well,  in  the  chartering  of  a  new  bank,  we  would 
r-f>ijs:dcr  I  lie  adequacy  of  the  proposed  capital  in  relation  to  the  volume 
ol  business  that  we  estimated  the  now  bank  might  obtain,  over  a  period 
of  l  lie  next  2  or  3  or  4  or  5  years.  We  would  also  consider  the  adequacy 
ol  Hie  proposed  capital  in  relation  to  any  competing  banks  that  were 
[Drilled  in  the  same  town  or  city. 

Obviously,  in  n  city  where  each  of  2  or  3  competing  banks  had  a 
t<>::il  r-iipiiiil  smicture  of  a  million  dollars  or  more,  it  might  be  most 
nifiii-iill  for  a  new  bank  to  come  into  that  community  with  a  capital 
-i  riii-l rnis  of  a  hundred  thousand  dollars  or  $150,000,  because  it  would 
,]oi  1m,-  able  to  compete  against  the  larger  capital  structure,  the  larger 
i-iiiiiijig  power,  of  t  lie  competing  banks. 
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Yet  it  might  be  perfectly  conceivable  that  thB  new  bank  could 
commence  business  and  compete  effectively  with  $500,000  of  capital 
structure,  on  the  assumption  that,  over  a  few  years,  the  new  bank 
might  attain  deposits  of  $7  million  or  $7V£  million.  Of  course,  judging 
the  adequacy  of  capital  for  a  new  bank  is  quite  a  different  problem 
from  judging  the  adequacy  of  capital  of  an  existing  bank.  Here  I 
am  just  confining  my  remarks  to  our  attempts  to  judge  what  would 
be  capital  adequacy  in  the  chartering  of  a  new  bank. 

Mr.  Multer.  The  difference  between  judging  the  capital  adequacy 
of  an  existing  bank  and  that  of  a  new  bank  is  that  with  the  existing 
bank  you  know  precisely  what  business  it  is  doing  and  you  can  fore- 
cast with  some  degree  of  certainty  what  you  expect  its  business  in  the 
future  would  be,  more  or  less,  and  then  judge  accordingly. 

Mr.  Jennings.  That  is  correct. 

Mr.  Multer.  With  the  new  bank  you  must  guess  what  its  earnings 
would  be. 

Mr.  Jennings.  Based  on  the  economy  of  the  community  in  which 
tlie  new  bank  will  function. 

Mr.  Multer.  Once  you  have  determined  what  those  figures  may 
be,  your  determination  then  of  the  adequacy  of  capital  structure  must 
be  the  same  in  both  cases. 

Mr.  Jennings.  Yes,  sir;  I  agree  with  that. 

Mr.  Gidnet.  Of  course,  we  have  to  take  into  account  the  circum- 
stances of  the  day.  They  have  changed  quite  a  lot  today  in  the  matter 
of  new  banks.  We  know  now,  when  we  start  a  new  bank,  that  they 
will  very  likely,  at  an  early  stage,  have  to  make  an  investment  in  a 
banking  house  that  will  be  very  much  larger  than  it  would  have  been 
a  few  years  ago.  Consequently,  we  might  give  a  bank  a  charter  with 
$500,000  of  capital,  as  Mr.  Jennings  mentioned,  but,  if  we  know  that 
that  bank  is  immediately  going  to  have  to  have  $350,000  or  $400,000 
go  into  a  banking  house,  we  have  a  new  doubt  as  to  whether  that 
$500,000  is  enough. 

In  other  words,  we  are  obliged  to  be  a  little  more  exacting  as  to  cap- 
ital now  than  would  have  been  necessary  a  few  years  ago,  for  that  reason 
,  alone.  And,  of  course,  there  are  other  things  that  come  in ;  not  only  the 
volume  of  business,  but  the  hazards  of  the  business,  whether,  before  they 
liave  been  going  very  long,  perhaps  in  a  state  of  inexperience,  they  will 
have  had  losses.  So  that  we  have  to  have  some  protection  there.  It  is 
quite  a  large  problem.  I  know  of  no  one  who  has  given  more  study  to 
it  than  Mr.  Jennings,  both  as  to  what  new  ones  need  and  as  to  what 
existing  banks  need. 

Mr.  Multer.  When  we  talk  about  adequacy  of  capital  structure,  we 
are  talking  not  only  of  the  amount  that  is  allocated  to  the  cost  of  capital, 
but  the  entire  capital  structure.  When  you  are  organizing  a  new  bank, 
you  insist  on  the  actual  capital  investment  of  the  stockholders  being 
divided  between  capital  and  surplus  and  undivided  profits. 

Mr.  Jennings.  That  is  correct,  sir. 

Mr.  Multer.  With  a  new  bank,  that  must  be  an  arbitrary  division, 
so  as  to  divide  the  money  being  invested  by  the  organizers. 

Mr.  Jennings.  Yes,  sir.  Of  course,  the  par  value  of  the  shares 
would  limit  the  amount  of  the  capital  account,  but  the  stock  is  alwayB 
sold  at  a  premium  over  and  above  par  to  provide  funds  for  surplus  and 
'  undivided  profits,  so  that  the  bank  can  start  operations  without  having 
to  invade  the  actual  capital  account. 
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VI  Mi  i  ■■.<  ;  \  -w.x  tv'-ir^'.;  ^uv^tion  is  covered  in  section  15,  on  pap 
..    .!  i.   .  «,■  ■  ;"v  ;\-;:'  r'-.o  "i:v.ii>uim  capitalization. 

!    .->,•  «■■    r.-\   ->v'.  ■  -:o  '\v.i  bill  the  existing  provisions  of  the  law 

'■,■  ..!;.■■  i :  \»  ■«..,  !v<wrhaii  a  hundred  thousand  dollars,  except  with 

, ;  i-  .•:■-.    '•.<■  »!:iv  have  a  capital  of  S50,000,  where  the  popa- 

•,..   •••.  i-\i  iv.i  <\  ''■"'  inhabitants..    Is  that  a  realistic  figure,  for 

it'  ti'n\h*  I .  \i*n  imii n  are  there  many  organized  with  the  raini- 
,    i.  .    l    :i,.nM  s.n"  pivbably  not. 

\i-  \h  .  iii  I'o  you  know  of  any  instances  since  you  have  been 
.  ,.  .. , -i i  >•: Li-:  whore  yon  have  permitted  the  organization  of  a  bank 
.,  ■  'i   ili.-  .■   'iv;r:iinms' 

\\<    i,>ii\ti     1   limit  reciill  any. 

Vh     ii  nmm.s.  No:  I  don't  l>elieve  we  have  approved  a  new  charter 

i,.     ,  I.  is'!,    hi  I  would  start  with  a  capital  account  of  $50,000  in  possi- 

.  v ,  .i .        I  Int.  after  all.  each  new  charter  application  must  be  con- 

I.  Mil  !'\  l li>-  Comptroller,  to  determine  whether  he  will  approve, 
.  ,i  »,.  .In  imi  Ivlieve  ihal  any  harm  accrues  through  having  a  rather 

i it  Ii  mil  at  ion,  because  the  Comptroller  would  not  permit  the 

i  in:..  nf  .i  new  bank  with  such  a  low  limitation  unless  the  circum- 

,    , |ileielv  justified  it. 

vi.    Mil  i'kk.   Von  don't  think  we  ought  to  change  those  minimum*! 

Vh  iiii>\KV.  I  think  that  is  doubtful.  I  wouldn't  like  to  without 
.mi.  Ii  ■■mi  .idenilion.  because  then'  are  cases  where  hanking  instita- 

ii,„|  it  well  to  have  their  formal  capital  not  large,  but  a  good 

i.iiiiini'l  ion  of  their  capital  funds  in  the  form  of  surplus  and  undivided 
g.n.lil  There  are  State-  taxation  laws,  and  those  apply  to  State  and 
Viliitnal   luniks  alike,  which  cause  them  to  be  conservative  on  the 

, n,i  of  capital  and  generous  on  | he  amount  of  surplus. 

,.■  I  ilnn'l  ihink  a  change  is  necessary,  and  it  might  entail  conse- 
iii.iiii' .  ml  verse  to  the  national  banking  system. 

Vli.  Mii.tkii.  Now.  the  convenience  and  needs  of  the  community 
i<.  Im  *-ncil  by  the  bank:  Just  what  docs  that  mean? 

Mr.  (IiiinKv.  Well,  one  could  write  a  volume  on  that. 

In  mir  investigations  of  charters  and  investigations  of  branches,  we 
i.lilnin  a  great  deal  of  information  on  population,  business  activities, 
H,»  liaiiking  facilities  already  present,  whether  the  addition  of  the 
l..ink  Mould — well,  to  use  a  phrase;  we  don't  coin  tliis  phrase,  but  we 
.i  .■  i(     "overhank  a  community"— that  is  a  favorite  phrase  of  the  sn- 

■  ■■•i  i  i  -ory  group.  Thai  could  lie  defined  further  as  putting  more  bants 
in  i  lir-j'i-1  han  could  profitably  exist,  or  moke  a  living. 

\  ml  we.  of  course,  add  competition  to  many  communities —  we  al- 
,iiiy-i  add  compel  it  ion  when  we  put  in  a  new  bank,  and  whether  we 

In  the  State  of  New  York,  as  you  know,  ihey  have  laws  which  re- 

■  I n ne  (lie  Statu  to  avoid  giving  charters  or  branches  that  would  create 
i.M-essive  competition. 

Well,  we  lake  the  whole  broad  field  -and  it  is  a  big  one— and  that 
is  a  phrase  which  has  to  be  interpreted  by  the  Comptroller,  as  it  is 
tiv  the  Federal  Deposit  Insurance  Corporation,  in  cases  they  handle, 
by  the  Federal  Reserve,  and  by  State  people. 
'  Mi*.  Mn.TRK.  Hill  you  have  laid  down  no  standards  as  to  how  you 
would  determine  the  convenience  and  needs  of  a  community  to  be 
.served  by  n  hank. 
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Mr.  Gidney.  I  don't  think  we  have  written  an  essay  on  that  or  set 
up  a  list  of  exact  tests,  unless  Mr.  Jennings  has  some. 

Mr.  Jennings.  Well,  it  is  a  very  elastic  field,  and  to  try  to  formalize 
it  would  be  almost  impossible.  To  try  to  devise  a  formula  that  would 
specifically  outline  each  point  would  be  rather  meaningless,  because 
each  case  is  somewhat  different  than  the  case  before  it,  and  we  liave 
to  consider  each  of  the  factors  as  they  pertain  to  a  specific  commu- 
nity, and  a  specific  application,  and  then  exercise  our  best  judgment 
in  arriving  at  a  final  decision.  I  don't  believe  that  a  formula  defini- 
tion would  work  out  very  well. 

Mr.  Multeh.  As  a  matter  of  fact,  it  is  so  elastic  that  it  permits  the 
Comptroller  to  do  anything  he  pleases  without  review  ( 

Mr.  Jennings.  As  a  matter  of  fact,  in  this  field  it  is  the  exercising 
of  best  judgment.  I  don't  believe  that  it  is  quite  correct  to  say  that 
the  Comptroller  can  do  anything  he  wishes  in  this  field.  If  his  deci- 
sion is  arbitrary  or  capricious,  the  applicants  can  bring  suit  in  a  court 
of  competent  jurisdiction,  and  if  it  can  be  proven  that  the  Comp- 
troller's decision  was  arbitrary  or  capricious,  the  decision  of  the  Comp- 
troller would  be  set  aside. 

Mr.  Multer.  fn  making  the  determination  whether  or  not  the 
Comptroller's  action  was  arbitrary  or  capricious,  do  you  think  the 
court  should  take  into  account  that  a  State  supervisory  authority  has 
said  the  State  is  overbanked  in  the  very  area  where  the  organization 
of  the  new  national  bank  is  authorized? 

Mr.  Jennings.  Well,  there  again,  that  is  the  opinion  of  a  State  su- 
perintendent. Maybe  he  is  a  very  qualified  individual  in  the  banking 
field.  Possibly  he  is  not.  But  in  any  event,  if  the  Comptroller  goes 
contrary  to  the  State  superintendent's  opinion,  it  means  that  the 
Comptroller  has  not  agreed  with  the  opinion  of  the  State  superin- 
tendent. 

Mr.  Multeh.  As  a  matter  of  fact,  there  have  been  many  instances  in 
the  last  5  years  where  national  banks  have  been  organized  in  States 
where  the  State  supervising  authorities  have  said  that  the  State  is 
overbanked  and  there  should  not  be  an  additional  bank  in  that  com- 
munity, and  your  office  authorized  the  establishment  of  new  banks. 

Mr.  Gidney.  I  certainly  disagree  with  that.  I  think  there  have  been 
no  such  cases. 

Mr.  Jennings.  And  I  think  we  could  prove^  by  what  has  happened, 
in  any  cases  you  may  have  in  mind,  that  the  judgment  of  the  Comp- 
troller was  correct,  by  virtue  of  what  the  new  bank,  or  new  banks,  were 
able  to  do  in  the  way  of  acquiring  business,  after  they  were  chartered 
by  the  Comptroller. 

Mr.  Multer.  Let's  take  the  other  way.  Have  there  been  instances 
where  you  have  refused  to  permit  national  banks  to  be  organized  in  a 
community  where  State  banks  have  been  authorized  in  that  commu- 
nity which  have  prospered  ? 

Mr.  Gidney.  There  have  been.  But  we  don't  hold  that  against  the 
State  supervisor.  His  judgment  may  have  been  different  from  ours, 
but  I  think  he  may  be  right  or  we  may  he  right  sometimes. 

The  Chairman.  The  House  is  now  in  session. 

Have  you  concluded ! 

Mr.  Multer.  No,  I  have  not,  Mr.  Chairman. 

The  Chairman.  Well,  I  don't  know  that  you  can  take  the  whole 
time  tomorrow. 
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thursday,  july  25,  1857 

House  op  Representatives, 
Committee  on  Banking  and  Currency, 

"Washington,  D.  C. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman) 
presiding. 

Present:  Chairman  Spence,  Messrs.  Brown,  Patman,  Multer,  Mrs. 
Sullivan,  Mr.  Reuss,  Mrs.  Griffiths,  Messrs.  Ashley,  Vanik,  Anderson, 
Breeding,  Talle,  Kilbnrn,  Betts,  Mumma,  Bass,  Seely- Brown,  Hender- 
son, and  Chamberlain. 

The  Chairman.  The  committee  will  be  in  order. 

We  will  resume  the  hearings  on  the  Financial  Institutions  Act. 

FUBTHEB  STATEMENT  OF  HON.  BAT  M.  GIDNET,  COMPTBOLLEB 
OF  THE  CUBEENCY;  ACCOMPANIED  BY  L.  A.  JENNINGS,  DEPUTY 
COHFTBOLLEB;  R.  T.  ENGLERT  AND  G.  E.  HcCONLEY,  LEGAL 
DIVISION,  OFFICE  OF  THE  COHFTBOLLEB  OF  THE  CURRENCY 

Mr.  Patman.  Mr.  Chairman,  I  had  not  finished  the  other  day,  and 
I  have  suggested  to  Mr.  Multer,  if  he  will,  that  he  might  yield  to  me 
so  that  I  might  finish  up  my  interrogation  of  the  Comptroller. 

The  Chairman.  You  may  proceed. 

Mr.  Patman.  Thank,  you,  Mr.  Chairman. 

Mr.  Gidney,  in  connection  with  the  audits,  you  say  you  have  % 
audits,  1  of  your  own  and  1  by  the  Bureau  of  Accounts  or  the  Treasury 
Department. 

Mr.  Gidney.  That  is  right. 

Mr.  Patman.  Have  you  had  one  each  year  1 

Mr.  Jennings.  Annually ;  yes,  sir. 

Mr.  Patman.  Would  it  be  asking  too  much  to  let  us  see  the  last 
five  audits,  not  for  inclusion  in  the  record,  but  for  the  inspection  of  the 
committee;  and  then  if  we  should  desire  to  interrogate  you  further 
about  them,  and  to  insert  them  in  the  record,  of  course,  that  would  be 
our  privilege.  We  would  like  to  see  the  last  five  audits  of  the  Bureau 
of  Accounts,  and  also  the  Comptroller's  audit,  and  any  related  data  in 
connection  with  it. 

Mr.  Gidney.  Mr.  Patman,  we  would  certainly  be  glad  to  have  you 
see  the  Comptroller's  audit — the  Treasury's  audit.  They  are  our 
superiors  in  this  respect,  and 

Mr.  Patman,  You  have  a  copy  of  it;  don't  you? 

Mr.  GmNEY.  I  think  we  have,  but  I  don't  think  we  have  freedom 
to  give  it  out  without  their  say  so. 
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I'  ii  m  is     l\  e",  I  do  not  agree  with  you  on  that,  Mr.  Gidney. 
,.■      ..*■..,  ."J    'v  .i.iii-t  report  is  yours,  and  if  we  want  tow 

. .    i.-.  .-.iii'-K  ■'.'  "pi  'if'iJivifit. 
\'. '    -\    >     U  -/  .*'i'a:»i>   would  be  glad  to  lei  you  see  ours  and 
,v,       .ii  >t  iii  liu1  Treasury  as  to  the  other. 
. ,  %.  .\     '  '.iixi>  tVvl  tlmt  is  fair  to  the  committee. 
...  ...    V    .'v.*. miaii.  L  riti<rht  say  that  I  think  Mr.  Gidnej 

v    .,,,,,,    .1  mImi  'u>  superiors  feel  is  proper,  and  I  think  he 

,,,  ; t;  ui  consult  the  Treasury  in  this  matter. 

■  - .  ».  \  H  .-'.i, ;  I'  *  on  insist  on  it,  of  course.  I  don't  think  it  w 
.'.., ,   ....    :  i. >ii  n>isi  that  it  is,  I  yield  to  your  judgment  on  it 

.  .    .....    !•   if  itnir  own  mid  it  and  any  related  data,  and  also 

... .    .:.;.  mil  may  have  given,  if  you  prepared  any  answer,  to 

....    ■■    Vni'iiiitsC  during  the  pnst  .">  .rears,  in  connection  with 

.  •,  "iiircaii  of  Accounts. 
...    >i.i:i:  umr  own  audit  and  any  related  data  for  the  last  5 

„.-  n.;]ii  :iny  material  or  any  correspondence  you  liave  about 

..    Vi  vomits  audit  for  the  last  it  years. 
..,    rt.uii  i lie  Hureau  of  Accounts  audit:  but  you  want  to 
i.  ■  milt  1 1.  check  with  the  Treasury  Department  to  make  sure 
..  |.,>  moi  violating  any  privilege? 

I'ii  m\.  \Vhicli  is  all  right,  but  we  hope  you  will  furnish  that, 

i ,  uoihi .   That  will  be  submitted  to  the  chairman. 
I '  1 1  ii  \  \ .  Kor  the  benefit  of  the  members. 
iiii.\K».   Yes. sir. 
,,i    ii  ivgard  to  Mr.  I'atnuin's  request  follows:) 

TbeabirY  Department, 
COMPTROLLER   OP   THE   ClTaSEltCY, 

Washington,  July  50, 19JS7, 

ii  hi.' a,  llouic  Hanking  ami  Gurrewg  Committee. 

itwitw  "f  Rrpratcntattve*,  Waxhington,  D.  C. 

Mil  Si'knck:  Iteprwonlallve  Wright  Patmun  has  requested  that  your 
iv  hi'  permitted  t<>  review  (lie  audit  reports  covering  all  activities'  of 
,i-  .if  Hit'  Comptroller  of  the  Currency  for  tbe  pnst  5  years  made  and 
,1  l>>  <  1 )  the  Commissioner  of  the  Itureuu  of  Accounts,  Treasury  Depart' 
ml  \-\  the  auditor  employed  by  the  Comptroller  of  the  Currency  who  Is 
il.lt-  i mly  to  the  Comptroller. 

.•or  understanding  that  the  contents  of  the  various  audit  reports  will 
,-nt'  In.  or  he  made  a  part  of,  the  records  of  the  hearings  and  the  reports 
U-turned  to  the  Comptroller  of  the  Currency  after  they  have  served  tbe 
a  of  your  committee. 
nrloiis  audit  report*  are  delivered  herewith  and  tlie  following  is  a  brief 

Ii.ti  nf  ench  rcjHirl  being furulidied; 
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Annual  reports  prepared  by  the  Commissioner  of  the  Bureau  of  Accounts, 
Treasury  Department : 

Annual  audit  report  for  the  year  1952 

Annual  audit  report  for  the  year  1963 

Annual  audit  report  for  the  year  1954 

Annual  audit  report  for  the  year  1955 

Annual  audit  report  for  the  year  1966 
Original  bound  annual  statements  of  Accounts  of  Office  of  the  Comptroller 
of  the  Currency : 

1852 

1953  (Feb.  15) 

1953  (Apr.  IS) 

1963  (Dec.  31) 

1954 

1955 


1954 

1855 
Original  bound  annual  audit  reports  of  Division  of  Insolvent  National  Banks; 

1951 

M52 

1953 

1954 

1855 
Original  monthly  audit  reports  of  Office  of  the  Comptroller  of  the  Currency: 

Bound  under  annual  covers,  1952 

Bound  under  annual  covers,  1953 

Bound  under  monthly  covers,  1954 

Bound  under  monthly  covers,  1985 

Bound  under  monthly  covers,  195*3 

Bound  under  monthly  covers,  1957  (January  through  May) 
Original  reports  of  annual  audit  and  verification  of  unissued  stocks  of  Federal 
Reserve  notes  in  the  Federal  Reserve  vault : 

February  13, 1953  ' 

January  2a,  1954 

March  28,  1955 

April  9, 1950 

April  5, 1957 
Copy  of  Secretary's  order  No.  174  of  May  27,  1953,  transferring  audit  of 
Federal  Reserve  vault  from  the  Division  of  Public  Debt  Accounts  and  Andit, 
to  the  Office  of  the  Comptroller  of  the  Currency ;  also  outline  of  procedures  for 
such  audit  dated  June  30,  1953,  as  approved  by  the  Comptroller  of  the  Currency- 
Reports  of  audit,  physical  inventory,  dies,  rolls  and  plates,  etc.  (Federal 
Beserve  and  national  currency  stock) :' 

March  31,  1953 

March  31,  1954 

April  29,  1955 

March  30,  1956 

March  29, 1957 

Sincerely  yours, 

Ray  M.  QUHTST, 
Comptroller  of  the  Currency. 

Mr.  Patman.  Mr.  Chairman,  I  believe  Mr.  Martin  said  the  other 
day  that  he  wrote  you  a  letter  about  the  $8  million  or  $6  million  item 
relating  to  the  retirement  fund.  I  would  like  to  see  a  copy  of  that 
letter. 

The  Chairman.  Yes. 


dbyGoogle 


260  FINANCIAL  INSTITUTIONS  ACT  OF    1057 

Mr.  Patman.  May  I  have  a  copy  of  that! 

The  Ciiaibman.  Yes. 

Mr.  Multer.  Mr.  Patman,  referring  to  the  Bureau  audit,  are  von 
referring  to  the  audit  by  the  Comptroller  General  of  the  United 
States? 

Mr.  Patman.  No;  the  Comptroller  General  of  the  United  States 
has  never  made  an  audit  of  the  Comptroller  of  the  Currency. 

Mr.  Multer.  What  is  this? 

Mr,  Patman.  Is  that  correct,  Mr.  Gidney  ? 

Mr.  Gidney.  That  is  the  way  I  understood  it,  Mr.  Patman.  If 
you  have  one  that  they  have  made,  then  I  am  wrong. 

Mr.  Multer.  This  is  an  audit,  report  to  the  Congress,  Office  of  tin 
Treasury  of  the  United  States. 

Mr.  Patman.  I  know,  but  that  is  not  from  the  Comptroller  of  tha 
Currency.  That  is  from  the  Treasury  of  the  United  States,  Mr. 
Multer. 

It  is  really  shocking  to  me  that  an  office  like  yours,  which  has 
handled  $14t  billion  in  paper  money — and  $107  billion  of  that  has 
lieen  accounted  for  by  destruction — has  never  had  any  audit  made 
by  the  Congress  of  the  United  States,  or  by  the  General  Accounting 
Office — in  fact,  has  had  no  audit  at  all,  except  what  you  might  Bay  is  a 
self-audit.  Naturally,  the  audit  made  by  your  own  office  is  a  self- 
audit,  and  this  Bureau  of  Accounts  audit  I  consider  a  self-audit  too, 
because  you  are  part  of  the  Treasury.  I  can't  conceive  of  our  country 
functioning  that  way,  normally.  We  pay  so  much  attention  to  a 
hundred  dollars  spent  illegally  here  and  to  $10  there,  and  yet  we 
have  ?147  billion  pass  through  one  office,  with  no  outside  audit  of  any 
kind,  no  audit  by  the  General  Accounting  Office. 

That  is  the  point  I  will  want  to  bring  up  in  connection  with  the  con* 
sideration  of  this  bill. 

Now,  as  to  the  bill,  I  am  going  to  center  my  questioning  on  one  part 
of  this  bill,  Mr.  Gidney.  That  is  the  maximum  interest-rate  provision 
which  is  in  section  35  of  title  I. 

Now,  if  I  understand  the  matter  correctly,  under  existing  law  a 
national  bank  cannot  exceed  7-percent  interest,  where  there  is  no 
specific  State  law  on  the  subject.    Is  that  correct? 

Mr.  Gidney.  I  am  not  certain  on  that  point.  I  think  that  would 
be  true,  however.  That  is,  I  am  not  certain  of  all  the  ramifications, 
but  that  is  generally  true.  I  think  that  is  spelled  out  in  this  statute, 
is  it  not  ? 

Mr.  Patman.  But  where  there  is  a  specific  State  law  saying  you 
can  charge  10  percent,  the  national  banks  can  charge  10  percent,  or 
the  paine  rate  as  the  State  banks ;  that  is  correct,  is  it  not  ? 

Mr.  Gidney.  I  had  better  be  accurate  here  and  quote  the  law. 

When  no  rate  Is  fixed  by  the  laws  of  the  State,  Territory,  or  District,  the  bank 
may  take,  receive,  reserve,  or  charge  a  rate  not  exceeding  7  percent  or  1  percent 
In  excess  of  the  discount  rate  on  90-day  commercial  paper  in  effect  at  the  Federal 
Iteserve  bank  In  the  Federal  Reserve  district  where  the  bank  la  located  •  •  •. 

So  that  is  right. 

Mr.  Patman.  So  where  there  is  a  specific  State  law  allowing  the 
banks  to  charge,  say,  up  to  10  percent,  national  banks  can  charge 
the  same  as  State  banks,  but  where  there  is  no  specific  State  law  as 
to  the  amount,  national  banks  are  restricted  to  7  percent. 

Mr.  Gidney.  That  is  the  way  I  understand  it. 
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Mr.  Patman.  Are  you  familiar  with  the  Daniel's  case,  dealing  with 
«onditional  sales  contracts  ? 

Mr.  Gh>net.  The  Daniel's  case*    I  am  not  familiar  with  it 

Mr.  Patman.  Will  you  let  counsel  answer,  please  1 
'  Mr.  Gidnkt.  Yes,  indeed. 

Mr.  Englebt.  Yes,  sir ;  I  am  familiar  with  that  case. 

Mr.  Patman.  What  is  that  easel 

Mr.  Englebt.  Well,  that  case  really  doesn't  pertain  to  this  section 
except  that  there  was  one  sentence  in  it  which  referred  to  the  question 
in  this  section. 

Mr.  Patman.  Where  did  that  case  originate! 

Mr.  Englebt.  In  Alabama,  fifth  circuit 

Mr.  Patman.  Birmingham  ? 

Mr.  Englebt.  I  think  so. 

Mr.  Patman.  It  involved  conditional  Bales  contracts,  did  it  not! 

Mr.  Englekt.  I  believe  so. 

Mr.  Patman.  Which  courts  had  it  gone  through  ? 
■    Mr.  Englebt.  The  ultimate  decision  was  in  the  Court  of  Appeals 
for  the  Fifth  Circuit.     I  assume  it  went  through  the  district  court 

Mr.  Patman.  It  was  not  eligible  to  go  on  certiorari  to  the  Supreme 
Court,  was  it?     I  mean,  it  did  not  go  to  the  Supreme  Court? 

Mr.  Enolert.  It  did  not. 

Mr.  Patman.  It  was  a  final  decision  of  the  circuit  court  of  appeals? 

Mr.  Englert.  That  is  right. 

Mr.  Patman.  That  case  involved  a  national  bank,  did  it  not? 

Mr.  Englert.  Yes,  sir. 

Mr.  Patman.  And  it  involved  conditional  sales  contracts? 

Mr.  Englert.  That  is  right. 

Mr.  Patman.  It  involved  a  contract  where  an  original  purchaser  of 
a  truck  bought  the  truck  from  the  dealer,  and  the  contract,  it  was 
alleged,  was  loaded  with  insurance  and  different  kinds  of  interest  and 
everything,  and  the  interest  rate  was  alleged  to  be  excessive.  That  is 
correct,  is  it  not? 

Mr.  Englert.  That  is  right 

Mr.  Patman.  It  was  finally  determined  in  that  case  that  that  was 
a  usurious  contract  was  it  not  ? 
.  Mr.  Englert.  That  is  correct 

Mr.  Patman.  And  the  national  bank  was  in  violation  of  the  State 
law,  isn't  that  right? 
.  Mr.  Englert.  That  is  correct,  but  the  decision 

Mr.  Patman.  If  this  bill  passes,  would  that  be  legal? 

Mr.  Englert.  No,  sir;  not  under  that  decision.  That  decision  held 
that  the  bank  was  in  on  the  transaction  from  the  inception  and  there- 
fore this  was  a  charge  of  interest,  insofar  as  the  maker  was  concerned. 

This  change  that  would  be  made  in  this  section  would  have  no  effect 
whatsoever  on  that  decision. 

Mr.  Patman.  Well,  let's  go  at  it  from  a  different  angle. 

You  are  correct  that  the  bank  was  alleged  to  be*  in  it  from  the 
inception,  and  therefore  it  was  privy  to  the  contract 

Let  us  assume  that  this  same  purchaser  goes  to  another  dealer, 
buys  a  truck  under  the  same  circumstances,  and  then  this  dealer  after 
he  makes  the  trade  with  this  buyer,  takes  this  conditional  sales  con- 
tract, although  it  provides  for  usurious  interest,  he  carries  it  across 
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town  and  sells  it  to  a  national  bank,  if  the  law  is  changed  as  it  is 
contemplated  here,  that  would  not  be  in  violation  of  the  law,  would  itf 

Mr.  Englert.  That  would  depend  on  the  law  of  the  State  of  Ala- 
bama. 

Mr.  Patman.  I  say,  as  long  as  the  State  permitted  it,  it  would  be  all 
tight  for  the  national  bank! 

Mr.  Englert.  If  a  State  bank  could  buy  this  contract  and  it  would 
be  legal,  under  this  provision  it  would  be  legal  for  a  national  bank. 

Mr.  Patman.  But  suppose  the  interest  rate  is  25  percent — I  want  to 
sisk  Mr.  Gidney  this  quest  ion — and  that  is  an  immoral  rate.  Everyone 
will  agree  to  mat.  Just  because  the  State-  of  Alabama,  we  will  say, 
might  permit  an  immoral  rate  to  be  charged,  why  should  be  insist  on 
national  laws  being  on  a  purity  with  State  Taws  that  permit  an  immoral 
rule  of  interest? 

Tn  other  words,  why  should  we  insist  upon  immorality  being  allowed 
to  compete  in  immorality?    How  do  you  justify  that,  Mr.  GHdneyf 

Mr.  Gidkky.  I  am  just  a  bank  supervisor,  not  a  clergyman. 

Mr.  Patman.  I  know,  but  you  have  certain  ideas  about  things  like 
this. 

Mr.  Gidxky.  Yes,  sir;  I  have. 

Mr.  Patman.  Von  are  a  man  of  good  judgment. 

Mr.  Gidney.  Thank  you. 

Mr.  Patman.  And  you  mean  to  do  right,  and  you  don't  want  to  cheat 
your  neighbor,  and  knowing  that  you  believe  in  the  Golden  Rule,  and 
possibly  the  Sermon  on  the  Mount,  and  the  Ten  Commandments,  why, 
T  feel  that  you  are  qualified  to  answer  that. 

Don't  you  think  it  is  wrong  for  us  to  insist  upon  a  parity  with  State 
banks  for  the  purpose  of  competing  with  immorality? 

Mr.  Gidnby.  1  must  certainly  be  against  sin. 

Mr.  Patman.  Well,  why  are  yon  advocating  sin  here,  then?  Yon 
are  advocating  sin,  Mr.  Gidney. 

Mr.  Gidney.  The  definition  of  "sin"  in  this  case,  it  seems  to  me, 
lies  in  the  States. 

Mr.  Patman.  I  know,  but  since  you  are  insisting  upon  being1  able  to 
Ho  the  same  sinful  thing  that  the  Stat*  does,  you  are  advocating  sin. 

Mr.  Gidney.  Who  am  I  to  pass  upon  whether  it  is  sin  or  not ?  If  the 
State  of  Texas  or  the  State  of  Alabama  says  it  is  all  right,  or  the  State 
of  New  Jersey 

Mr.  Patman.  I  know:  it  is  all  right  from  vour  viewpoint  to  say 
that  is  a  matter  for  the  State,  but  you  are  insisting  on  coming  in  on  it 
You  are  demanding  »  part  of  the  loot. 

Mr.  Gidney.  1  think  our  hanks  should  have  the  same  rights  in  this 
matter. 

Mr.  Patman.  Even  though  it  is  immoral? 

Mr.  Gidney.  It  hasn't  been  established,  the  immorality— 

Mr.  Patman.  Well,  25  percent  interest  is  immoral;  isn't  it,  Mr. 
Gidney? 

Mr.  Gidnby.  I  would  probably  have  to  agree  with  that. 

Mr.  Patman.  Well,  all  right,  you  admit  that.  25  percent  is  immoral. 
I'nder  this  provision  25  percent  interest  could  lie  collected,  could  it 
not  i 

Mr.  Gioney.  There  isn't  any  State  where  you  can  get  2B  percent  on 
a  straight  basis. 
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Mr.  Patman.  Well,  we  are  not  so  naive  as  to  think  that  they  don't 
have  ways  of  doing  it  ( 

Mr.  Gidney.  Ifyou  were  to  buy  a  turnpike  bond  at  about  50  cents 
on  the  dollar  today 

Mr.  Patman.  I  am  not  talking  about  turnpike  bonds. 

Mr.  Gidney.  Well,  would  that  be  immoral! 

Mr.  Patman.  No;  that  is  not  the  same  thing  at  all.  That  is  an 
open  market,  purchase  and  sale. 

Mr.  Gidney.  Selling  an  asset? 

Mr.  Patman.  This  is  not  in  the  open  market,  it  is  negotiated,  catch- 
ing a  fellow  in  distress,  sometimes.     It  is  a  kind  of  a  shotgun  loan. 
^Mr.  Gidney.  I  really  have  a  great  deal  of  appreciation  of  some  of 
the  possibilities,  because  I  don't  like  gouging,  and  we  certainly  pass 
the  word  out,  and  have  made  comments  on  the  subject  in  some  addresses. 

Mr.  Patman.  But,  Mr.  Gidney 

Mr.  Gidney*.  Hut  this  doesn't  have  to  go  up  to  25  percent.  It 
happened  in  that  case.  These  things  may  be  bought  at  a  rate  that 
is  nigh.  If  the  State  says  this  is  allowable,  you  have  allowed  the 
States  to  name  the  rates  otherwise.  I  think  we  should — we  should 
bring  with  us  perhaps  a  list  of  the  legal  rates.  Some  of  those  legal 
rates,  I  think,  are  high.     But  the  States  have  fixed  them. 

If  Congress  wants  to  fix  them  for  all  banks,  perhaps  that  would 
be  desirable.  Perhaps  you  should  undertake  to  extend  jurisdiction 
and  fix  a  rate  for  everyone,  so  there  couldn't  be  any  of  this  immorality 
anywhere. 

Mr.  Patman.  Well,  I  insist  on  staying  with  the  subject  and  not 
getting  off  on  that,  Mr.  Gidney.  Of  course,  it  is  related.  I  grant 
you  that. 

But  may  I  ask  you  this  question :  You  concede  that  a  25-percent 
interest  rate  is  certainly  an  immoral  rate.  I  think  even  a  15-percent 
interest  rate  would  be  immoral:  don't  you,  Mr.  Gidney? 

Mr.  Gdjney.  Well,  I  am  not  going  to  give  you  a  scale  of  charges  for 
immorality.     I  don't  know.     We  have  State  laws 

Mr.  Patman.  Well,  now,  just  one  thing :  Isn't  it  a  fact  that  although 
you  admit  that  some  of  the  States  would  allow  an  interest  rate  which 
you  would  consider  an  immoral  rate,  because  the  State  banks  are 
allowed  such  a  rate  in  that  State.  Yon  are  demanding  for  the  national 
banks  the  same  privilege  of  gouging  that  the  State  banks  are  allowed? 

Now,  saying  it  simply;  isn't  that  the  truth? 

Mr.  Gidney.  I  think  national  banks  should  be  on  a  basis  of  equality 
with  State  banks. 

Mr.  Patman.  Even  in  a  matter  of  immorality? 

Mr.  Gidney.  And  I  would  do  my  best  to  see  there  is  -no  gouging 
or  immorality.  And  of  course  just  fixing  on  a  figure  or  a  rate,  what 
about  these  rates  which  are  designed  to  take  people  out  of  the  hands 
of  loan  sharks,  where  you  get  up  to  2^2  percent  a  month,  or  30  percent, 
on  the  first  $300,  and  so  on  ? 

Mr.  Mui-ter.  Even  as  high  as  3  percent. 

Mr.  Gidney.  That  is  a  little  more  immoral.  And  I  think  as  you 
go  from  the  District,  us  yon  ride  out  toward  Maryland,  when  you 
cross  the  District  line,  you  will  see  a  row  of  loan  offices. 

Well,  Mr.  Patman,  we  are  trying  to  keep  our  banks  moral. 

Mr.  Patman.  Well,  it  looks  to  me  as  if  you  nre  tryitigto  muscle  in 
on  an  immoral  deal  here. 
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Mr.  Gtoney.  This  was  not  put  in  at  our  instance. 

Mr.  Patman.  But  you  are  defending  it.     You  are  for  it. 

Mr.  Gidney.  I  am  defending  it;  yes,  sir. 
Mr.  Patman.  I  don't  think  you  ought  to  be  for  it 
1  yield  to  Dr.  Talle.  If  it  is  all  right,  Mr.  Chairman,  but  I  don't 
want  to  lose  my  place. 

Mr.  Talle.  t  won't  attempt  to  take  it. 

iK  /jl  ,of  the  scie»ce  of  economics,  Adam  Smith,  wrote  his 
celebrated  book,  titled,  "The  Wealth  of  Nations,"  in  1776. 

uerore  writing  that  book,  he  wrote  a  book  bearing  the  title  "Theory 
oi  moral  Sentiments."  It  seems  to  mB  that  this  morning  we  an 
this  bif]  W       the  theorv  of  moral  sentiments  instead  of  dealing  with 

tip  until  fairly  recently,  small  loans  in  the  State  of  Pennsylvania 
commanded  a  rate  as  high  as  5  percent  a  month.  That  would  be  CO 
percent  a  year.  That  would  be  excessive  moral  turpitude,  then, 
irouidnt  it  ?  And  many  of  our  States  permit  a  rate  of  3%  per  month 
pll  small  loans,  which  is  42  percent  a  year.  So  we  must  keep  in  mind 
the  factors  that  enter  into  the  going  rates.  The  risk  involved  is 
certainly  a  very  important  factor.  There  may  be  a  lot  of  people  who 
would  be  unwilling  to  lend  money  to  some  eager  borrower  at  3%  per- 
cent ft  month.    It  depends  on  the  circumstances. 

Mr.  Patman.  If  this  bill  is  enacted  into  law,  would  it  permit  a 
national  bank  to  charge  3%  percent  a  month  where  a  State  law  per- 
mitted it,  Mr.  Gidney?  Such  as,  for  example,  in  Virginia,  where 
it  is  3  percent  a  month,  would  it  permit  national  banks  to  charge  that, 
too? 

Mr.  Gidney.  Would  you  answer  that,  Mr.  Englert  ! 

Mr.  Englert.  I  was  just  going  to  say  these  rates  of  interest,  3 
percent  a  month,  and  so  forth,  apply  primarily  to  installment  loans. 
That  is  a  different  thing. 

Mr.  Gidnet.  Personal  loans,  not  necessarily  installment  loans. 

Mr.  Patman.  Well,  national  banks  make  personal  loans. 

Mr.  Gidney.  But  they  have  not  been — they  have  not  been  able  to 
make  that  type  of  charge. 

Mr.  Patman.  I  know,  but  under  this  bill  they  would  be,  wouldn't 
they,  if  it  is  enacted  into  law? 

iClr.  Gidney.  If  the  State  bank  were  allowed  to,  yeB,  sir. 

Mr.  Patman,  In  other  words,  this  bill  will  permit  the  national 


banks  to  charge  the  same  high  rates  that  are  charged  in  any  State, 
by  a  State  bank. 

Mr.  Multer.  May  I  suggest 

Mr.  Patman.  That  is  right,  isn't  it,  Mr.  Gidney!  Let  me  get  this 
answer  to  that. 

Mr.  Gidney.  I  missed  some  of  that,  I  think. 

Mr.  Patman.  That  is  correct,  isn't  it! 

Mr.  Gidnet.  That  they  can  charge  what  a  State  bank  can  charge! 

Sir.  Patman.  That  is  right,  regardless  of  rate! 

Mr.GiDNEY.  That  I  believe  is  true. 

Mr.  Multer.  Mr.  Patman,  may  I  suggest  that  as  I  read  the  stat- 
ute, it  doesn't  limit  it  to  what  a  State  bank  may  charge.  This  says 
the  national  bunk  may  charge  anything  that  a  State  law  permits. 
So  whether  it  is  permitted  to  a  personal  loan  company  or  a  pawn- 


,yGoogIe 


FINANCIAL   INSTITUTIONS   ACT   OF    1057  265 

broker  or  any  lender,  bank  or  otherwise,  whatever  the  maximum  rate  is, 
that  may  be  charged  under  State  law,  a  national  bank  can  charge  it 
if  this  bill  prevails. 

Mrs.  Griffiths.  Mr.  Chairman,  will  you  yield  I 

Mr.  Patman.  With  permission  of  the  chairman,  I  will  be  very  glad 
to  yield,  Mrs.  Griffiths. 

The  Chairman.  Mrs.  Griffiths. 

Mrs.  Griffiths.  May  I  ask,  do  you  contemplate  that  this  will  put 
national  banks  in  a  better  competitive  position  ! 

Mr.  Gidnet.  This  bill,  this  provision,  I  believe,  was  asked  for 
by  some  of  the  people  who  have  national  banks.  We  do  not  see 
objection  to  it.  We  think  it  does  put  them  in  a  better  position,  be- 
cause it  puts  them  in  equal  position  with  State  banks. 

Mrs.  Griffiths.  Well,  are  national  banks  decreasing  because  they 
are  not  in  such  good  competitive  position! 

Mr.  Gidnet.  They  have  decreased  some  in  number.  They  are 
holding  their  own  very  well. 

Mrs.  Griffiths.  Are  they  decreasing  because  of  this  or  other 
factors? 

Mr.  Gidnet.  Oh,  this  is  a  small  part.  I  don't  think  so.  I  don't 
think  it  is  that  big. 

Mrs.  Griffiths.  They  are  decreasing  because  they  are  merging? 

Mr.  Gidnet.  Well,  they  are  not  decreasing  in  importance  as  a  rela- 
tive part  of  the  banking  business.  They  are  holding  their  own  very 
nicely.  But  in  numbers  they  have  gone  down  somewhat,  as  State  banks 
have,  also. 

Mrs.  Griffiths.  Because  of  mergers,  isn't  it? 

Mr.  Gidnet.  Mergers  have  accomplished  that  to  some  degree. 
■    Mrs.  Griffiths.  What  do  the  mergers  do  to  enhance  their  competi- 
tive position!    Why  does  it  pnt  them  in  a  better  position  to  merge! 

Mr.  Gidnet.  Well,  that  would  depend  on  the  circumstances,  loca- 
tion, and  all  those  things.  A  bank  may  merge  and  acquire,  in  a  branch 
State,  of  course,  outlying  banks,  and  become  larger.  They  will  prob- 
ably increase  their  capital  funds  and  therefore  their  legal  loan  limit. 
They  increase  the  number  of  outlets  and  inlets  through  which  they 
acquire  deposits  and  make  loans. 

Very  often,  in  those  cases,  they  make  more  loans  through  one  of 
those  offices  or  branches  than  they  receive  deposits  there.  In  other 
words,  with  the  larger  company,  with  a  larger  bank,  they  can  lend 
twice  as  much  in  that  particular  area  as  they  nave  in  deposits  from  it. 

Mrs.  Griffiths.  It  gives  them  a  better  advertising  base. 

Mr.  Gidnet.  Well,  I  think  it  does,  that  is  true.  At  least  they  have 
many  things  which  they  feel  are  advantageous. 

Mrs.  Griffiths.  But  if  the  national  banks  don't  have  this  particular 
provision,  they  are  not  going  to  go  out  of  business? 

Mr.  GmNEY.  I  think  I  can  assure  you  that  is  true.  This  is  not 
something  we  introduced,  but  we  think  it  is  fair. 

Mr.  Patman.  I  understand,  Mr.  Gidney,  you  did  not  propose  it,  but 
you  are  for  it.    That  is  the  reason  I  am  asking  you  these  questions. 

Mr.  Gidnet.  I  am  for  it  on  the  ground  that  the  national  bank  ought 
to  have  competitive  equality  with  the  State  bank. 

Mr.  Patman.  Of  course,  I  think  you  are  wrong,  because  I  don't 
think  we  should  insist  on  competing  in  immorality. 
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Mr.  Gidxey.  Then  we  ought  to  do  something  to  cure  the  immorality 
fit  the  source,  if  we  could.   We  don't  have  that  power. 

Mr.  Patmax.  In  other  words,  if  the  States  don't  cure  it  for  the  State 
banks — — 

Mr.  Giiixky.  Perhaps  you  should  cure  it.  Perhaps  you  should  un- 
dertake to  cure  it. 

The  Chairman.  Mr.  Giduey,  do  you  think  national  bunks  ought 
to  he  able  to  make  3  percent,  a  month  on  loans? 

Mr.  Gidxey.  No,  sir. 

The  Chairman.  l)o  you  think  they  could  do  that  and  maintain 
their  self-respect? 

Mr.  Gidxey.  I  think  they  could  not.  We  have  had  pressed  to  onr 
attention  for  a  matter  of  16  or  17  years  a  proposal  whereby  the  bank, 
in  addition  to  its  regular  discount  rate,  which  works  out  at  about  10 
percent,  there  would  be  payment  for  the  services  of  a  surety  company 
to  sort  of  accumulate  a  fund  to  guarantee  the  safety. 

I  signed  a  letter  yesterday  saying  that  We  could  not  go  along  with 
that  because  it  would  bring  the  cost  up  to  22  percent. 

The  eariler  plans  had  been  20  percent. 

We  have  no  knowledge  of  national  banks  getting  anything  as  high 
>is  that,  although  some  of  these  plans  for  installment  loans  that  run 
for  long  periods  of  time,  and  take  interest  out  in  advance,  do  ran  up 
to  very  high  rates — higher  than  I  like  and  higher  than  I  think  should 
1«  charged.    The  FHA,  title  I  loans  ran  up  quite  high  rates. 

Mr.  Tai.lk.  Mr.  Chairman,  I  left  out  one  point.  We  should  re- 
member, shouldn't  we,  that  there  are  several  rates  that  are  charged 
by  lenders. 

Mr.  GinxKY.  Yes. 

Mr.  Tai.i.e.  And  of  course  these  institutions  that  charge  8^  to  5 
percent  a  month  are  not  commercial  banking  institutions. 

Mr.  Gidxey.  They  are  personal  loan  companies. 

Mr.  Tai.i.e.  That  is  right.  They  have  their  rates  but  they  are  not 
rates  charged  by  commercial  banks. 

Mr.  Patmax.  But  commercial  banks  may  charge  them  if  other 
finance  companies  do.    You  agree  to  that,  do  you  not? 

Mr.  Tai.i.e.  Xo.  Those  rates  are  not  charged  in  commercial  bank- 
ing. 

Mr.  Patmax.  Is  that  your  view ! 

Mi-.Talu,  Yes. 

Mr.  Patmax.  Do  you  mean  to  say  if  State  laws  permit  personal 
finance  companies  to  charge  '■'>  percent  a  month,  they  do  not  permit 
commercial  banks  to  charge  the  same  interest  for  the  same  type  of  in- 
stallment paper? 

Mr.  Kii.ihrx.  Will  you  yield! 

Mr.  Patmax.  I  yield. 

Mr.  Xii-bchx.  As  I  understand  it,  the  finance  company  right,  in  my 
town  charges  what  I  think  is  about  24  percent  on  the  dollars  that  they 
loan.  We  had  to  get  a  charter,  or  permission  from  the  State  super- 
visory authority  to  start  a  small  loan  department  and  we  are  limited 
to  a  fi- percent  discount  rate,  which  means  al>out  12  percent. 

Mr.  Patmax.  Payable  monthly. 

Mr.  Kimiucx.  It  is  paid  monthly,  but  yon  discount  it  at  6  percent. 

Mr.  Patmax.  That  makes  it  about  12  percent.    Six  percent  r 
it  about  12  percent. 
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Mr.  Kelbtjkn.  Yes,  and  I  might  add  that  we  analyze  our  costs  on 
those  loans,  and  we  net,  after  expenses,  about  four  and  a  half,  because 
of  the  people  we  have  to  hire  to  go  out  and  collect  them. 

Mr.  Patman.  Under  the  present  law,  Mr.  Gidney,  a  national  bank 
in  Virginia  cannot  charge  more  than  7  percent.    Is  that  correct? 
..,  Mr.  Gidney.  I  don't  know  what  the  laws  of  Virginia  are.    I  know 
something  about  the  laws  of  New  York  State,  and  we  have  a  member 
who  could  help  us. 

The  national  bank  which  might  be  your  competitor  Mr.  Kilburn — 
perhaps  there  is  still  one  up  there — can  charge  just  what  you  can 
charge,  and  as  you  say,  I  think  that  the  highest  they  can  get  in  New 
York  State  is  12  percent  on  the  unpaid  balance.  That  is  6  percent 
discount  on  the  face  of  the  obligation,  and  that  works  out  to  12  percent 
on  the  unpaid  balance.  That  is  the  highest  rate  that  I  happen  to  have 
personal  recollection  of  that  national  banks  get. 

I  might  be  wrong,  because  I  don't  know  every  nook  and  corner. 

Mr.  Patman.  Now  since  you  have  all  the  basic  information  about 
banks,  I  wish  you  would  furnish  for  the  record,  Mr.  Gidney,  an 
analysis  of  the  different  State  laws  on  usury  and  interest-  rates  which 
may  be  charged.  I  would  want  that  to  include  conditional  sales  con- 
tracts, and  installment  purchases,  the  legal  rate  and  the  contractual 
rate,  and  anything  else  that  is  relevant  to  the  determination  of  a  rate 
that  may  be  charged  in  that  State, 

Mr.  Gidney.  We  will  see  what  we  can  do  on  that.  That  will  take 
a  little  time,  of  course. 

Mr.  Patman.  Of  course,  Iknow  you  have  that  information,  because 
you  keep  it  all  the  time,don't  you  ? 

Mr.  Gidney.  I  don't  think  we  keep  that  assembled  and  in  current 
form,  do  we,  Mr.  Englert? 

Mr.  Enoi.ert.  Not  in  the  Washington  office. 

Mr.  Patman.  But  it  could  be  compiled. 

Mr.  Gidney.  I  think  so,  yes. 

Mr.  Patman.  I  know  it  would  be  helpful  to  me. 

Mr.  Gdjney.  It  would  be  interesting. 

(The  information  above  referred  to  appears  at  p.  621.) 

Mr.  Patman.  It  is  conceded  that  in  a  State  where  there  is  no  rate 
set  by  State  law,  the  national  banks  are  restricted  to  7  percent. 

Mr.  Gidney.  That  is  the  way  I  understand  it. 

Mr.  Patman.  And  if  this  bill  is  passed  it  will  take  that  7  percent 
■  lidoff. 

Mr.  GtDNEY.  No,  sir. 

Mr.  Patman.  On,  yes. 

Mr.  Jennings.  Only  as  to  discount,  sir.  This  only  pertains  to  dis- 
count, not  interest. 

Mr.  Patman.  I  know.     But  that,  is  the  same  thing. 

Mr.  Gidney.  This  particular  thing  pertains  to  purchase  of  paper. 

Mr.  Patman.  I  understand. 

Mr.  Gidney.  And'  would  only  be  effective  if  the  State  law  per- 
mitted it. 

Mr.  Patman.  Let  me  make  this  plain  and  then  I  will  be  through, 
Mr:  Chairman. 

I  have  written  a  statement  on  this  matter.  I  want  to  make  this 
point  clear  for  the  record,  because  I  consider  this  one  of  the  most  im- 
poitant  parts  of  this  bill. 
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I  think  this  designates  this  bill  as  a  high-interest  bill,  regardless 
of  what  the  intentions  were  of  the  people  who  wrote  it.  I  am  cer- 
tainly not  impugning  the  motives  of  anyone  connected  with  it  either 
in  Congress  or  outside  of  Congress,  but  regardless  of  that,  this 
is  a  high  interest  bill  that  takes  the  limit  off,  in  many  instances,  and 
permits  an  interest  charge  that  is  against  conscience  and  immoral 
on  the.  fallacious  theory,  from  my  standpoint,  that  because  a  State 
bonk  can  charge  an  immoral  rate,  we  should  demand  the  right  for  a 
national  bank  to  charge  the  same  immoral  rate. 

In  other  words,  because  a  State  bank  has  the  privilege  to  gouge, 
we  are  demanding  for  the  national  banks  the  privilege  to  gouge. 

Now  I  will  read  these  questions  off,  so  we  can  get  them  down  for  the 
record. 

Where  there  is  specific  State  law,  State  law  applies  to  national 
banks.     We  agree  to  that,  don't  we  ? 

Mr.  Gidnet.  On  the  matter  of  interest. 

Mr.  Patman.  That  is  right,  I  am  talking  about  interest. 

Mr.  Gidnet.  That  is  right. 

Mr.  Patman-.  Where  thero  is  no  specific  State  maximum,  then,  the 
maximum  specified  in  the  National  Bank  Act  applies,  which  is  7  per- 
cent. 

Mr.  Gidnet.  That  is  right. 

Mr.  Patman.  Under  this  principle,  where  a  State  law  does  not  de- 
fine a  purchase  of  an  obligation  as  a  loan  or  discount,  subject  to  the 
maximum  rate,  then  the  National  Bank  Act  rates  would  apply.  That 
is  correct,  is  it  not? 

Mr.  Gidnet.  I  don't  know  that  that  is  well  established,  I  think 
it  may  be  true. 

Mr.  Patman.  Well,  let  me  read  it  over,  because  I  want  this  an- 
swered definitely  one  way  or  the  other. 

Mr.  Gidxey.  I  can't  give  you  a  positive  answer  on  that. 

Mr.  Patman.  T  consider  this  most  important. 

Mr.  Gidnet.  I  can't  give  you  a  positive  answer  on  that  because 
that  is  u  matter  of  legality. 

Mr.  Patman.  Well,  I  think  you  have  answered,  I  think  Mr.  Jen- 
nings has,  too, 

Under  this  principle,  where  a  State  law  does  not  define  a  purchase 
of  an  obligation  as  a  loan  or  discount,  where  the  State  law  does  not 
define  it  as  a  loan  or  discount,  subject  to  the  maximum  rate,  then  the 
National  Bank  Act  rates  would  apply. 

Mr.  Gidnet.  There  is  some  question  about  that.  I  think  that  the 
general  practice  and  belief  is  that  the  national  would  be  able  to  buy 
it,  but  I  understand  there  is  some  question  about  it,  from  counsel. 

Mr.  Patman.  Could  I  ask  counsel  that  question? 

Mr.  Gidnet,  Certainly. 

Mr.  Patman.  Let  me  read  this  over.  I  want  a  specific  answer  to 
this,  a  "Yes"  or  "No"  answer. 

Under  this  principle,  where  a  State  law  does  not  define  a  purchase 
of  an  obligation  as  a  loan  or  a  discount,  subject  to  the  maximum  rate. 
then  the  National  Bank  Act  rates  would  apply. 

Mr.  Englert.  If  you  are  talking  about  the  7  percent  rate,  Mr. 
Patman,  I  think  there  is  some  question  about  that;  a  question  raised 
in  part  by  the  Daniels  case. 
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Mr.  Patman.  I  will  pasa  it  over  for  the  present  until  we  have 
gotten  answers  to  the  others.  But  I  cant  see  why  yon  should  qualify 
that  answer. 

This  bill  reverses  the  principle,  however,  and  provides  that  unless 
a  State  law  specifically  places  a  maximum  rate  on  such  purchases  of 
obligations,  then  the  absence  of  State  law  will  then  provide  an 
absence  of  Federal  law.    Is  that  correct  ? 

Mr.  Gidney.  I  think  I  could  best  answer  that  by  reading  what  this 
says: 

The  purchase  of  obligations  or  evidences  of  Indebtedness  from  the  actual 
owner  thereof  shall  not  for  the  purposes  of  this  section  be  deemed  a  loan  or 
discount  If  such  purchase  would  not  under  the  law  of  the  State  In  which  the 
bank  Is  located  be  deemed  a  loon  or  extension  of  credit  subject  to  the  Interest 
or  usury  statutes  of  such  State. 

Mr.  Patman.  It  is  very  plain.  It  was  suggested  to  the  Senate 
Banking  Committee  by  Mr.  Craven  that  that  provision  be  inserted 
in  the  bill. 

Mr.  Gn>NBT.  I  don't  know  whether  it  was  Mr.  Craven  or  someone 
else. 

Mr.  Patman.  He  was  the  spokesman  for  the  advisory  group. 

Mr.  GmNEY.  Yes. 

Mr.  Patman.  And  he  is  the  one  who  suggested  that  language,  if  I 
understand  it  correctly. 

Mr.  Gtdney.  That  may  well  be. 

Mr.  Patman.  And  that  makes  it  very  plain. 

Mr.  Gidney.  Yes,  sir. 

Mr.  Patman,  Makes  it  very  plain. 

Mr.  Gidney.  Yes. 

Mr.  Patman.  All  right.  We  know  in  a  general  way  that  State 
laws  have,  for  the  most  part,  been  interpreted  as  not  applying  to, 
first,  purchases  of  obligations  made  by  others  where  the  original 
obligation  was  legal. 

Next,  with  respect  to  conditional  sales  contracts,  most  State  laws 
have  generally  been  interpreted  as  not  applying  to  this  loan  device. 

Recently,  however,  a  Federal  court  held  that  in  the  instance  of 
conditional  sales  contracts — that  was  the  Daniel's  case— where  there  is 
no  State  maximum  the  National  Bank  Act  maximum  applies. 

Now,  here  is  the  conclusion  that  I  want  to  draw  on  this,  Mr.  Gidney. 
The  present  principle  of  our  National  Bank  Act  is  this:  where  there 
is  no  State  maximum,  there  shall  be  a  Federal  maximum,  and  that 
Federal  maximum  shall  be  7  percent.  Now  there  is  no  difference 
between  us  about  that,  is  there  I 

Mr.  Gidney.  On  the  type  of  things  to  which  it  applies. 

Mr.  Patman.  I  am  talking  about  under  existing  law. 

Mr.  Gidney.  Yea. 

Mr.  Patman.  Now 

Mr.  GmNEY.  Where  applicable. 

Mr.  Patman.  Where  mere  is  no  State  maximum,  the  national  banks 
are  restricted  to  7  percent,  aren't  they  3 

Mr.  GmNEY.  Seven  percent  on  a  loan. 

Mr.  Patman.  That  is  right.  So  there  is  no  difference  between  us 
on  that. 
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Now  then,  if  this  bill  is  enacted  into  law,  our  principle  then  will  be 
I  his:  where  there  is  no  State  maximum,  there  shall  be  no  Fedenl 
maximum.    Isn't  that  correct? 

Mr.  Gidney.  Xo,  I  dont  think  that  is  correct. 

Mr.  Patman.  I  don't  see  how  you  can  say  that,  Mr.  Gidncy.  Yon 
said  a  while  ago 

Mr.  Gidney.  The  point  is  you  are  talking  about  a  different  breed  of 
cats.  These  purchases  are  a  different  tiling.  Just  as  there  are  differ- 
ences in  the  personal  loans. 

Mr.  Patman.  Well,  you  admit  in  the  first  place,  that  where  there 
is  no  State  maximum,  there  shall  he  a  Federal  maximum,  and  that 
Federal  maximum  is  7  percent  under  existing  law. 

Now,  then,  if  we  change  the  law  as  the  bill  provides,  then  if  there 
is  no  State  maximum,  there  will  be  no  Federal  maximum.  In  other 
words,  you  wipe  out  that  7  percent  limitation. 

Mr.  Gidney.  That  is  not  correct  because  on  loans  we  do  not.  When 
no  rate  is  fixed  by  Hie  laws  of  the  State  the  bank  may  take,  receive,  or 
reserve,  or  charge  a  rate  not  exceeding  7  percent.  Then  this  is  t 
different  type  of  thing. 

Mr.  Patman.  I#t  me  change  the  wording  of  my  statement  to  get  it 
specific  to  a  point  where  you  will  agree  to  it. 

Suppose  that  wo  omit  any  reference  to  direct  loans — which  I  am 
sine  you  are  talking  about.  .lust  with  reference  to  conditional  Bales 
contracts,  if  this  bill  passed,  there  would  be  no  Federal  maximum, 
where  there  is  no  State  maximum,  is  that  right? 

Mr.  Gidnkv.  That  is  for  the  purchase. 

Mr.  Patman.  That  is  right. 

Mr.  Gidney.  That  is  the  purchase  of  nil  asset. 

Mr.  Patman.  That  is  right. 

Mr.  Gidney.  Not  making  a  loan. 

Mr.  Patman.  Purchasing  it  from  another  person. 

Mr.  Gidnkv.  Purchase  of  an  asset :  a  different  matter  than  making 
a  loan. 

Mr.  Patman.  In  other  words,  an  obligation  that  is  made  to  one 
person  and  sold  by  one  person  to  the  national  bank. 

Mr.  Gidney.  Yes. 

Mr.  Patman.  Then  there  is  no  maximum? 

Mr.  Gidney.  It  would  not  be  deemed  to  1«  a  loan  or  discount  if  it 
would  not  bo  under  State  law. 

Mi-.  Patman.  In  other  words,  there  would  l>e  no  maximum. 

Mr.  Gidney.  The  maximum  of  loans  or  discounts  would  not  apply. 

Mr.  Patman.  The  7  percent  would  be  out. 

Mr.  Gidney.  The  maximum  for  loans  and  discounts  would  not 
r.pply. 

Mr.  Patman.  That  is  right,  they  would  not  apply.    All  right. 

Mr.  Kn.m UN.  May  1  ask  you  a  question  '. 

Mr.  Patman.  I  aiii  willing  to  yield  the  door  for  the  present.  I  will 
wait  until  the  others  get  through. 

The  Chairman.  Mr.  Kilhurn. 

Mr.  KiMU'itK.  If  I  understand  your  line  of  questioning,  there  is  an 
entirely  different  status  of  a  loan  that  h  bank  makes  and  something 
that  a  bank  purchases.  I  have  seen  loans — ;"i  percent  bonds,  for  exam- 
ple — which  have  a  coupon  of  "i  percent,  and  they  pay  their  coupons.    I 
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have  seen  them  go  down  to  35.  If  a  bank  bought  that  bond  at  35,  they 
would  be  getting  a  rate  of  around  15  percent,  or  14  percent. 

Mr.  Patman.  There  is  a  big  difference  there,  Mr.  Kilbnrn. 

Mr.  Kh,bcbs.  That  is  what  I  maintain.  If  they  had  made  the  loan, 
originally  of  a  hundred  cents  on  the  dollar,  of  course,  they  would  be 
getting  5  percent. 

Mr.  Patman.  The  difference  is  one  in  the  open  competitive  market, 
like  the  West  Virginia  Turnpike  bonds,  and  the  other  is  a  negotiated 
sale  between  parties,  privately,  in  which  one  party  has  the  advantage 
over  the  other,  maybe. 

Mr.  GinNEr.  Maybe. 

Mr.  Patman.  It  is  certainly  not  in  the  open  competitive  market. 

Mr.  Betts.  Mr.  Chairman. 

The  Chairman.  Mr.  .Betts. 

Mr.  Betts.  I  would  just  like  to  make  this  observation.  As  I  under- 
stand it,  Mr.  Patman  is  taking  the  position  that  the  State  law — if  the 
State  law  is  immoral  as  far  as  interest  is  concerned,  we  shouldn't  per- 
mit national  banks  to  charge  that  high  a  rate.  It  occurs  to  me  that 
State  legislators  are  bound  oy  the  same  code  of  morals  as  Congress- 
men are.  I  don't  see  any  any  reason  why  we  should  consider  ourselves 
holier  than  State  legislators,  and  I  don't  see  why  we  should  sit  in 
judgment  on  what  the  qualified,  legally  constituted  State  legislature 
thinks  is  a  proper  rate  of  interest  in  that  State. 

I  think  if  you  believe  in  States  rights,  as  I  thought  Mr.  Patman 
did,  you  would  have  to  follow  that  principle.  It  isn't  a  question  of 
what  we  think  is  proper  in  the  State  of  Alabama.  It  is  a  question  of 
what  they  think  is  right  down  there.  It  seems  to  me  it  is  a  relative 
proposition. 

Mr.  Gibney.  I  think  that  the  basis  of  the  rate  allowed  by  national 
banks  for  interest,  has  been  based  on  that  theory,  that  that  was  a 
matter  that  States  should  fix  if  they  wished  to  do  it,  and  as  Mr.  Pat- 
man has  pointed  out,  if  they  do  not  fix  it,  then  there  is  a  ceiling  for 
national  banks  as  to  the  loan  and  discount  rate. 

Mr.  Patman.  Under  present  law. 

Mr.  Gidnet.  Under  present  laws.  I  grew  up  in  a  State  where  the 
rate  was  7  percent.  Later  I  found  myself  in  New  York  State  where 
it  was  6  percent.  Who  is  to  say  that  New  York — must  we  assume  that 
New  York  was  more  moral  than. California  on  that?  I  hadn't  ob- 
served it,  but  perhaps  it  must  be  assumed. 

Mr.  Patman.  Well,  we  agree  that  25  percent  is  immoral. 

Mr.  Gidnet.  I  remember  during  my  boyhood,  there  was  a  local 
prosperous  money  lender,  and  my  father  told  me  he  got  24  percent 
on  his  mortgages,  and  the  family  agreed  that  was  immoral. 

So  I  think  I  would  have  to  go  along  with  you  on  the  25  percent. 

The  Chairman.  I  think  we  ought  to  stay  close  to  the  bill  at  hand 
and  not  decide  moral  questions. 

But  I  do  think  a  3-percent  rate  on  loans  wouldn't  be  charged  by  a 
respectable  national  bank. 

Mr.  Gidney.  We  have  cases  where  some  stray  sometimes,  and  we 
try  to  bring  them  back. 

Mr.  Brown.  Who  has  the  witness,  Mr.  Chairman  ? 

The  Chairman.  I  invaded  the  field  myself  temporarily,  Mr.  Brown. 

I  apologizeto  the  committee.  ' 
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Mr.  Brown.  There  is  no  reason  to  Apologize.  I  just  wanted  to  «y 
we  ought  to  get  along. 

The  Chairman.  Does  anybody  else  ask  for  recognition  ? 

Mr.  Anderson.  Mr.  Chairman. 

The  Chairman.  General  Anderson. 

Mr.  Anderson.  Mr.  Gidney,  to  return  to  the  question  I  asked  joq 
Tuesday  concerning  the  stock  option  plans. 

Mr.GmNrr.  Oh,  yes. 

Mr.  Anderson.  And  we  had  just  barely  begun  to  discuss  the  matter 
when  iny  time  ran  out. 

Mr.  Gidney.  That  is  right. 

Mr.  Anderson.  Why  do  you  feel  we  should  make  it  possible  for  na- 
tional bank  officers  to  engage  in  sucli  activities? 

Mr.  Gidney.  My  only  reason  for  thinking  it  is  desirable  would  be 
to  give  banks  the  same  opportunity  to  offer  inducements  to  obtain 
good  mnnagement  that  other  corporations  have.  That  would  be  mj 
only  reason  for  that.  This  was  not  of  our  introduction,  but  we  know 
that  its  consideration  is  important  in  the  situation  as  it  exists  today. 

Mr.  Anderson.  That  is,  you  say,  just  because  other  corporations 
have  it? 

Mr.  Gidney.  Because  we  are  in  a  competitive  field  for  labor  and 
management  just  as  we  are  for  other  things,  and  it  is  not  too  easy  to 
get  competent  management  for  banks. 

Mr.  Anderson.  I  was  favorably  impressed  by  a  remark  that  yon 
made  the  other  day  to  the  effect  that  you  were  not  asking  for  parity 
for  National  banks  with  State  banks,  simply  to  have  parity,  although 
in  your  discussion  this  morning  you  rather  discredited  the  remark 
you  made  to  me  the  other  day. 

I  would  hope  you  would  take  the  same  viewpoint  with  respect  to 
stock  options,  and  since  you  say  here  that  you  support  it,  I  would 
ask  you  to  support,  this  stock  option  on  the  basis  of  its  relative  merits. 
Could  we  go  into  that  a  little  further? 

The  question  I  was  asking  you  before  was,  why  the  proposed  legis- 
lation should  be  changed  to  refer  to  85  percent  of  the  value  at  the  .  ime 
tins  option  was  made  rather  than  85  percent  of  the  value  at  the  lime 
the  stock  was  turned  over. 

Mr.  Gidney.  Well,  now,  of  course,  85  percent — let's  look  first  at  the 
85  percent,  why  we  say  85  rather  than  100. 

That  is  to  put  a  floor  under  the  price  at  which  it  could  be  contracted 
for  to  the  man.  That  is,  we  are  not  suggesting  a  giveaway.  Maybe 
that  should  be  95  percent.  We  hope  that  the  banks  would  perhaps 
put  it  up  there.    So  that  is  the  reason  for  a  percentage  figure. 

As  I  understand,  the  essential  feature  of  a  stock  option  is  that,  as- 
suming I  have  a  job  offered  me  today — that  is  not  likely  and  is  quite 
hypothetical — thev  would  say  ''We  want  to  make  an  inducement  for 
you  to  do  well,  and  therefore  we  will  give  you  an  option  on  our  stock." 

Xow  that  stock  option,  to  mean  something,  needs  to  be  at  a  price 
fixed  at  that  time  and  not  at  some  future  time.  The  option  needs  to 
i>e  on  the  basis  of  what  is  a  reasonable  value  at  the  time  it  is  optioned. 
That  is  the  general  principle  of  the  option  plans  as  I  understand  them. 
I  am  not  an  expert  in  that  field  at  all. 

Then,  let  us  suppose  that  the  option  is  exercised  whatever  number 
of  years  later  it  is,  and  the  bank  has  done  well  enough  bo  that  the 
stock  has  become  worth  twice  what  it  was  when  the  option  was 
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granted;  then  this  officer  going  through  the  procedure  of  exercising 
the  option  would  benefit  from  what  has  happened  in  the  bank.  That 
is  what  it  is.  Today  it  ig  very  difficult  for  a  bank  officer  to  acquire,  out 
of  his  earnings,  any  important  holding  of  bank  stock,  and  yet  it  is 
rather  desirable  that  he  should  own  some. 

We  have  a  competitive  field  where  valuable  people  are  being  given 
that  kind  of  treatment  in  other  corporations.  I  say,  this  is  just  some- 
thing that  I  am  very  mildly  in  favor  of,  but  that  is  the  way  I  see  it. 

Mr.  Jennings.  I  would  like  to  add  one  point.  That  is  that  the 
proposed  bill  provides  that  shareholders  owning  two-thirds  of  the 
stock  of  the  bank  must  approve  the  stock-option  plan.  So  it  is  not  just 
being  done  by  a  small  group  of  management.  The  owners  of  two- 
thirds  of  the  stock  have  to  approve  the  plan,  as  well  as  the  comp- 
troller. 

Mr.  Gidney.  I  think  that  is  generally  done  in  corporations.  At 
least  in  the  proxy  notices  that  I  nave  seen,  which  spell  it  out,  they  do 
obtain  approval  of  the  stockholders  and  it  is  our  suggestion  that  this 
be  somewhat  restricted  and  require  the  two-thirds  vote  and  approval 
in  other  respects,  which  might  make  the  actual  handling  of  this  more 
conservative  perhaps  than  it  would  be  in  the  case  of  other  corpora- 
tions. 

We  don't  know  just  what  all  of  our  performances  would  be  on  this, 
but  we  certainly  would  want  to  keep  it  where  it  isn't  misused. 

Mr.  Anderson.  There  are  3  or  4  questions  that  arise  as  one  considers 
this. 

The  first  one  is  whether  or  not  you  would  think  that  it  is  necessarily 
in  the  best  interests  of  good  banking  that  the  bank  officers  should 
have  as  their  primary  personal  objective  the  building  up  of  the  value 
of  the  bank  stock.  Does  that  necessarily  mean  that  the  tank  is  going 
to  better  serve  the  general  public,  which  is  their  primary  job?  Their 
primary  interest  is  going  to  he  to  increase  the  value  of  the  bank 
stock,  because  then  they  can  go  and  buy  that  at  half  price. 

Mr.  Gidney.  What  you  have  in  mind  is  that  they  may  become  too 
much  interested  in  that  as  against  some  other  things? 

Mr.  Anderson.  That  is  the  point. 

Mr.  Gidney.  I  think  that  is  something  we  would  have  to  think 
about.  Those  things  all  come  in.  I  remember  another  type  of  induce- 
ment where  the  bank  officer  was  given  a  percentage  of  the  profits,  and 
he  became  so  much  interested  in  that  that  he  went  into  rather  poor 
types  of  investments.    We  have  to  watch  all  those  things. 

However,  I  think  a  well-balanced  bank  officer  is  certainly  trying  to 
build  the  value  of  the  stock  of  the  bank,  and  to  do  that  he  must 
operate  a  successful  bank,  he  must  avoid  losses,  he  must  keep  expenses 
below  income,  and  all  that.  So  it  shouldn't  be  unhealthy,  and  we 
would  try  to  keep  it  from  being  unhealthy. 

What  you  might  fear  would  be  some  undue  whirling  up  of  the 
stock,  or  somethingof  that  kind. 

Mr.  Anderson,  well,  it  is  certainly  possible  for  the  responsible  offi- 
cers of  the  bank  to  take  either  1  or  2  choices  in  many  cases,  one  which 
might  improve  the  value  of  the  stock,  or  increase  the  value  of  the 
stock,  without  necessarily  and  perhaps  actually  impairing  the  value 
of  the  service  that  the  bank  is  going  to  render  to  the  public 
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Mr.  Gidnev.  Yea,  sir.  if  you  figure  they  would  put  a  squeeze  on  whit 
they  pay  the  rest  of  the  staff,  or  n  squeeze  on  what  they  pay  in  interest, 
or  become  exorbitant  hi  their  rates — some  of  those  things. 

Mr.  Axdkhsox.  That  is  a  possible  result  of  such  a  stock-option  plan. 

Mr.  Gidxky.  That  would  be  a  possibility.  And  we  -would  have  to 
rely  on  people  who  are  not  treated  right  going  to  competitive  institu- 
tions. 

Mr.  Jexnixus.  Every  bank  has  a  board  of  directors,  and  ve  believe 
the  board  of  directors  would  see  to  it  that  the  officers  are  operatingtht 
bank  as  it, should  i>e  operated.  We  don't  think  such  things  wouldn&p- 
pen  very  often.     Of  course,  it-  is  conccivahle. 

Mr.  Axi>krson.  In  connection  with  your  mention  of  the  board  of 
directors,  Mr.  Jennings,  I  think  there  is  a  tie-in  between  this  subject 
and  another  one  that  I  mentioned  in  my  first  remarks.  That  is  cumn- 
lative  voting,  and  the  provision  which  you  recommend  as  to  cumulative 
voting  is  one  that  would  militate  against  the  remarks  which  you  haw 
just  made  as  to  the  firm  hand  of  the  directors  or  officers. 

However,  I  would  prefer  to  postpone  that  discussion  until  a  litth 
later 

Mr.  Gidxky.  Well.  I  think  your  point  is  one  of  those  that  one  has  to 
think  about.  I  think  those  options  should  he  sensible  in  relation  to 
the  size  of  I  he  operation  and  given  to  someone  who  is  really  meri- 
torious. 

Mr.  KiMtritx,  Will  you  yield  1 

Mr.  Axdkrson.  I  will  be  glad  to  yield. 

Mr.  Kir,Hritx.  It  is  also  true,  I  think,  that  an  officer  who  has  an  op- 
tion will  lienefit  from  the  bank  growing,  and  of  course  a  bank  won't 
grow  unless  it  serves  the  public,  in  a  competitive  field. 

Mr.  Axdkhsox.  In  the  long-term  view,  that  is  correct. 

Mr.  Kit.iirux.  It  has  to  serve  the  public.  That  is  a  strong  competi- 
tive factor. 

Mr.  Axukksox.  The  point  that  I  think  you  brought  out  perhaps 
should  Ik*  reciuphasized,  and  that  is  that  you  look  not  necessarily  to 
this  ID  percent,  or  16  percent  at  which  the  stock  is  offered  to  him  he- 
low  the  market,  hut  you  are  looking  for  appreciation  in  the  value  of 
the  stock. 

Mr.  Giiinky.  That  is  correct. 

Mr.  Anderson.  You  say  that  is  to  offer  the  officer  an  incentive. 

Why  should  that  incentive  lie  one  in  which  he  himself  has  no  con- 
tractual obligation  as  he  would  if  he  committed  himself  at  the  start 
to  buy  the  sto<k ;  Whv  do  you  propose  that  it  be  an  option  on  stock! 
If  he  has  faith  in  the  bank;  why  isn't  it  a  contract  to  buy  the  stock, 
rather  than  an  option? 

Mr.  Jknniniis.  Of  course,  there  is  an  income-tax  benefit  under  the 
-itock-opt  ion  plan,  as  you  no  doubt  know. 

Mr.  Andkiwox.  That  was  going  to  lie  mv  third  point,  Mr.  Jennings. 

Mr.  .1  kn  n  i  nos.  The  S3  percent  of  the  value  of  the  shares,  as  a  matter 
of  fact,  is  the  lowest  amount  of  discount  under  the  market  value  or 
hook  value  of  the  shares,  that  the  Internal  Revenue  will  permit  and 
still  make  the  plan  eligible  for  certain  tax  benefits. 

Let's  sav  that  a  man  is  granted  a  stock  option  at  85  percent  of  the 
market  value  of  the  shares,  and  6  vears  later  he  exercises  the  option, 
purchase*  the  stock.     The  stock  in  the  meantime  has  gone  up  100 
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percent  in  value,  owing,  we  hope,  in  part  to  the  efforts  of  that  officer. 
He  holds  the  stock  for  a  few  years,  and  then  sells  it. 

The  gain  that  he  made  over  the  original  amount  that  he  paid  under 
the  stock  option  plan  is  considered  as  being  taxable  on  the  capital 
.^airts  basis  rather  than  just  straight  income,  so  the  plan  has  a  definite 
attraction  to  the  man  from  that  standpoint,  and  provides  a  definite 
'incentive  to  the  officer  to  do  his  best. 

And  we  must  remember  that  of  the  13,750  or  13,800  commercial 
banks  in  this  country,  the  big  majority  of  them  are  small  institutions 
where  the  officers  do  not  necessarily  receive  particularly  high  salaries. 
'They  are  the  banks  by  and  large  that  are  having  trouble  attracting 
■capable  management.  Possibly  this  would  help.  It  wouldn't  be  the 
sole  answer,  but  it  might  help  in  attracting  better  management  to  many 
•of  the  smaller  banks  of  the  country. 

Mr.  Anderson.  Thank  you,  Mr.  Jennings,  for  laying  the  ground- 
work,, and  saving  the  requirement  that  I  ask  you  some  questions  to 
bring  out  the  actual  mechanism  of  the  stock  option  plan. 

May  I  then  ask  the  third  major  question  that  I  had  in  this  connec- 
tion. You  have  made  it  abundantly  clear  that  primarily  a  substantial 
part  of  the  cost  of  repaying  this  bank  officer  is  to  be  paid  out  of  his 
reduction  in  income  tax. 

Why  do  you  think  that  the  taxpayer  of  the  United  States,  due  to 
having  to  replace  that  tax  money  in  some  other  way,  should  in  effect 
subsidize  approximately  25  percent,  if  the  officer  is  in  the  lower 
^brackets ;  more  than  25  percent  of  the  gain  if  he  is  in  a  higher  bracket  ? 

Mr.  Jennings.  My  answer  to  that  is  that  40  percent  of  the  corpora- 
tions in  this  country  whose  stocks  are  listed  on  the  New  York  Stock 
Exchange  have  stock  option  plans,  and  we  believe  that  banks  and  bank 
officers  should  be  entitled  to  the  plans  if  all  of  the  major  corporations 
of  the  country  may  inaugurate  such  plans  if  they  wish.  The  tax  prob- 
lem is  there. 

We  could  just  turn  the  question  around.  Why  should  the  officers  of 
major  corporations  receive  a  benefit  or  be  subsidized  ? 

Mr.  Gidney.  And  that  is  a  little  out  of  our  field. 

Mi'.  Andebson.  Nevertheless,  it  eomes  back  to  the  point  I  made  ear- 
lier. You  were  willing  to  present  your  arguments  for  the  proposal  on 
its  own  rationale. 

Mr.  Gidney.  Well,  this  was  not  introduced  by  us.  It  was  put  in  on 
the  floor  of  the  Senate.  But  we  think  that  we  are  moderately  in  favoi 
■of  it. 

Mr.  Anderson.  Finally  then,  in  this  connection,  Mr.  Gidney,  I  did 
read  the  Senate  testimony,  and  I  noticed  that  in  the  Senate  testimony 
you  said  that  you  personally  did  not  favor  a  stock -option  plan.  Would 
you  tell  me  why  ?    Why  you  personally  did  not  favor  it  ? 

Mr.  Gidney.  I  am  just  favoring  it  moderately.  But  I  have  a  cer- 
tain uneasiness  about  it. 

Mr.  Anderson.  And  what  is  the  basis  for  your  uneasiness? 

Mr.  Gidney.  Well,  I  think  that  sometimes  things  of  this  kind  are 
dished  out  to  people  who  are  grasping,  and  they  might  be  overdone. 

Therefore,  we  have  put  in  some  reservations,  and  we  have  to  ap- 
prove, and  we  foresee  quite  a  little  wear  and  tear  on  us,  quite  a  little 
work  in  trying  to  keep  these  things  fair  and  right. 

But  we  have  taken  a  moderately  favorable  view. 


,yGoogIe 


276  FINANCIAL  INSTITUTIONS  ACT  OF    1957 

Mr.  Jennings.  After  all,  stock-option  plans  of  corporations  «* 
under  no  supervision.  If  this  bill  were  to  be  enacted,  the  stock-option 
plans  that  might  be  adopted  by  national  banks  would  definitely  be 
subject  to  the  approval  of  the  Comptroller.  So  we  could  presume,  I 
believe,  that  they  would  be  a  sound  basis  when  approved  by  the  Comp- 
troller. 

Certainly  they  would  be  more  likely  to  be  on  a  sound  basis,  let  us 
say,  because  of  the  supervision  of  the  Comptroller,  than  stock-option 
plans  of  corporations  generally. 

Mr.  Anderson.  Thank  you.  Mr.  Chairman,  I  have  had  the  witness 
for  about  15  or  20  minutes.  I  have  more  questions,  but  I  am  sure  then 
are  others  here  who  would  like  to  have  an  opportunity  to  ask  questions. 

Would  you  desire  that  I  continue  questioning  him  or  would  you  like 
to  have  someone  else  ? 

The  Chairman.  You  can  decide  that  yourself,  General  Anderson. 
You  may  continue  your  interrogation  if  you  desire. 

Mr.  Anderson.  On  the  matter  of  cumulative  voting,  then,  which  it 
seems  to  me  is  tied  into  this  matter,  because  in  the  matter  of  stock 
options,  directors  are  probably  going  to  set  it  up  and  it  is  probably 
going  to  be  automatically,  more  or  less  automatically  accepted 

Mr.  Gidnet.  No,  sir. 

Mr.  Anderson.  In  any  event,  I  feel  the  directors  have  a  major  part 
in  it. 

Mr.  Gidney.  They  would  have  a  major  part,  but  we  would  require 
the  stockholders  to  vote,  and  we  would  foresee  quite  a  lot  of  hard  work 
and  scrutiny  to  try  to  have  the  plans  fair  and  right.  We  assure  yon 
that  that  will  be  done. 

Mr.  Anderson.  The  cumulative  voting  provision,  however,  has  a 
good  deal  to  do  with  the  organization  of  the  board  of  directors,  and  I 
must  say  that  I  do  not  agree  with  the  provision  which  you  are  support- 
ing, which  will,  in  effect,  eliminate  most  of  the  cumulative  voting, 
because  it  must  be  actually  provided  for,  and  the  51  percent  who  may 
control  the  stock  are  not  going  to  provide  that  the  other  49  percent  are 
goi  ng  to  have  their  representatives  on  the  board. 

It  doesn't  seem  to  me  that  that  is  a  provision  which  makes  it  either 
responsive  to  the  stockholders,  or  which  is  in  actuality  a  democratic 
procedure,  even  in  a  corporation. 

How  do  you  justify  your  opposition,  which  it  really  is,  to  the  cu- 
mulative voting? 

Mr.  Gidney.  That  proposed  change  was  introduced  bv  the  American 
Bankers  Association ;  I  testified  at  considerable  length  last  July — just 
over  a  year  ago : 


This  is  not  being  approached  on  the  basis  of  parity,  although  it  is 
significant  because  many  States  do  not  have  cumulative  voting  for 
banks.    The  great  State  of  New  York  does  not  have  it.    We  have 

Mr.  Mn.TER.  I  think  you  mean,  Mr.  Gidney,  do  not  have  it  on  a 
compulsory  basis.   It  is  permissive. 

Mr.  Gidney.  I  am  glad  to  have  that.    I  knew  they  did  not  use  it. 

Mr.  Multer.  Many  of  our  State  banks  do  use  it. 

Mr.  Gidney.  I  see.  I  remember  the  former  superintendent  of  banks 
said  there  were  efforts  to  have  it  made  mandatory  in  New  York,  and 
lie  was  against  it  himself. 
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Now  we  have  quite  a  wonderful  relationship  with  our  banks.  That 
is  to  say,  we  see  them  regularly,  our  people  see  them,  they  come  to  see 
os,  and  we  have  literally  hundreds — at  least  great  numbers,  I  think 
it  might  almost  be  hundreds — who  have  said  to  me,  "We  hope  that 
we  can  be  freed  of  that  particular  provision,  because  *  *  *."  They 
report  very  many  cases  where  unhappy  relations  arise,  and  where  it 
has  not  been  for  the  good  of  the  banks. 

I  know  some  other  folks  think  it  is  good.  Everyone  is  entitled  to 
an  opinion.   But  I  have  to  give  you  mine,  that  it  is  not  a  good  provision. 

Mr.  Henderson.  Will  the  gentleman  yield  ? 

Mr.  Anderson.  If  I  may  without  losing  the  floor. 

Mr.  Henderson.  I  just  want  to  pursue  one  point  while  this  issue 
is  before  us. 

Now,  it  is  my  understanding  that  the  State  banks  in  Ohio  may,  by 
their  corporate  articles,  provide  for  cumulative  voting — in  other 
words,  by  approval  of  the  shareholders. 

Do  you  have  any  knowledge  of  how  many  Ohio  banks  take  advan- 
tage of  that  provision  where  there  is  no  compulsory  requirement  for 
it?  I  think  the  argument  has  been  given  that  if  this  is  enacted,  no 
national  bank  will  provide  for  cumulative  voting.  Is  that  the  ex- 
perience in  the  States  which  have  similar  provisions! 

Mr.  Gidney.  State  laws  which  have  permissive  voting  are  New 
York,  Ohio,  Oklahoma,  and  Rhode  Island.  I  don't  have  any  knowl- 
edge of  what  they  have  done  in  Ohio.  Perhaps  Mr.  Betts  would  know. 
I  don't  know.  I  have  never  heard  of  it  occurring  in  State  institutions 
there. 

Mr.  Betts.  If  you  ask  me  for  my  observation,  I  am  not  sure  either, 
except  that  I  made  inquiry  among  the  banks  of  the  district  I  represent, 
and  I  found  no  particular  feeling  either  way.  I  think  they_  are  per- 
fectly satisfied  with  the  law  which  exists  in  Ohio  today,  which  is  the 
same  provision  that  is  in  this  bill  before  us  now. 

Mr.  Gidney.  I  would  be  glad  to  telephone  1  or  2  of  my  Ohio  State 
bank  friends  and  try  to  learn  something  about  that  and  bring  it  back 
to  you. 

Mr.  Henderson.  The  only  reason  I  raised  the  question  is  that  it  has 
been  argued  that  if  we  approve  this  provision,  that  will  be  the  end  of 
cumulative  voting  in  the  national  banks,  and  I  just  wonder  if  the 
States  have  had  that  experience,  that  there  is  no  cumulative  voting  be- 
cause there  is  no  compulsion. 

Mr.  Gidney.  Mr.  Multer  has  just  said  that  some  State  banks  do 
have  it  under  permissive  form.  I  am  not  so  well  informed  on  that  as 
I  should  like  to  be,  but  I  would  like  to  make  some  inquiries. 

Mr.  Multer.  I  think  you  will  find  that  when  thisprovision  was  put 
in  the  National  Banking  Act  back  in  1933,  the  RFC  as  a  condition  of 
making  loans  to  State  banks  required  them  to  change  their  bylaws  to 
permit  cumulative  voting,  and  in  the  State  of  New  York  all  of  those 
banks  that  were  required  by  RFC  to  adopt  this  cumulative  voting  have 
retained  it  in  their  bylaws  and  have  not  changed  even  though  RFC  is 
now  out  of  the  picture  and  they  have  the  right  to  change  it. 

Mr.  Gidney.  That  brings  to  mind  one  case  I  know  of  where  a  large 
bank  in  New  Jersey  was  required  to  adopt  it.  And  it  adopted  it.  But 
when  they  became  free  o*  RFC  influence,  fcbev  mtowwd  t»  tb*»  nth*r 
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Mr.  Multeb.  Don't  you  think,  before  that  happened,  that  kind  of 
careless  management  would  have  been  ousted  by  the  supervisory  au- 
thorities ? 

Mr.  Jennings.  Well,  not  necessarily.   It  is  not  so  easy,  always. 

Mr.  Anderson.  It  seems  to  me  that  this  section  should  have  a  great 
deal  more  scrutiny  be  fore  any  action  is  taken  on  it. 

Mr.  Gidnet.  You  should  hear  from  other  people  on  it.  The  Amer- 
ican Bankers  Association  have  proposed  it,  and  they  are  in  favor  of 
it,  and  they  should  provide  you  with  some  witnesses. 

Mr.  Anderson.  In  the  matter  of  preferred  stock,  Mr.  Gidney,  I  think 
I  would  find  myself  in  agreement  with  the  position  that  you  have  ex- 
pressed, that  issuance  of  common  stock  is  preferable  under  all  except 
emergency  situations,  and  we  are  confident,  in  view  of  your  expres- 
sion, that  so  long  as  you  are  Comptroller,  under  section  20,  you  would 
not  utilize  that  authority  to  permit  the  issuance  of  preferred  stock 
indiscriminately,  but  what  if  we  have  another  Comptroller  ? 

Mr.  Gidney.  Well,  might  I  say  that  one  of  the  virtues  of  the  Comp- 
troller's office  is  a  rather  high  degree  of  continuity  in  policy.  I  don't 
mean  that  Mr.  Jennings  and  the  others  have  completely  taken  me 
over  since  I  have  come  down,  but  nevertheless  it  is  an  office  that  has 
grown  up  over  a  long  period;  it  has  a  devoted  staff',  and  certainly  their 
reasoning  is  good,  and  1  think  you  can  rely  on  a  pretty  stable  form. 

Now,  on  the  other  hand,  as  I  have  had  to  answer  to  Mrs.  Griffiths, 
we  can  t  be  just  whimsical  on  that.  If  they  come  and  make  a  good 
showing  that  that  is  the  most  practical  way  to  do  it,  we  have  to  say  all 
right.  There  may  be  quite  a  little  discussion  before  we  reach  that  point, 
but  we  don't  want  to  give  the  impression,  and  I  am  afraid  Mrs. 
Griffiths  had  it,  that  we  are  just  going  to  say,  ''The  law  doesn't  mean 
anything  to  us,"  because  it  does.    We  try  to  give  fair  treatment. 

Mr.  Anderson.  By  your  words  you  have  indicated  that  the  convic- 
tions of  the  Comptroller  can  play  a  very  great  part  in  how  this  pro- 
posed section  20  actually  is  carried  out. 

Mr.  Gidney.  We  hope  it  would  be  convincing. 

Mr.  Anderson.  This  phrase  "most  practicable,''  is  open  to  a  very 
wide  range  of  interpretation. 

Mr.  Gidney.  Well,  the  original  suggestion  was  that  it  would  be  the 
"only"  practical  wav.    That  would  really  make  it  restrictive. 

Mr.  Anderson.  Yes,  sir.  If  we  say  simply  "most  practicable,"  there 
is  so  much  opportunity  for  exercise  of  discretion  on  the  part  of  the 
Comptroller  that  if  your  successor  does  not  have  your  same  persuasion, 
this  may  be  turned  inside-out. 

Mr.  Gidney.  Well,  I  think  for  the  parties  who  really  want  to  have 
preferred  stock  made  a  routine  and  regular  method  of  raising  capital, 
this  is  perhaps  an  inadequate  proposal.  I  think  originally  the  proposal 
was  made  that  they  be  able  to  have  preferred  stock,  and  with  no  qualify- 
ing restrictions,  and  that  they  also  could  have  capital  notes  or  deben- 
tures. ! 

Now,  the  Senate  didn't  go  that  far.  It  has  taken  this  rather  com- 
promise position,  and  we  can  work  with  this,  and  I  hope  we  will  work 
in  a  fairminded  way. 

Mr.  Anderson.  Could  vou  suggest  some  wording  a  little  less  strict, 
other  than  that  "The  onfy  practical  way"  ?  Could  you  suggest  any 
wording  short  of  that  that  would  still  not  leave  it  so  wide  open  as  it  is 
under  "most  practicable" ! 
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Mr.  Jennings.  We  could  suggest  additional  language.  I  doat 
have  it  in  mind  at  the  moment.  We  have  considerea  that  the  use  of 
the  word  "only*'  would  place  the  office  in  a  position  to  see  to  it  tint 
approval  was  {riven  only  in  very  necessarv  or  urgent  cases. 

Mr.  Anderson.  Thank  you.    And  thank  too,  Mr.  Chairman. 

Those  are  all  the  questions  I  have. 

Mr.  Breeding.  Mr.  Chairman. 

The  Chairman-.  Mr.  Breeding. 

Mr.  Breeding.  Mr.  Gidney.  I  will  admit  that  I  don't  know  tbtt 
much  about  financial  institutions  in  America,  being 
stockman,  but  I  hare  sent  oat  copies  of  5. 1451  to  most  of  the 
my  district  in  Kansas,  and  thev  have  sent  back  answers  and  t 
and  statements,  and  I  would  like  these  people  to  have  their  tows  n 
this  discussion,  and  presentl v  before  me  here  I  have  a  letter  from  tie 
State  Bank  of  Kingman.  Ivans.,  signed  bv  Mr.  L.  I.  Kalber,  pres- 
cient, and  the  Murdock  State  Bank.  Murdock,  Kans^  by  Mr.  Robinson, 
chairman  of  the  board;  the  Farmers  State  Bank  of  Norwich,  Kant, 
by  Miss  Ruth  Allen,  vice  president  of  the  board;  First  National  Bank 
or  Kingman,  Kans.,  by  Mr.  MeKenna.  president ;  and  the  first  Na- 
tional Bank  of  Cunningham,  Kans.,  by  Rufus  Lester,  cashier,  and 
here  are  some  of  the  questions  and  statements  proposed  in  tin 
message,  and  it  says  in  the  beginning  here : 

In  general,  we  believe  that  all  of  the  agencies  included  In  S.  1451  should  at 
taxed.  In  the  T  agencies  included  there  Is  bat  1,  the  National  Bank  itt, 
which  does  not  carry  the  tax-free  stains,  and  most  of  these  agencies  are  la  com- 
petition with  the  banks,  who  have  to  pay  taxes.  Why  sacb  a  glaring  tajoattek 
an  act  purported  to  remedy  the  situation? 

Mr.  Gidnt.v.  Well  now,  in  our  request  from  the  Senate  for  our 

views,  it  was  siiirirested  that  we  give  material  on  our  field,  the  National 
Bank  Act,  and  trie  National  Bank  Act  is  the  one  that  you  mentioned 
there,  that  is  subject  to  taxation,  and  I  think  it  is  proper,  if  the  com- 
mittee will  permit,  that  we  stick  to  our  part  of  the  field. 

I  think  the  taxtation  question  is  a  very  pertinent  one,  and  I  hope  it 
will  receive  consideration.  However,  the  Senate  committee  had  in 
mind,  as  I  recall — and  this  committee  doubtless  will  also — that  amend- 
ment* having  to  do  with  taxes  would  have  to  originate  in  or  be  re- 
ferred to  other  committees. 

I  have  my  ideas  on  that,  but  if  you  will  permit  me,  I  would  like  to 
.stick  to  the  national  bank  part. 

T  sympathize  with  what  these  folks  have  said,  nevertheless. 

Mr.  Bi:kkding.  They  also  make  this  question,  in  title  I,  chapter  4, 
section  23.  page  17,  of  the  bill,  "Disclosures  of  Stockownership." 
They  say : 

Leave  this  section  out.     It  is  an  unwarranted  invasion  without  aunVleBl 

T  Itelifivp.  in  your  statements  you  did  oppose  this. 
Mr.  (riiiNBv.  We  agreed  with  them  on  that,  yes,  sir. 
Mr.  IfiiKKinxff.  Also,  in  title  I,  chapter  6,  section  45,  page  42  of  the 
hill.  "Acting  as  Insurance  Agent  or  Broker.'' 
They  say, also: 

I.eiivi?  thin  mit  Ion  ntit.    No  call  for  such  legislation  for  national  banks. 
1st  lint  true  f 
Mr.(in>Ni;y.  Well,  thissection  does  not  change  the  present  law. 
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Mr.  Breeding.  It  is  the  same  as  it  was  ? 

Mr.  Gidnet.  It  authorizes  it  in  cities  of  5,000  or  less ;  yes,  sir. 

I  am  told  that  in  your  State  the  insurance  business  is  done  to  quite  a 
greatextentby  individuals  connected  with  banks. 

Mr.  Breeding.  Yes,  sir;  in  my  home  bank  we  have  insurance  agents 
in  the  bank. 

Mr.  Gidnet.  Yes,  sir,  but  this  has  been  in  the  law  for  a  long  time. 
I  don't  know  when  it  was  enacted,  and  it  allows  the  bank,  in  towns 
of  up  to  5,000  population,  to  do  it.  There  is  no  change  in  this 
provision. 

Mr.  KmiuRN.  Mr.  Breeding,  would  you  yield  on  this  for  a  question  ? 

Mr.  Breeding.  Yes,  sir. 

Mr.  Kilburx.  What  happens  with  a  little  bank  which  has  had  an 
insurance  department,  and  perhaps  the  only  one  in  the  town  for 
years,  and  then  all  of  a  sudden  the  next  census  shows  their  popula- 
tion is  5,100! 

Mr.  Gidnet.  Well,  they  would  presumably  have  to  give  it  up.  It 
was  mentioned  that  there  was  a  communication  received  by  the  com- 
mittee from  Barrington,  HI.,  of  which  I  have  a  copy.  This  gentleman 
is  connected  with  the  Jewel  Tea  Co.,  I  believe,  ana  also  with  this  little 
bank,  which  is  apparently  a  very  nice  little  bank,  and  it  has  done  quite 
a  lot  of  work  to  develop  its  insurance  department.  I  think  they  have 
a  very  good  one.  And  he  is  apprehensive  that  when  their  town  passes 
5,000  population,  that  very  thing  will  happen  to  them. 

Mr.  Kjlbubn.  We  might  have  some  kind  of  a  grandfather  clause. 

Mr.  Gidnet.  Well,  he  would  like  to  have  one,  and  I  would  be  glad 
if  the  committee  felt  that  they  could  incorporate  one  in  the  law. 

Mr.KiLBURN.  Thank  you. 

Mr.  Gidnet.  We  didn't  think  we  should  come  forward  with  it. 

Mr.  Breeding.  Would  it  work  all  right  if  this  committee  were  to  set 
that  figure  at  10,000  population  f 

Mr.  Gidnet.  I  think  it  would. 

Mr.  Breeding.  I  had  one  request  in  the  mail  that  I  received  this 
morning  to  have  it  set  at  10,000. 

Mr.  Gidnet.  I  think  it  would  be  all  right.  Of  course,  any  change 
we  make  in  this  will  probably  attract  opposition  from  folks  who  are 
in  the  insurance  business  otherwise,  and  perhaps  we  are  not  looking 
for  additional  matters  of  controversy  to  put  in  the  bill.  There  are 
some  there  already. 

Mr.  Multer.  Will  you  yield,  Mr.  Breeding  I 

Mr.  Breeding.  I  yield. 

Mr.  Multer.  Wouldn't  it  be  well  to  give  the  Comptroller  discretion 
here,  instead  of  a  blanket  grandfather  clause,  discretion  so  that  where 
they  presently  operate  under  the  5,000  rule,  and  where  the  population 
might  exceed  that  number,  wouldn't  it  be  better  to  give  the  Comptroller 
discretion  to  determine  whether  or  not  they  should  continue  to  operate 
the  insurance  agency  j 

Mr.  Jenninos.  Would  you  put  any  limitation  on  it,  Mr.  Multer? 
Such  as  giving  discretion  until  the  population  had  reached  10,000,  or 
something  on  that  order  ? 

Mr.  Mclter.  I  think  if  you  change  the  limitation  of  5,000  which 
is  there  now,  which  I  think  is  obsolete,  and  put  in  a  more  reasonable  or 
practical  figure  in  there,  say  7,500  or  10,000,  and  then  put  another 
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maximum  over  that  and  let  the  Comptroller  have  discretion  in  be- 
tw«T,,  I  think  you  might  be  able  to  do  better  justice  than  just  hiring 
a ti  arbitrary  figure  in  the  statute. 

Mr.-TEXXiyns.  I  think  there  is  a  lot  of  merit  to  that. 

Of  course,  our  problem  in  the  office  over  the  years  has  been  fir 
broader.  ?v«nie  State  law*  prohibit  State  banks  from  engaging  in  in- 
■>'iia:.ce.  business.  regardless  of  the  size  of  the  commuiiitv.  Other 
Statfi  permit  Stare  banks  to  engage  in  insurance  business  despite  the 
•lit!  of  the  city. 

In  North  ;,i,d  South  Carolina,  for  example,  the  largest  banks  in  the 
Stare  may  engage  in  the  iu>uranee  business.  They  make  a  great  deal 
of  money  our  if  it. 

Our  :;:iti'>i!aJ  bunk*  in  those  States  may  not  do  it.  and  it  is  a  great 
liHi.rli'':ip  to  tht-iu.  As  a  matter  of  fact.  I  think  it  has  hurt  the  national 
banking  system  in  such  States. 

The  grandfather  clause  has  not — I  mean  the  basic  thought  that  gives 
i-i  -'■  fi  the  grandfather  clause  has  not  runted  us  any  trouble.  This  is 
surprising  Iwmisp  towns  have  increased  in  size,  but  nevertheless,  we 
have  had  verv  little  trouble  with  banks  reaching  or  exceeding  the 
:..':<>"  limitation. 

I  ilo  think  something  should  l>e  done  to  help  hanks  confronted  with 
the  problem. 

Mr.  Mri.Tri;.  Would  you  suggest  a  clause  here,  too.  which  would 
gi  ve  a  national  hank  the  same  right  as  a  State  bank' 

Mr.  JtN.viX'is.  That  was  suggested  to  the  Senate  committee,  sir, 
and  was  not  considered  favorably.  We  believe,  in  the  Office  of  the 
Comptroller,  that  national  banks  should  be  on  simple  parity  with 
State  banks  as  regards  insurance.  That  would  hurt  our  national  banks 
in  some  States.  In  New  York  State,  for  example.  State  banks  are  pro- 
hibited from  selling  insurance,  regardless  of  the  size  of  the  town. 

We  have  a  few  small  national  bank?  in  the  State  of  New  York,  in 
-mall  communities,  that  do  engage  in  the  insurance  business,  so  they 
have  a  slight  advantage  there.  A  law  placing  national  banks  on  a 
parity  with  State  banks  would  hurt  a  few  of  our  national  banks,  but 
in  the  main,  I  think  it  would  be  verv  equitable. 

The  Chairman".  If  the  bank  has  built  up  a  valuable  insurance  busi- 
in"-.  would  it  not  be  unjust  to  arbitrarily  deny  it  the  privilege  of  con- 
(iuuinir  when  the  town  lias  reached  a  imputation  greater  than  ft.000? 
Otherwise,  you   are  depriving  them  of  property  which  they  own 

Mr.  Jkvxixiis.  I  think  that  is  completely  true.  sir. 

Mr.  OmvEV.  I  think  this  letter,  on  the  letterhead  of  Jewel  Tea  Co. 
Mr.  Joseph  M.  Friedlander,  makes  that  plea  very  well.  He  says  ther 
have  done  a  particularly  careful  job  in  training  people,  and  have  buift 
up  ii  good  department,  and  they  would  like  to  have  consideration. 

1  would  be  very  happy  if  the  committee  felt  they  could  give  consid- 
erntion  to  Air.  Friedlander  s  plea. 

The  Ciiahimax.  Otherwise,  you  are  depriving  them  of  property  by 
process  of  law  but  not  bv  due  process  of  law. 

Mr.  (JioxKr.  That  is'tme. 

If  you  would  like  to  have  me  do  so,  I  will  give  this  to  the  reporter 
for  inclusion  in  the  record,  Mr.  Friedlander's  letter. 

Mr.  BitKKtuNci.  Yes.  sir:  I  think  we  would  like  to  have  it  included  in 
fbe  record.   I  certainly  would. 


,yGoogIe 


financial  institutions  act  of  i»57  283 

-     (The  letter  referred  to  follows :) 

Jewel  Tea  Co.,  Inc., 
Chicago,  IU.,  July  8,  1957. 
Mi'.  Ray  M.  (Sidney, 

Comptroller  of  the  Currency, 

Treasury  Department,  Washington.  D.  C. 

Deah  Mr.  Gidney  :  As  you  may  recall  from  Sam  Fleming's  conversation  and 
also  from  my  personal  visit  with  you,  Senator  Robertson,  In  drafting  the  Finan- 
cial Institutions  Act  of  1957,  eliminated  the  restriction  against  national  banks 
writing  Insurance.  I  recall  so  well  the  day  I  visited  with  him  about  It  that  he 
was  in  thorough  accord  with  the  suggestion  and  felt  particularly  so  when  he 
knew  of  your  feeling  that  either  the  5,000-population  limit  should  be  raised  or  at 
least  those  banks  which  have  already  established  an  insurance  department  should 
be  protected  from  being  forced  out  of  business  merely  because  the  population 
becomes  5,001. 

As  yon  know,  the  provision  was  taken  out  before  the  Senate  finally  passed  the 
bill,  and  the  law  was  left  unchanged  in  this  respect.  I  feel  that  It  was  due,  in 
part,  to  the  fact  that  there  was  not  enough  interest  shown  on  our  side  and  that 
perhaps  we  can  still  correct  this  inequity  before  the  bill  passes  the  House. 

I  have  had  several  encouraging  letters  from  members  of  the  House  Banking 
and  Currency  Committee,  and  I  just  learned  this  morning  that  they  are  going  to 
start  hearings  on  Monday,  July  15. 

It  la  my  feeling  that  It  would  be  only  fair  and  equitable  to  protect  this  part  of 
the  banking  structure,  and  I  believe  It  would  do  a  great  deal  of  damage  to  lots 
of  banks  If  they  were  forced  to  give  up  this  Income.  I  am  hopeful  you  will  use 
your  Influence  and  good  offices  to  have  at  least  the  grandfather  protective  clause 
put  back  In  the  bill.  The  wording  which  Senator  Robertson  used,  I  think,  would 
do  very  well. 

"Any  national  banking  association  which  was  lawfully  acting  as  an  insurance 
agent  or  real  estate  broker  or  agent  at  the  time  when  the  population  of  the 
plaee,  In  which  It  is  located  and  doing  business,  did  not  exceed  5,000  Inhabi- 
tants, may  continue  to  act  as  such  Insurance  agent  or  real  estate  broker  or 
agent  even  though  the  population  of  the  place  In  which  It  Is  located  and  doing 
business  exceeds  5,000." 

Any  assistance  you  can  lend  in  this  regard  will  be  greatly  appreciated  by  roe 
and,  I  am  sure,  by  many,  many  bankers  throughout  the  country- 
Thanks  again,  and  kindest  regards, 
Sincerely, 

Joseph  M.  Fbiedlaitoex. 

July  12,  1957. 
Mr.  Joseph  M.  Fbiedlandkm, 

Chairman,  Finance  Committee, 

Jewel  Tea.  Co.,  Inc.,  Chicago,  IU. 
Dear  Mb.  Fbiedi.andeb  :  Thank  you  for  your  letter  of  July  8,  1857.  I  don't 
know  whether  it  will  be  possible  to  get  action  on  the  amendment  which  you 
propose,  and  judging  from  our  experience  when  the  matter  was  before  the  Senate 
Banking  and  Currency  Committee,  there  may  be  obstacles.  I  sball  endeavor  to- 
discuss  it  with  appropriate  parties  and  see  If  anything  could  be  done. 
Sincerely, 

Rat  M.  GrjMiEY, 
Comptroller  of  the  Currency. 

Mr.  Mui/iek.  Mr.  Chairman,  would  it  be  appropriate  to  ask  the 
Comptroller  of  the  Currency  to  suggest  to  us  some  appropriate  lan- 
guage language  as  to  changes  of  this  section  so  that  we  could  consider 
it,  when  we  get  into  executive  session,  an  appropriate  change  that 
would  meet  with  his  approval  ? 

Mr.  Gidney.  Well,  perhaps  we  should  submit  alternatives — a  grand- 
father clause,  which  I  suppose  is  ]'ust  a  descriptive  phrase,  and  the  type 
which  Mr.  Jennings  has  mentioned,  which  would  say  that  if  the  State 
banks  may  do  it,  national  banks  may  do  it. 

I  have  been  taken  to  task  a  little  bit  for  seeking  parity  for  national 
banks,  but  I  will  rush  in  again,  if  you  ask  me  to. 
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Mr.  Breeding.  Of  course,  we  have  our  insurance  agents  in  these 
smaller  towns,  too,  that  we  need  to  watch  out  for. 

Mr.  GiDJtEY.  Yes,  sir ;  I  realize  that. 

Mr.  Mcjima.  Will  you  yield, Mr.  Breeding? 

Mr.  Breeding.  Briefly,  yes,  sir. 

Mr.  Mumma.  Yon  know  this  fire-insurance  thing  is  a  tremendous 
proposition.  There  are  a  lot  of  people  who  write  fire  insurance  who 
don  t  know  much  about  it.  And  when  the  people  have  a  fire,  they 
lose.  I  have  had  several  cases  in  point,  and  I  have  also  hud  the  ex- 
perience that  when  we  placed  insurance  with  u  number  of  different 
people  on  a  friendly  basis,  and  one  dav  we  got  an  expert  in  there,  and 
we  found  that  we  weren't  half  covered. 

That  is  the  reason,  when  some  of  these  banks  have  a  department, 
which  has  grown  up,  and  when  they  have  trained  people,  I  think  thit 
when  the  population  grows,  they  shouldn't  be  deprived  of  it. 

Mr.  GinxHV.  I  have  had  experiences  of  that  kind,  both  on  a  school 
board,  of  which  I  was  a  member,  and  in  the  Federal  Reserve  bank. 

Mr.  Mcjima.  You  know  how  school  boards  give  out  their  insurance. 

Mr.  Gn>XEv.  We  had  a  loss,  and  one  of  the  outfits  didn't  pay  very 
very  promptly.    After  that  we  were  a  little  more  careful. 

Mr.  Breeding.  Mr.  Oidney,  may  I  proceed  with  my  questions  here) 

Title  I,  chapter  7,  section  48 : 

We  object  to  any  publication  of  reports  of  examination,  as  we  aee  In  such 
procedure  the  possibility  of  the  most  llagrant  abuse. 

Would  it  be  better  to  keep  these  reports  confidential* 

Mr.  (iniNKY.  Well,  we  are  asking  that  they  be  kept  confidential 
That  is  what  the  statute  proposes.  And  to  make  it  clear  that  they 
shall  be  confidential,  we  have  been  generally  successful  in  keeping  re- 
ports confidential. 

Mr.  Jennings.  Tie  is  talking  al>out  the  supervisory  power  to  pub- 
lish the  report. 

Mr.  GniNET.  Oh.  you  are  speaking  about  (he  supervisory  power  to 
publish  the  report  I 

Mr.  Breeding.  Yes,sir. 

Air.  Gidney.  That  is  a  carryover  from  the  present  law.  The  one 
I  am  thinking  about  is  the  one.  where  we  are  trying  to  avoid  having 
them  subject  tosuhpena. 

The  provision  to  which  you  refer,  I  believe,  was  put  in — I  don't 
know  when. 

Mr.  Jennings.  In  10.13. 

Mr.  GntXKr.  In  l!>3:i,  Mr.  Jennings  says,  as  a  method  of  disciplin- 
ing banks.  I  personally  don't  think  well  of  it.  I  don't  conceive  of  a 
rase  in  which  I  would  wish  to  use  it. 

I  had  one  case  in  which  my  associates  in  the  office  thought  we  might 
use  it.  and  I  told  them  not  so  long  as  I  had  anything  to  say  about  it, 
because  we  would  simply  get  into  a  public  controversy  with  the  per- 
son under  criticism  and  tin  good  would  come  of  it. 

Mr.  Breeding.  I>o  von  think  the  files  should  he  kept,  confidential! 

Mr.  Gikney.  T  do.  indeed,  and  1  don't  care  even  for  this  provision 
for  supervisory  power  to  publish  it. 

Mr.  Jknmsiis.  It  has  value  onlv  as  a  threat  and  has  never  been  used 
since  it  has  been  on  the  statute  b'ooks.  going  back  to  1033.  Whether 
it  has  U-en  used  as  a  threat,  I  am  not  positive;  certainly  during  mr 
period  with  the  Washington  office,  going  back  to  10+1, 1  never  heard 
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of  it  being  used  or  during  prior  years  when  I  was  examining  banks. 

Mr.  Gidnet.  Could  I  interrupt  ]ust  a  moment  ? 

Mr.  Coburn,  of  the  FDIC,  said  they  have  never  used  it  either. 

Mr.  Breeding.  To  continue  these  questions  from  my  constituents. 
Title  II,  Federal  Reserve  Act,  chapter  2,  section  7,  page  T6 : 

The  United  States  Treasurer  has  no  just  right  to  claim  90  percent  of  the  earn- 
ings of  the  Federal  Reserve  bank  proposed  to  be  paid  to  them  as  a  franchise 
tax.  This  money  really  belongs  to  the  member  banks  that  carry  the  reserve 
balances,  and  should  be  prorated  back  to  them — 

Mr.  Patman.  Read  that  again,  Mr.  Breeding,  please. 

Mr.  Breeding.  Let  me  finish  it — 
If  we  have  any  respect  for  the  rights  of  private  property. 

That  was  the  balance  of  the  statement. 

Mr.  Gidnet.  Well,  I  would  like  to  pass  on  that,  if  you  would  per- 
mit me,  and  let  the  Federal  Reserve  Board  people  discuss  it. 

I  know  that  I  was  out  in  Colorado  in  May,  and  I  saw  a  communica- 
tion from  one  of  the  Kansas  bankers,  in  which  he  proposed  this,  with 
variations,  and  I  didn't  think  I  could  agree  with  him.  But  this  is  a 
matter  that  really  should  be  discussed  by  the  Federal  Reserve  Board 
people,  I  believe. 

Mr.  Breeding.  There  is  another  paragraph  to  their  statement  which 
might  clarify  it  a  little  further: 

It  Is  argued  that  this  money  is  not  made  from  the  reserves.  This  Is  a  poor 
subterfuge,  as  the  member  banks  can  made  this  money  If  allowed  to  use  the 
reserves.    Also,  none  of  the  other  six  agencies  pay  a  franchise  tax. 

Mr.  Patman.  Mr.  Breeding,  would  you  yield  briefly  on  that? 

Mr.  Breeding.  Yes,  sir. 

Mr.  Patman.  You  know,  Mr.  Martin  explained  that  the  other  day. 
I  asked  him :  "When  you  purchase  United  States  Government  bonds, 
from  which  96  percent  of  your  income  is  received,  do  you  use  the/ 
member  banks'  reserves?"  And  he  said,  "No."  And  I  asked  him  if 
he  used  the  capital  stock  of  the  banks,  and  he  said,  "No."  I  asked  him 
if  he  used  the  reserves  of  the  Federal  Reserve  banks,  and  he  said, 
"No." 

In  other  words,  he  said  they  created  the  money,  which  they  have 
the  authority  to  do  under  the  Federal  Reserve  Act.  As  to  the  member 
bank  reserves,  these  are  kept  by  the  Federal  Reserve  banks,  but  the 
Reserve  banks  are  merely  custodians  for  the  money  that  the  member 
banks  themselves  would  have  to  keep  in  their  own  vaults,  were  it  not 
for  the  fact  that  the  12  Federal  Reserve  banks  keep  the  reserves  for 
them.  In  other  words,  if  the  member  banks  kept  the  reserves  them- 
selves, they  could  not  invest  them,  because  in  that  case  the  reserves 
would  be  doing  double  duty.  The  Federal  Reserve  banks  are  merely 
acting  as  custodians  for  the  member  bank  reserves  as  an  accommoda- 
tion to  the  member  banks. 

Therefore,  I  think  it  is  wrong  to  suggest  \;hat  the  member  banks  be 
given  the  Federal  Reserve  System's  earnings,  which  earnings  belong 
to  the  public,  and  are  in  no  way  derived  from  investment  of  the 
member  bank's  money. 

Mr.  Breeding.  That  may  be.  I  can  see  where  the  income  of  the 
Federal  Reserve  bank  could  pile  up  pretty  fast  with  that  provision. 

Title  III,  chapter  8,  section  34 :  "Borrowing  authorized. 
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Mr.  Multer.  What  was  that? 

Mr.  Breeding.  Title  III,  chapter  6. 

Mr.  Gidney.  That  is  equivalent  to  the  disclosure  we  mentioned 
before,  I  think.   We  would  feel  the  same  way. 

Mr.  Breeding.  The  last  remark  is  in  regard  to  chapter  10,  miscel- 
laneous :  "See  66." 

I  believe  that  pertains  back  to  title  I  of  the  bill.  It  doesn't  say  so. 
It  is  under  title  III.  And  I  checked  the  bill  and  I  believe  it  is  title 
I,  chapter  10,  miscellaneous,  section  66,  page  70 : 

Leave  It  out.  This  power  was  conferred  by  the  act  of  October  6,  1933,  and  it 
needs  no  approval.  If  we  take  It  as  It  reads,  proclamations  heretofore  or  here- 
after taken,  we  are  approving  of  something  we  know  not  what. 

Mr.  Gidnet.  Yes,  sir,  that  is  the  present  law . 

I  would  take  it  if  there  was  reason  for  it  in  the  first  place,  it  should 
continue.  I  don't  know  very  much  about  that,  but  that  is  the  actions, 
regulations,  rules,  licenses  promulgated  by  the  President  and  Secretary 
of  the  Treasury  since  March  1933  are  approved  and  confirmed  and 
those  made  under  the  act  of  March  9, 1933.  I  would  think  that  would 
need  to  remain. 

Their  point  was  not  that  it  was  harmful  but  that  it  wasn't  needed. 

Mr.  Breeding.  Their  point  is: 

We  ate  approving  something  of  which  we  have  no  knowledge. 

Mr.  GroNBr.  Well,  it  is  in  the  bill  already.  It  is  in  the  law.  We  are 
just  carrying  it  forward. 

Mr.  Multer.  You  are  doing  more  than  carrying  it  forward,  Mr. 
Oidney.  When  this  was  enacted,  it  approved  everything  that  had 
been  done  up  to  that  time.  It  couldn't  approve  anything  that  was 
done  thereafter.  By  keeping  that  language  in  the  statute,  we  are 
going  to  confirm  everything  that  was  done  since  1933. 

Mr.GiDNEr.  In  this  line,  I  suppose. 

Mr.  Multer.  Yes,  sir,  I  think  the  gentlemen  is  quite  correct.  We  are 
being  asked  to  ratify  all  the  acts  done  since  1933,  and  nobody  has  told 
us  what  we  are  ratifying  and  confirming.  There  was  a  reason  for 
putting  it  in  then.  We  had  been  in  an  emergency  period.  They  just 
had  to  do  a  great  many  things  quickly  and  look  for  the  legal  sanc- 
tions later. 

Mr.  Gidnet.  That  may  be  true. 

Mr.  Breeding.  It  apparently  dates  back  to  1917. 

Mr.  Gidney.  That  is  the  so-called  Trading  With  the  Enemy  Act. 

Yes,  sir;  I  suppose  that  would  have  the  effect  of  bringing  the  ap- 
proval up  to  date,  which  I  would  suppose  would  be  desirable. 

Mr.  Multer.  Well,  we  ought  to  be  told,  as  the  gentleman  suggests, 
what  we  are  going  to  approve,  ratify,  and  confirm. 

Mr.  Breeding.  It  apparently  meets  with  their  approval  that  it 
should  be  left  as  it  is. 

Mr.  Gidnet.  Well,  if  the  law  is  reenacted,  it  might  have  the  effect 
that  Mr.  Multer  says. 

Mr.  Breeding.  Thank  you  very  much,  Mr.  Gidney.    That  is  all. 

Mr.  Henderson.  Mr.  Chairman. 

The  Chairman.  Mr.  Henderson. 

Mr.  Henderson.  Mr.  Gidney,  I  have  two  or  three  questions  that  I 
would  like  to  ask  with  regard  to  the  provision  of  the  bill  which  I  think 
is  called  the  conflict-of-interest  provision,  with  regard  to  employees. 
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V.'.'k  rfisir.y  finployccs  are  we  talking  about  here?    How  many  do 

.';.   ■-.;..:  .-f.r.  Our  allien  has  1,100. 

.'.'.   if.    ,.j:.i:-'.y.  iJocAtlint  include  examiners  as  well? 

'.,'.:.  (i  :..!.v.  Vf-:.  sir.  Well,  let  me  be  exact  on  this.    I  can  do  it  just 

.'*.■  -'.':'l  in  Washington,  502.    That  would  be  the  deputies,  and  the 

it     .*.;.:.".  --hi"f  examiners,  the  specialists,  the  clerical  staff,  and  so  forth; 

.:'.',  •■x.in,\:itT~  in  the  field,  53+  examiners  in  the  field,  and  114  clerks 

..':  r>.'!.    That  is  2iti  in  Washington,  and  80S  outside  of  Wash- 

.'■J.-,  f  r.-.viiKa-ox.  From  what  sources  do  you  recruit  your  examiners! 

.''.--.  Iii:>xv.y.  Kntirely  through  employing  assistant  examiners,  and 
.'.:..-  jM.gUi'-miip. 

Mr.  Hi.vDEB*ox.  What  sort  of  background  must  they  have  as  assist  - 
is.:.'  '■r.iyr.A'.iP.T?'. 

Mr.  'imxr.v.  We  try  to  get  them  with  bank  experience,  education 
n.'.'f 'T.rTf.-rionce. 

Mr.  J'-nr.lns?  can  do  better  on  that  than  lean. 

Mr.  Jfxxixhs.  We  recruit  them  from  two  sources : 

Young  men  who  have  had  experience  in  banks  who  wish  to  become 
:  -  rtiCir  baiik  examiners,  nnd  during  more  recent  years,  men  who 
:,:iv':  completed  college  courses  with  degrees  in  business  administra- 
tion and  the  like,  who  wish  to  come  with  us.  In  order  to  take  care 
of  the  latter  type  of  employee,  we  have  set  up  a  school  in  conjunction 
wi'.h  the  Federal  Reserve  'Board  and  the  Federal  Deposit  Insurance 
Corporation.  We  bring  those  young  men  in  and  give  them  a  course 
of  training  for  about  6  weeks  before  sending  them  out  with  examiners 
to  complete  their  training  and  education. 

Wi-  recruit  young  men  straight  out  of  college,  with  appropriate 
f'(  ;/!■"<'-  ilmr  would  fit  in  with  bank  examination  work,  and  young  men 
v.i.o  have  had  a  reasonable  amount  of  experience  in  a  commercial  bank. 

.Mi'.  ][i;.n-!».i;m-x.  Vim  arc  compel  ing  with  banks  for  employees,  is 
that  so? 

Mr.  Jkxninhs.  For  (he  most  part,  we  arc.  sir. 

Mr.  TIr.vnKKsnx.  1V>  von  have  anv  diflicultv  in  recruiting? 

Mr.  Jrrxixis.  We  have  had  a  verv  great 'problem  in  that  field  for 

«l    !i--T  10  VenTS. 

M>\  Hr.x'i>Ki:-ov.  I  Tow  about  the  turnover ? 

Mr.  JKNNiNfiis.  We  have  had  a  heavy  turnover. 

Mr.  IlKXi.riNnv.  It  is  a  serious  problem? 

Mr.  Jexxi:.*«:s,  The  major  turnover  is  among  our  assistant  exam- 
ii:i-r-.  The  banks  have  been  ex|)atuling  very  rapidly  over  the  last  10 
or  ]'•  year-,  and  ihey  need  competent  junior  omeprs.  or  if  they  take 
oi,:-  of  our  1'itllv  i rained  examiners,  a  competent  senior  officer,  so  our 
tiin.'.vi-r  ha- l>een  heavy. 

Tl-i'  bank-  can  oli'cr.  t'nr  our  top  people,  higher  salaries  than  we  can 
liny,  so  it  i-  a  fi!ii-tuiit  struggle-  to  recruit  new  men,  train  them,  and 
k.-  p  ;iti  iirli'ijiiare  force  in  view  of  the  number  leaving  us  from  time  to 
t  j ? ■  i <-  to  L'n  into  bank". 

Mr.  IIexpeuson.  You  are,  then,  offering  a  training  course  for  future 
hankers,  to  a  great  extent '. 

Mr.  Jenxiniw.  Well,  of  course,  we  offer  the  training  course 

Mr.  Hexijfrsox.  I  mean  their  experience. 
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Mr.  Jennings.  For  our  own  purposes.  But  that  helps  to  train  the 
young  man  so  he  will  be  efficient  and  effective  at  an  early  date,  more 
valuable  to  us  and  to  himself. 

Mr.  Henderson.  Do  most  of  the  people  who  leave  the  employment 
of  your  department  go  back  into  banks? 

Mr.  Jennings.  Almost  100  percent. 

Mr.  Henderson.  With  this  conflict  of  interest  provision,  is  that 
:   going  to  interfere  with  this  steady  flow  back  into  the  industry! 

Mr.  Jennings.  We  do  not  believe  so,  sir.  We  cannot  believe  that 
any  Comptroller  would  enact  regulations  that  would  freeze  people  into 
our  employment.  We  want,  and  have  followed  a  practice  for  years,  of 
requiring  that  the  Comptroller's  office  give  its  approval  to  an  indi- 
vidual before  he  accepts  a  job  with  a  bank.  That  applies  to  examiners 
only.  It  does  not  apply  to  assistant  examiners,  because  the  assistant 
examiners  are  always  working  with  an  examiner  who  is  in  charge  of 
a  particular  examination.  They  do  not  have  authority  to  a  point 
where  we  believe  that  it  is  necessary  to  give  our  approval  to  an  assist- 
ant examiner  when  he  leaves  to  go  into  a  bank.  We  do  have  to  give 
our  approval  to  the  examiners,  however,  because  there  could  be  situa- 
tions arising  from  time  to  time  where  we  would  think  it  would  be  inad- 
visable for  an  examiner  to  go  into  a  particular  bank. 

I  can  give  you  one  concrete  example.  We  do  not  believe  that  when 
the  Comptroller  approves  a  charter  for  a  new  national  bank,  that  one 
of  our  examiners  should  go  into  that  bank.  We  believe  that  it  might 
be  inferred  that  the  Comptroller  was  induced  to  approve  the  charter 
"because  one  of  his  examiners  was  going  to  be  the  chief  executive  officer 
or  an  executive  officer.    So  we  draw  the  line  on  that. 

If  we  thought  an  examiner  had  not  been  examining  a  bank  properly, 
in  order  to  obtain  a  job  in  that  bank — and  that  hasn't  occurred  during 
my  period  with  the  office — certainly,  we  wouldn't  let  him  go  with  that 
bank. 

Mr.  Henderson.  What  exactly  would  be  the  effect  of  the  proposed 
legislation  in  that  respect  ? 

Mr.  Jennings.  I  think  it  simply  places  on  the  statute  books  and 
makes  legal  a  procedure  that  we  have  been  following  as  a  matter  of 
policy  or  practice  for  many  years.  We  do  not  believe  it  would  change 
the  situation. 

Mr.  Breeding.  Will  the  gentleman  yield?  I  have  a  question  from 
the  Union  National  Bank  in  Wichita  on  that. 

They  are  having  trouble  as  well  as  other  banks  in  keeping  their 
employees,  and  they  would  like  to  be  permitted  to  give  stock  options 
to  their  top  executives,  who  are  handicapped  as  compared  to  people 
working  in  private  industry.  In  other  words,  they  would  like  to  see 
stock  options  issued  to  their  employees. 

Is  that  prohibited  under  the  law  now  ? 

Mr.  Jennings.  It  would  not  be  permitted  now,  because  any  new 
stock  issue  put  out  by  a  bank  must  be  offered  to  all  of  the  existing 
shareholders  on  a  pro  rata  basis.  It  is  not  now  legally  possible  for  a 
'national  bank  to  enter  into  a  stock  option  plan,  even  though  approved 
by  the  shareholders. 
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Mr.  Bkeedi.vo.  I  thought  that  perhaps  it  would  be  an  indncantoi, 

if  it  could  be  handled  as  suggested  by  the  Wichita,  Kan&,  bank,  to 
keep  good  employees  in  the  bank. 

Mr.  Jexnijhjs.  We]],  I  personally  feel  that  stock  option  plans, 
properly  handled,  will  be  a  help  to  banks,  small  and  large,  in  obtain- 
ing and  remitting  good  personnel. 

Mr.  IIendkilsov.  One  further  question,  Mr.  Jennings. 

Jjo  you  feel  that  any  change  in  the  pay  structure,  for  examiners  and 
assistant  examiners,  might  be  warranted  in  order  to  retain  town 
longer  in  the  service  for  which  they  have  been  trained  ? 

Mr.  Je.\nin*;s.  Well,  we  feel  we  have  done  reasonably  well  alone 
that  line.  From  a  strictly  legal  standpoint,  it  is  within  the  power  of 
the  Comptroller  to  set  the  salaries  of  assistant  examiners  and  nationil 
bank  examiners.  From  a  practical  standpoint,  however,  he  has  to  £taj 
pretty  well  within  the  Government  payroll  structure. 

The  Comptroller  does  not  have  complete  freedom  because  the  Secre- 
tary of  the  Treasury,  or  the  Administrative  Assistant  Secretary  of 
the  Treasury  does  approve  the  payroll  structure  of  the  Comptroller's 
Office.  A  Comptroller  could,  if  he  desired,  legally  set  salaries  well  in 
excess  of  those  paid  Government  officials  generally.  However,  we  be- 
lieve that  we  have  done  reasonably  well  by  our  examining  personnel. 
We  do  not  believe  that  we  can  ever  compete,  completely,  with  banks, 
because  they  can  pay  more.  We  just  could  not  go  to  the  top  limits  to 
keep  our  star  personnel. 

Mr.  Hkn'dkkhox.  One  final  question,  with  reference  to  examiners. 

I  have  walked  into  institutions  occasionally,  and  the  place  seemed 
to  he  pretty  much  swarming  with  examiners. 

In  a  national  bank,  how  many  echelons  of  Government  actually 
examine  a  hank? 

Mr.  Jkknimih.  In  a  national  hank  there  is  only  one  echelon.  That  is 
represented  by  examiners  who  are  employees  of  the  Office  of  the 
Comptroller  of  the  Currency,  national  bank  examiners  and  assistant 
tin)  iotml  bank  examiners. 

In  the  Slate  banks,  that  is  another  matter. 

Mr.  IIkni>khs(in\  Are  there  any  examinations  conducted  of  national 
luniks  except  by  your  office? 

Mr..fi'.NMN<iVThatisu]l. 

Mr.  1 1mthKHNiN.  I  low  about  FDIC  t 

Mr.  .Ihn'Sinoh.  They  do  not  go  into  national  banks,  although  legally 
Ihey  have  the  right,  to  if  they  should  feel  it  was  necessary. 

Mr.  IIknihihhon.  That  is  all.    Thank  you.  Mr.  Chairman. 

The  Cmaihman.  It.  is  12  o'clock  and  the  House  is  in  session. 

We  will  adjourn,  and  as  I  understand  it,  Mr.  Gidney  can't  come 
dink  tomorrow.    We.  will  excuse  you,  Mr.  Gidney. 

Mr.  I'atman.  Kxcuse  him  until  when  ? 

The  Ciiaihman.  And  we  will  meet  tomorrow  at  10  o'clock. 

We  will  continue  to  hear  the  testimony  of  Mr.  Martin  at  that  time. 

Mr.  Mi'iJKi.  When  will  Mr.  Gidney  be  back.  Mr.  Chairman! 

Mr.  Iiiiink.v.  Mr.  Chairman,  the  only  reservation  I  would  like  to 
make  is  I  his: 
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I  read  in  the  paper  this  morning  that  the  new  Secretary  of  the 
Treasury  will  be  sworn  in  all  at  11  o'clock  on  Monday,  and  I  hope 
I  shall  Be  invited  to  be  there,  and  I  would  like  to  be  permitted  to  be 
there.    Outside  of  that,  I  am  at  your  disposal. 

The  Chairman.  If  there  is  any  change  in  the  program,  the  members 
will  be  notified.  But  as  it  stands  now,  Mr.  Martin  is  to  return  tomor- 
row morning  at  10  o'clock. 

We  wjll  now  therefore  adjourn  to  reconvene  tomorrow  morning  at 
10  o'clock. 

(Whereupon,  at  12  noon,  the  committee  adjourned,  to  reconvene  at 
10  a.  m.,  Friday,  July  26, 1957.) 
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friday,  july  26,  1957 

Hoube  of  Representatives, 
committee  on  banking  and  currency, 

Washington,  D.  G. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman) 
presiding. 

Present:  Chairman  Spence,  presiding;  Messrs.  Brown,  Patman, 
Multer,  Reuss,  Ashley,  Vanik,  Coad,  Anderson,  Breeding,  Talle,  Kil- 
burn,  Betts,  McVey,  and  Henderson. 

The  Chairman.  The  committee  will  be  in  order,  and  we  will  resume 
hearings  on  the  Financial  Institutions  Act. 

We  have  back  with  us  this  morning  Mr.  Martin. 
Mr.  Reuss  has  asked  to  be  recognized. 

FURTHER  STATEMENT  OF  HON.  WILLIAM  McC.  MARTIN,  CHAIR- 
MAN; ACCOMPANIED  BY  W00DLIEF  THOMAS,  ECONOMIC 
ADVISOR;  AND  D.  B.  HESTER,  ASSISTANT  GENERAL  COUNSEL, 
ON  BEHALF  OF  THE  BOARS  OF  GOVERNORS,  FEDERAL  RESERVE 
SYSTEM 

Mr.  Reuss.  Thank  you,  Mr.  Chairman- 
Mr.  Martin,  in  reading  your  principal  testimony,  you  set  forth  the 
Federal  Reserve  Systems  general  position  on  the  proposed  Financial 
Institutions  Act  of  1957,  and  you  indicated  certain  specific  and  limited 
areas  of  dissent. 

I  want  to  discuss  with  you  for  a  moment  another  section  of  the  act 
upon  which  you  did  not  comment  and  therefore  of  which  I  presume 
you  approve,  but  let  me  ask  you  about  it  specifically. 

I  am  referring  to  a  section  that  I  know  you  are  familiar  with,  sec- 
tion 14  (b)  (2),  which  occurred  on  page  7i  of  the  printed  bill. 

I  will  summarize  it  briefly  by  saying  that  that  is  the  section  which 
allows  the  System  to  buy  United  States  Government  obligations  up 
until  July  1,  1958,  either  on  the  open  market  or  directly  from  the 
Treasury,  with  a  $5  bill  ion  limitation  on  it,  but  after  July  1, 1958.  only 
on  the  open  market  and  not  directly  from  the  United  States  Govern- 
ment. 

Are  you  familiar  with  that,  and  do  I  gather  from  your  failure  to 
mention  it  that  it  is  the  position  of  the  Federal  Reserve  Board  that 
that  proposal  to  let  that  $5  billion  power  lapse  on  July  1,  1958,  is  a 
sound  proposal! 

Mr.  Martin.  Yes,  sir,  Mr.  Reuss,  that  would  have  to  expire  then 
because  that  is  what  the  present  law  is.  It  only  extends  to  that  date. 
Then  it  would  have  to  be  renewed. 


dbyGoogle 


294  FINANCIAL   IXSTTTCTIOXB   ACT   OF    1857 

Mr.  Reuss.  However,  I  gather  you  don't  want  it  renewed,  at  least 
you  are  not  asking  that  it  be  renewed  now  t 

Mr.  Martin-.  We  are  not  asking  that  it  be  renewed  at  this  time, 
that  is  right. 

Mr.  Reuss.  It  is  that  subject,  then;  that  I  want  to  explore  with  yon 
for  a  moment,  and  this  exploration  is  going  to  be  in  a  Tory  tentative 
way. 

I  would  1  ike  to  get  your  thinking  on  it. 

Under  the  law  as  it  presently  stands  with  respect  to  the  $5  billion 
which  the  Federal  Reserve  Board  can  buy  directly  from  the  Treasury, 
there  is  nothing  to  stop  the  Treasury  and  the  Federal  Reserve  Board 
from  agreeing  to  float  a  special  Federal-held  bond  issue  at  an  interest 
rate  of  nothing,  or  one-eighth  of  1  percent  or  one-quarter  of  1  percent, 
or  whatever  it  is? 

Mr.  Martin'.  There  is  nothing  except  the  Federal  Reserve  Board 
would  negotiate  with  the  Treasury. 

Mr.  Reuss.  That  is  right.  If  the  Federal  Reserve  Board  would  take 
that  issue,  that  would  be  perfectly  within  the  statute  ? 

Mr.  Martin.  That  is  right. 

Mr.  Reuss.  Our  presently  outstanding  national  debt  is  somewhere 
around  $280  billion,  is  it  not,  roughly  1 

Mr.  Martin.  Two-hundred-and-seventy-odd  billion  dollars. 

Mr.  Reuss.  Of  that  two-hundred-and-seventy-odd  billion,  dollars, 
am  I  right  in  thinking  that  around  sixty-odd  billion  dollars  is  held  by 
t  ho  commercial  banks f 

Mr.  Martin.  I  think  it  is  less  than  that  now.  At  the  peak  it  was 
around  $78  billion.    My  guess  is  that  it  is  around  $48  billion  now. 

Mr.  Thomas  could  get  you  those  figures. 

Mr.  Rkish.  Well,  the  $48  billion  or  $50  billion.    I  just  wanted  some 

Mr.  Thomas.  $38 billion. 

Mr.  Martin.  I  am  corrected;  $58  billion. 

Mr.  Reuhs.  Am  I  also  right  in  my  layman's  understanding;  that 
when  a  commercial  bank  buys  a  Government  bondj  it  buys  it  out  of 
the  usual  currency  which  a  bank  lias,  namely  credit,  which,  in  turn, 
depends  on  the  Federal  Reserve  Board's  general  reserve  and  rediscount 
and  credit  policies? 

Mr.  Martin.  Right. 

Mr.  Reusk.  And  am  I  also  right  in  thinking  that  when  I,  an  in- 
dividual, or  an  insurance  company,  as  custodian  of  roy  savings,  or  a 
savings  and  loan  association,  or  some  nonbanking  institution,  buys  a 
bond,  it  buys  it  not  through  a  credit-creating  transaction  but  either  out 
of  savings,  or  otherwise  in  diminution  of  purchasing  power  which 
could  otherwise  be  used! 

Mr.  Martin.  That  is  correct, 

Mr.  Reuss.  Therefore,  in  an  inflationnrv  situation,  such  as  many 
|M'Dj)li>,  including.  I  think,  you  in  the  Federal  Reserve,  feel  we  face 
today,  it  is  much  better,  is  it  not,  to  sell  a  Government  bond,  assuming 
we  have  to  sell  X  amount  of  Government  bonds,  to  a  private  person  or 
nonbanking  institution,  in  that  when  yon  sell  it  to  a  hank,  a  bank  neces- 
sirily  creates  credit  and  that  adds  to  the  imbalance  of  purchasing 
l>nwpr  over  goods  and  services  which  can  be  called  into  being! 

Mr.  Martin.  That  is  correct. 
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Mr.  Recres.  It  is  also  true,  is  it  not,  and  a  matter  of  general  knowl- 
edge, that  the  Treasury  now,  and  in  the  foreseeable  future,  is  not  hav- 
ing an  entirely  light  and  easy  time  in  its  Federal  debt  refunding  opera- 
tions.   At  least  the  Secretary  says  so.    There  i8  no  secret  about  that. 

Mr.  Martin.  That  is  correct. 

Mr.  Reuss.  Something  like,  I  think,  two-thirds  of  the  whole  national 
debt  comes  due  within  the  next  5  years.    Am  I  far  off  there  I 

Mr.  Martin.  You  are  not  far  off.    That  may  be  a  little  bit  high. 

Mr.  Thomas.  No,  it  is  about  $108  billion  out  of  $170  billion  of  mar- 
ketable issues.  It  all  depends  on  what  you  do  with  the  savings  bonds 
that  are  redeemable. 

Mr.  Reuss.  Yes,  sir,  but  a  vast  amount  does  come  due  in  the  next 
5  years,  and  it  is  also  tme  that  many  short-terms  are  coming  due  in' 
March  and  June  of  1958,  is  it  not? 

Mr.  Martin.  That  is  right. 

Mr.  Reuss.  It  is  further  true  that  interest  rates  on  the  national  debt, 
on  refundings  of  the  national  debt,  have  been  disquietingly  high,  verg- 
ing on  4  percent,  for  certain  issues? 

Mr.  Martin.  That  is  correct. 

Mr.  Reuss.  It  isalso  true  that  if  in  the  next  year,  and  in  future  years 
to  come,  if  the  present  near- full  employment,  near-inflationary  situa- 
tion, to  use  mild  words,  keeps  up,  the  Treasury  is  going  to  have  to 
seriously  consider  unloading  large  and  increased  amounts  of  the  na- 
tional debt  on  the  commercial  banks?  That  would  be  the  only  alter- 
native if  it  can't  find  other  purchasers,  is  that  not  true? 

Mr.  Martin.  Well,  that  is  correct,  and  I  might  comment  there  that 
the  pressures  here  in  terms  of  the  point  that  you  are  making  are  to 
use  commercial  bank  credit,  either  directly  or  through  the  Treasury 
financing,  in  place  of  savings  capital.  That  is  the  thine  that  we  want 
to  try  to  avoid  as  far  as  we  can,  and  that  is  the  heart  of  the  comment 
that  you  are  making. 

Mr.  Reuss.  Exactly.  We  are  agreed  that  in  a  near-inflationary 
session,  every  dollar  of  the  national  debt  which  you  finance  by  a  credit 
transaction  rather  than  bv  a  transaction  which  diminishes  by  just  that 
amount  the  flow  of  purchasing  power,  is  something  to  be  avoided  if 
possible. 

Mr.  Martin.  Exactly. 

Mr.  Reuss.  What  I  was  saying  next  was  that,  however,  it  could  be, 
unhappily,  and  dangerously  for  our  economic  stability,  that  under  the 
existing  way  of  doing  tilings  we  may  not  be  able  to  avoid  as  much  of 
that  as  we  would  like  to.   Isn't  that  an  unhappy  prospect  f 

Mr.  Martin.  That  is  an  unhappy  prospect,  and  that  is  one  of  the 
concerns  that  we  have  constantly. 

Mr-  Reuss.  And  you  probably  spend  a  good  deal  of  your  time  wor- 
rying about  that  and  trying  to  forestall  it? 

Mr.  Martin.  We  do,  indeed. 

Mr.  Reuss.  You  should. 

jt  is  also  true,  is  it  not,  that  as  the  interest  rate  on  the  national  debt 
goes  up,  you  have  to  raise  just  that  much  more  money  somehow,  in- 
cluding some  of  it  maybe  by  borrowing,  and  that  becomes  in  itself  an 
inflationary  problem,  isn't  that  so  ? 

Mr.  Martin.  Any  increase  in  cost  is  bound  to  contribute  to  it, 

Mr.  Mutter.  Will  you  yield  at  that  point? 

Mr.  Reuss.  Surely. 
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Mr.  Multer.  And  included  in  increased  cost  is  increased  interest. 

Mr.  Martin.  Interest  on  interest,  you  mean? 

Mr.  Multer.  Interest  on  interest  or  interest  on  principal. 

Any  time  you  increase  interest,  it  is  an  increase  in  cost. 

Mr.  Martin.  That  is  right. 

Mr.  Redsh.  That  is  what  the  chairman  was  saying. 

Mr.  Martin.  That  is  right 

Mr.  Reuss.  And  it  is  also  true,  of  this  inflationary  problem  we  are 
discussing,  that  if  the  Treasury  has  to  rely  on  the  banks  for  increased 
purchases  of  the  national  debt  because  it  can't  get  anybody  else  to  buy 
them,  there  is  not  much  it  can  do  about  causing  an  equivalent  diminu- 
tion in  purchasing  power  through  the  rest  of  the  economy,  because  it 
can't  with  one  breath  increase  reserves  from  which  the  banks  can  buy 
new  bonds,  and  in  the  same  breath  decrease  reserves  from  which  the 
banks  can  go  lending  money  to  racetracks,  bowling  alleys — any  kind 
of  things  that  take  up  economic  activity. 

Mr.  Martin.  That  is  correct. 

Of  course,  we  can  do  what  we  can  to  supply  reserves  as  charily  as 
possible,  to  keep  the  reins  as  tight  as  possible  on  the  use  of  those  funds. 

Mr.  Recss.  You  would  supply  those  reserves  as  charily  as  possible 
to  avoid  building  extra  unnecessary  racetracks,  but  you,  of  course, 
would  have  to,  as  a  member  of  the  team,  supply  them  with  sufficient 
generosity  so  Ihat  the  national  debt  could  be  refunded. 

Mr.  Martin.  We  never  want  the  Treasury  to  fail.  We  are  just  as 
anxious  as  we  can  be  to  see  to  that. 

Mr.  Reuss.  I  agree  with  you. 

Mr.  Coad.  Will  the  gentleman  yield  I 

Mr.  Rettss.  Surely. 

Mr.  Coad.  You  don't  have  any  racetracks  in  mind:  do  yon? 

Mr.  Brush.  No. 

Mr.  Coad.  You  don't  have  a  given  instance  here. 

Mr.  Reuss.  Oh,  heavens  no;  and  let  me  say  to  the  chairman  that  I 
am  not  against  racetracks,  but  that  I  frequently  visit  them  with  great 
enjoyment.  But  they  are  a  method  of  economic  activity  which  is  not 
the  most  productive  in  terms  of  investment  capital  expanding  the 
economy.     They  are  largely  for  pleasure. 

Well  now.  let  me  get  clear  to  what  I  am  sure  you  guess  is  my  point 
here.  Mr.  Martin. 

Let.  us  suppose  this  law  we  are  talking  about  were  amend- 
ed  a  little  to  permit  the  Federal  Reserve,  if  it  wished  to,  and  as  a 
member  of  the  team,  and  subject  to  congressional  control,  and  subject 
nlso  to  the  overriding  two  goals  of  (1)  helping  to  keep  the  Treasury 
from  going  broke  which  yon  just  so  well  expressed,  and  (2)  helping 
keep  economic  stability  in  this  country. 

Let  us  suppose  the  law  were  amended  so  as  to  permit  the  Federal 
Reserve  Board  to  buv  a  somewhat  larger  amount  from  the  Treasury 
than  $5  billion— 10,  20.  or  even  SO  billion  dollars. 

Or  perhaps  it  could  ho  phrased  in  terms  of  not  more  than  25  or  60 
percent  of  that  portion  of  the  national  debt  which  as  of  a  sriven  time  is 
held  by  the  national  banks,  and  thus,  which,  in  our  vocabulary  as  we 
have  discussed  it  this  morning,  has  an  inflationary  potential. 

Ijet  us  say  that  the  law  was  so  amended  so  as  to  give  the  Federal 
Reserve  Board  the  power  to  do  that,  and  let  us  suppose  that  in  a  aeries 
of  situations  the  Federal  in  consultation  with  the  Treasury,  the  Cotn- 


j,9,vcdbyGoo£>Ie 


FINANCIAL   INSTITUTIONS   ACT   OF    1957  297 

mittee  of  Economic  Advisers,  the  President,  and  everybody  else,  de- 
cided that  it  should  purchase  as  a  patriotic  measure  that  amount  of 
newly  created  refunding  Federal  bonds  at  a  nominal  rate  of  interest. 
If  the  law  were  so  amended  and  if  the  Federal  Reserve  and  the  Treas- 
ury then  implemented  the  law  in  a  given  situation  by  transferring 
some  portion  of  the  national  debt  now  held  by  the  commercial  banks 
to  a  direct  Treasury-Federal  Eeserve  Board  operation,  I  would  like 
to  ask  3  questions  about  it,  and  perhaps  I  should  ask  the  3  questions  and 
then  you  can  answer  them  ns  you  wish. 

(1)  Would  that  be  any  more  inflationary,  or  otherwise  undesirable, 
than  the  present  system  of  having  the  banks  hold  that  portion  of  the 

(2)  On  the  $30  billion  assumption,  and  on  the  assumption  of  a 
nominal  interest  coupon  as  opposed  to  the  present  4-percent  coupon 
that  we  are  trending  toward,  wouldn't  that  save  the  taxpayers  about 
a  billion  dollars  a  year  in  interest,  and  permit  thereby  a  larger  budget 
surplus,  and  permit  thereby  the  repayment  of  a  portion  of  the  stagger- 
ing national  debt  ? 

And.  (3),  by  isolating  and  insulating  a  portion  of  the  national  debt 
in  this  fashion,  would  it  not  give  the  Federal  Reserve  Board  greater 
an ti- inflationary  elbow  room  in  the  following  manner :  by  permitting 
it,  once  it  makes  a  given  decision,  to  buy  directly  from  the  Treasury 
X  dollars  worth  of  the  national  debt  at  a  time  when  there  is  full  em- 

Sloyment  and  a  near  inflationary  situation,  to  make  a  corresponding 
hninution  in  the  amount  of  credit  available  through  commercial 
banks  to  the  economy  as  a  whole,  and  thus  have  an  anti-inflationary 
tool? 

Those  are  the  three  questions  I  would  like  to  ask  you,  and  since  they 
are  somewhat  of  a  mouthful,  if  you  want  me  to  repeat  any  of  the  ques- 
tions, I  will  be  glad  to. 

Mr.  Mahtin.  Well,  a  direct  purchase  by  the  Federal  Reserve  Board, 
Mr.  Reuss,  you  see,  is  more  inflationary  than  purchase  by  the  banks, 
even  though  monetization  of  the  debt  could  occur  through  the  banking 
system,  because  it  is  a  direct  purchase  and  it  creates  reserves  imme- 
diately which  the  banks  can  use. 

Mr.  Reuss.  Except  to  the  extent  that  the  needle  valve  is  equivalently 
tightened ;  by  rediscount  policy,  by  setting  of  reserve  requirements, 
you  could  calibrate  with  great  skill,  could  you  not,  the  amount  of 
diminution  which  you  have  to  undertake  to  make  up  for  the  expan- 
sion that  you  have  just  incurred  ? 

Mr.  Martin.  Well,  it  is  pretty  difficult  to  do  that,  because  you  put 
these  reserves  into  the  stream  directly,  without  any  ties  on  them  at 
all,  and  then  you  have  to  immediately  take  them  out.  It  seems  to  me 
that  is  a  pretty  hazardous  operation. 

The  first  impact  of  the  purchase — that  is  why  when  we  have  used 
this  device  we  have  kept  it  to  1, 2,  or  3  days  rather  than  letting  it  run 
any  length  of  time,  because  it  is  such  an  inflammable  operation  in 
terms  of  reserves. 

Mr.  Reuss.  Why  is  it  different  from  changing  the  reserve  require- 
ments so  as  to  permit  banks  to  buy  more  Government  bonds!  What 
we  are  assuming  here  is  a  situation  where  savings  bond  holders,  pri- 
vate persons  come  in  and  say,  "Look,  our  bonds  are  matured,  we  don't 
want  any  exchange  bonds,  we  want  to  buy  a  new  motor  car,  or  other- 
wise spend  our  money,  so  give  us  cash." 
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And  it  turns  out  that  private  persons  and  nonbanking  institutions 
are  not  willing,  at  that  particular  time,  to  take  up  the  slack.  So  the 
only  place  the  Treasury  can  turn  to  is  the  banking  system. 

How  does  the  expansion  of  credit  necessary  to  enable  the  banking 
system  to  remove  from  the  market  that  load  of  Government  debt,  how 
does  that  differ  in  its  inflationary  impact  from  direct  purchase  by 
the  Federal  Reserve  Board? 

Mr.  Martin.  Well,  direct  purchase  by  the  Federal  Reserve  at  a  low 
interest  rate  would  not  be  a  marketable  issue. 

Now,  if  we  change  reserve  requirements — you  see  the  question  lias 
been  raised  from  time  to  time  that  in  order  to  restrict  credit,  why 
didn't  we  raise  reserve  requirements  instead  of  engaging  in  open 
market  operations  and  the  discount  rate. 

Well,  it  seems  to  me  that  under  present  conditions  you  would 
accentuate  the  rise  in  interest  rates  with  current  demands  under 
such  a  course,  because  the  immediate  impact  of  that  would  be  to  force 
the  acquisition  of  reserves  on  the  banks  by  disposal  of  Government 
securities,  but  you  are  using  the  market  process. 

Now,  when  the  Federal  Reserve  buys  directly  from  the  Treasury  at 
a  .specially  negotiated  interest  rate,  you  have  eliminated  the  market 
process,  and  you  have  immediately  acquired  in  the  Federal's  portfolio 
X  amount  of  securities  which  are  not  marketable — the  market  process 
is  eliminated.  Then  you  have  got  just  that  much  addition  in  the 
stream  with  no  market  forces  playing  on  it  at  all. 

Mr.  Reuks.  I  don't  really  quite  see  why  you  can't  bring  that  market 
force  back  into  play  by  using  your  tools  to  contract  the  inflation  which 
you  have  just  admittedly  created. 

Rut  you  create  it  in  any  event.  It  seems  to  me  what  we  are  talking 
about  is  how  to  undo  that  which  you  have  just  done. 

Mr.  Martin.  Well,  I  think  yon  can  undo  it.  There  is  an  operation 
there  that  is  possible.  You  must  remember  that  when  we  purchase 
directly,  we  purchase  with  high-powered  dollars.  The  6-to-l  ex- 
pansion is  immediately  in  operation. 

Mr.  IIki'ss.  And  hence,  that  which  you  have  created  with  high-yield 
weapons  you  would  have  to  undo  with  high-power,  high-yield 
weapons. 

Mr.  Martin'.  Well,  you  would  have  to  undo  it  very  quickly,  you  see. 
This  is  a  process  that  moves  rapidly. 

Mr.  Rrcrss.  You  have  to  work  both  dials  at  the  same  time. 

Mr.  Martin.  Exactly. 

Mr.  Rrcrss.  However,  why  can't  you  ? 

Mr.  Martin.  Oh,  I  don't  say  that  it  isn't,  possible,  but  I  think  that 
the  whole  purpose  of  this  particular  section  is  to  give  us  a  little 
cHtowroom  on  Treasury  financing,  not  as  a  normal  tool  of  operating 
money  and  credit  policy,  you  see. 

Mr.  Rki'ss.  Of  course,  I  concede  that  I  have  broadened  the  scops 
of  (his  thing.  While  in  terms  it  is  unlimited,  actually,  as  you  and  I 
know,  it  has  been  used  for  very  short  term  operations.  But  my  ques- 
l  inn  is,  wouldn't  the  United  States  Treasury,  the  taxpayers,  and  those 
iit'ople  who  comprise  the  great  majority  of  the  people  of  this  country, 
nnil  who  detest  inflation,  be  better  off  if  we  had  more  elbowroom ( 

Mr.  Martin.  Well,  I  question  it.    I  question  whether  they  would 
lie  better  off  on  giving  more  authority  for  direct  purchases,  bee 
however  commendable  the  initial  approach  might  be,  I  think 
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-would;  find  it  abused  relatively  quickly,  because  the  approach  here 
would  be  to  try  to  put,  on  direct  purchases  by  the  Federal  from  the 
Treasury,  the  pressure  would  constantly  be  on  to  increase  that  as  a 
credit  machinery,  as  a  part  of  the  credit  machinery,  rather  than  what 
it  is  today,  just  a  residual,  temporary  operation  to  give  elbowroom  on 
Treasury  financing. 

Now  we  have  had  a  number  of  proposals — may  I  ask  Mr.  Thomas 
to  comment  on  this  also,  because  he  has  a  lot  of  experience  with  this. 

We  have  had  a  number  of  proposals  of  special  Reserve  plans  of  one 
sort  or  another,  and  this  is  tantamount  to  that,  it  seems  to  me.  Will 
you  comment  on  that,  Mr.  Thomas? 

Mr.  Rkubs.  What  we  are  doing,  before  Mr.  Thomas  answers,  we  are 
trying  to  explore  what  is  certainly  an  important  question  or  public 
policy,  namely,  can't  we  have  a  policy  of  credit  restraint,  tight  money, 
whatever  you  want  to  call  it,  which  fulfills  a  useful  anti  -inflation  pur- 
pose, but  which  doesn't  at  the  same  time  create  as  many  problems  as 
it  solves  and  which  doesn't  at  the  same  time  have  a  tough  impact  on 
many  segments  of  society  t 

And  I  am  sure  you  are  as  interested  as  any  of  us  here  arc  in  seeing 
if  there  isn't  an  answer  to  that,  and  in  seeing  if  we  have  to  be  as 
unimaginative  as  we  have  been  in  the  last  couple  of  years. 

Mr.  Martin.  Well,  we  should  be  as  imaginative  as  we  can,  and  I 
understand  the  constructive  nature  of  your  inquiry.  I  think  the  ques- 
tion is  that  you  will  probably  have,  in  my  judgment,  more  problems 
this  way  than  we  have  currently,  with  the  present  way  we  are  operat- 
ing, because  of  the  use  of  high-powered  dollars  which  are  pretty  much 
like  electric  sparks. 

Now,  will  you  comment,  Mr.  Thomas? 

Mr.  Thomas.  The  principle  on  which  the  system  operates  is  to  sup- 
ply the  amount  of  reserves  that  the  economy  needs  from  time  to  time. 

Now,  if  it  supplied  them  by  direct  purchases  from  the  Treasury,  and 
made  large  purchases  to  enable  the  Treasury  to  finance  itself  at  a  rela- 
tively low  interest  rate,  and  then  turned  around  and  sold  other  securi- 
ties in  the  market — or  raised  reserve  requirements  to  offset  the  effect  of 
those  purchases — all  the  rest  of  the  interest  rates  in  the  market  would 
continue  to  go  up. 

There  is  no  way  of  insulating  the  economy  as  a  whole  against  high 
interest  rates  ami  of  controlling  inflation  at  a  time  when  demands 
for  credit  are  exceeding  savings. 

Mr.  Reuss.  If  I  may  interrupt  you  right  there,  isn't  that  precisely 
what  a  sound  credit  policy  should  do?  Certainly  interest  rates  may 
have  to  go  up  murderously,  if  that  is  the  only  way  to  combat  inflation. 

Why,nowever,  sock  the  taxpayer  and  the  Treasury  with  all  that? 
Why  not  try  to  see  if  there  isn't  some  way  whereby  the  murderous 
effect  of  high  interest  rates,  which  under  our  assumption  have  to  be  in 
order  to  combat  inflation,  why  not  see  if  there  isn't  a  way  of  doing 
that  without  hurting  the  Treasury  too  much? 

Mr.  Thomas.  As  you  pointed  out,  there  are  $270  billion  of  public 
debt,  of  which  there  are  a  $100  billion  of  relatively  short-term  Treas- 
ury debt,  not  to  mention  the  redeemable  obligations  of  $50  to  $60 
billion  outstanding  and  for  the  Federal  Reserve  to  try  to  insulate  a 
very  small  part  of  the  Treasury  debt  against  high  interest  rates  would 
not  solve  the  problem  of  interest  rates  in  general. 
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The  holders  of  the  other  obligations  would  continue  to  try  to  sell 
or  redeem  thein  in  order  to  get  out  and  get  the  advantage  of  the 
higher  rates. 

It  is  not  possible  for  the  Federal  Reserve  to  insulate  one  sector  of 
the  market  against  the  effect  upon  interest  rates. 

Now,  the  Federal  Reserves  holdings  of  Government  securities 
amount  to  SR2S  billion,  which  is  a  small  part  of  the  debt — suppose  they 
were  all  expressed  in  terms  of  1  percent  interest — the  Treasury 
wouldn't  save  much  on  that  because  the  additional  amount  over  ex- 
penses comes  back  to  the  Treasury  anyway.  So  it  wouldn't  Bave  the  tax- 
S  avers  anything  in  interest,  and  the  Federal  Reserve  would  be  bor- 
ened  with  nonmarketable  obligations  which  it  could  not  sell  back 
into  the  market  from  time  to  time  as  may  be  needed  to  adjust  the 
monetary  needs  of  the  economy. 

You  see.  the  variations  in  these  reserve  needs  vary-  by  as  much  as  $2 
billion  in  the  course  of  each  year — and  the  system  is  in  and  out  of  the 
market  nil  the  time,  and  yon  cannot  tell  at  what  time  there  may  be  ■ 
large,  return  flow  of  currency  or  other  factors  which  may  involve 
open-market,  operations.  It  is  just,  a  question  of  what  sort  of  an 
obligation  the  Federal  Reserve  hank  should  hold. 

Now  this  direct  purchase  provision  as  it  is  in  the  law,  as  you  are 
aware,  both  in  practice  and  in  the  legislative  history,  has  been  limited, 
as  the  Chairman  said,  only  to  taking  care  of  temporary  variations  in 
the  money  market  and  in  Treasury  cash  needs  at  a  time  when  the 
Treasury  has  to  pay  out  a.  lot  of  money  one  day,  and  knows  it  is  getting 
back  a  lot  in  a  few  days,  so  that  it  may  need  a  very  temporary  bor- 
rowing. The  legislative  history  has  brought  out  very  clearly,  as  you 
will  see  from  the  various  hearings  on  the  extension  of  this  provision 
which  comes  up  every  2  years,  that,  it  is  designed  for  and  is  used  for 
that  purpose,  although  it  is  recognized  that  an  emergency  may  arise, 
like  a  hank  holiday,  or  a  war,  or  something,  so  that  we  may,  at  some 
time,  need  very  large  temporary  aid,  especially  if  the  Treasury  faces  a 
large  maturity  under  such  conditions. 

But  it  has  been  limited  to  that  purpose,  and  for  the  very  reason  that 
it  might  be  subject  to  abuse,  if  you  start  using  it  to  support  the  Treas- 
ury market,  or  to  try  to  avoid  the  Treasury  having  to  pay  market  rates 
of  i  nl  crest  front  time  to  time,  that  is. 

Mr.  JvKtss.  On  thisquestion 

Mr.  MviiirN.  The  matter  of  insulating  or  isolating  any  segment  of 
the  market  for  any  period  of  time  is  an  almost  impossible  task  in 
terms  nf  market  continuity  and  creates  just  as  many  problems  as  you 
would  have  ol  herwise. 

Mr.  Thomas.  That  was  the  crux  of  some  of  the  Reserve  schemes  we 
played  around  with  in  the  late  forties- — when  the  Federal  Reserve  was 
buying  securities  to  try  to  support,  the  Treasury  issues  and  maintain 
it  stable  interest  rate.  The  idea  was  that  if  the  amount  of  reserves 
that  were  created  by  these  securities  could  he  insulated,  or  the  banks 
could  W  required  to  hold  certain  short-term  Government,  securities, 
it  would  at  least  maintain  somewhat  lower  interest  rates  for  that  par- 
ticular tvpe  of  issue. 

But  those  schemes  were  criticized,  and  justly  so.  on  the  ground  that 
it  still  wouldn't  keep  the  general  level  of  interest  rates  from  rising. 

Tf  the  insurance  companies,  as  they  did  at  that  time,  wanted  to  sell 
long-term  Treasury  bonds  in  order  to  get  money,  the  Federal  Reserve 
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would  be  faced  with  the  problem  either  of  buying  them  or  of  letting 
the  interest  rates  rise ;  and  if  they  bought  them  they  would  create  more 
reserves  and  you  would  constantly  have  to  be  raising  the  reserve  re- 
quirements of  member  banks,  and  you  would  get  up  to  a  very  high  fig- 
ure in  order  to  continue  to  insulate  those  securities. 

No  device  of  this  sort  would  solve  the  problem,  if  you  have  a  very 
large  public  debt,  which  is  considered  as  a  liquidity  instrument  by  the 
market,  and  an  attempt  to  convert  those  Government  securities  into 
money,  to  lend  that  money  for  other  purposes — there  is  no  way  of 
avoiding  rising  interest  rates  under  those  conditions. 

Mr,  Martin.  You  are  not  suggesting  that  we  would  avoid  rising  in- 
terest rates  under  those  conditions,  Mr.  Reuss.  You  are  just  suggest- 
ing that  we  try  to  insulate  a  portion  of  the  market,  such  as  a  portion 
qf  the  Treasury  debt. 

Mr.  Reuss.  That  is  correct 

Mr.  Martin.  And  perhaps  that  would  mean  a  correspondingly 
higher  increase  in  the  other  segments  of  the  debt. 

Mr.  Reuss.  Yes,  that  would  be  a  necessary  effect,  it  seems  to  me. 

Now  I  don't  say  that  it  would  follow  through  with  exact  correspond- 
ence, but  inevitably  if  you  look  at  our  assumptions,  which  are  that  the 
economy  is  boiling,  you  can't  produce  another  piece  of  goods,  and  pri- 
vate people  come  in  with  their  bonds  and  say  "Look,  I  want  my  money. 
These  are  mature  and  I  want  to  spend  that  money  for  goods  and 
services  tomorrow." 

Inevitably,  in  order  to  complete  the  equation,  somehow  or  other, 
racetracks  have  to  be  discouraged  from  borrowing  money  to  put  up 
any  bleachers.  Otherwise  you  destroy  your  equation.  And  the  best 
way  to  discourage  them  under  a  free  market  system,  which  you  and  I 
believe  in,  is  to  raise  the  interest  rate  on  commercial  loans,  which 
would  tend  to  follow  from  the  turning  of  the  valve,  proportionately, 
by  the  Federal  Reserve,  which  brings  me,  I  guess,  to  my  semifinal  ques- 
tion on  this  matter  of  abusing  this  power — which  is  indeed  a  very  hot 
and  dangerous  power. 

Why  should  there  be  any  more  likelihood  of  abuse  of  such  a  power 
if  it  is  clearly  limited  by  the  law,  spelled  out  by  Congress,  the  various 
roles  of  the  Federal,  the  CEA,  the  White  House,  and  the  Congress, 
why  is  there  any  more  danger  of  abuse  than  there  is  right  now,  where- 
by the  Treasury  without  consulting  with  anyone,  can  embark  upon  a 
course  of  conduct  which  may  create,  with  your  compliance,  billions 
and  billions  of  dollars  worth  of  excess  reserves  which  are  used  to  take 
off  the  market  portions  of  the  national  debt? 

I  don't  like  it  the  way  it  is  now,  and  I  think  there  should  be  safe- 
guards on  it  now,  but  why  can't  you  have  equal  or  better  safeguards 
under  the  kind  of  situation  we  are  talking  about? 

Mr.  Martin.  Well,  I  think  it  would  be  very  difficult  to  spell  out  the 
terms  of  reference  of  such  a  thing ;  that  it  would  have  to  come  into  the 
act,  you  see,  in  a  pretty  specific  way. 

Now,  the  pressures  that  work  here — and  you  have  seen  it  among 
some  of  our  foreign  friends — are  such  that  all  of  the  pressures  are  to 
put  more  and  more  items  into  this  category.  Wherever  there  is  any 
pressure  of  any  sort,  to  say  "Well,  now  this  is  a  special  operation,  and 
this  requires  special  attention." 
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Then  the  tendency,  I  think,  is  to  direct,  the  central  bank,  gradually, 
to  become  an  arm  of  the  Treasury,  and  that  is  something  that  I  think 
we  all  ought  to  be  very  careful  about,  because  when  we  become  just 
a  means  of  printing  money  for  the  Treasury,  why,  it  is  just  a  matter 
of  time  until  the  whole  community  suffers. 

Mr.  Keuss.  Amen.  I  couldn't  agree  with  you  more.  However, 
what  I  have  put  to  you  is  a  situation  where  the  Federal  would  be  com- 
plete master  in  its  own  household,  wouldn't  be  asked  to  purchase  i 
nickel  but  what  it  agreed  to  do,  and  you  yourself  have  just  said  in  de- 
scribing your  own  current  role  that  you  in  the  Federal  are  not  going  to 
sit  idly  by  and  see  the  Treasury  go  "broke,  and  I  think  we  all  applaud 
that. 

So  that  makes  you  right  now,  it  seems  to  me,  an  arm  of  the  Treasury, 
subject,  of  course,  to  your  right  to  holler  "uncle"  when  yon,  think  the 
Treasury  financing  considerations  are  triumphing  over  anti-inflation- 
ary situations  at  a  particular  point.   Isnt  that  so  I 

Mr.  Martin.  Yes,  I  think  that  is  so,  but  I  think  the  situation  today 
is  that  we  always  want  to  assist  the  Treasury  in  every  way  that  we 
can.  We  don't  ever  want  to  take  into  the  purview  of  the  powers  of 
the  Federal  Reserve  the  right  to  check  up  on  the  appropriations  ma- 
chinery of  the  Congress.    That  would  be  exceeding  our  authority. 

Mr.  Patman.  Will  you  say  that  again,  Mr.  Martin!  I  didn't  hear 
you. 

Mr.  Martin.  I  say  we  would  not  want  the  Federal  Reserve  to  in 
any  way  be  in  conflict  with  the  appropriations  machinery  of  the  Con- 
gress. When  the  Congress  appropriates  money,  it  is  our  duty,  Mr. 
Patman,  to  help  the  Treasury  raise  that  money,  regardless  of  'whether 
we  thought  it  was  wise  or  unwise  for  the  Congress  to  appropriate  it. 
We  would  be  exceeding  our  authority  if  we  in  any  way  endeavored  to 
do  anything  about  that. 

But  at  the  same  time,  as  it  works  today,  we  are  under  no  compulsion 
to  set  an  interest  rate  by  fiat,  that  the  market  will  not  support. 

Both  the  Treasury  and  the  Federal  Reserve  are  in  the  position  of 
wanting  to  see  the  Government  financed,  but  financed  without  having 
an  interest,  rate  decreed  by  fiat. 

In  other  words,  the  forces  of  the  market  are  put  into  play,  and  the 
Treasury  at  certain  times,  as  it  has  been  this  year,  has  been  faced  with 
the  cashing  in  of  securities  and  the  necessity  for  competing  in  the 
market  for  its  funds,  and  to  the  extent  that  it  competes  in  the  market 
for  those  funds,  it  is  engaging  in  what  we  call  loosely  sound  finance, 
but  it  is  competing  like  everyone  else  for  that  money  and  therefore  is 
not  contributing  directly  to  the  inflationary  stream.  It  is  merely  tak- 
ing it  away  from  some  other  user,  or  some  other  claimant  for  the  funds. 

But  to  the  extent  that  we  set  an  interest  rate  which  the  market 
doesn't  recognize  or  can't  support,  we  are  acting  on  the  basis  of  fiat, 
and  that  is  not  the  role  of  interest  rates. 

Mr.  Rbi'ss.  I  have  certainly  appreciated  your  answers  and  those  of 
your  associates,  and  I  have  presumed  on  my  colleagues  time  enough 
for  this  morning. 

But  I  would  leave  the  subject  with  this  suggestion :  It  seems  to  me 
we  have  l)een  exploring  a  field  of  public  policy ;  namely,  "How  do  you 
tight,  inflation  and  still  make  the  national  debt  manageable  and  ease 
the  burden  on  the  taxpayers  to  the  utmost";  we  have  been  exploring 
a  question  which  is  one  of  the  most  important  in  domestic  policy,  and 
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I  wonder  whether  it  would  not  be  possible  to  havB  some  of  the  bril- 
liant people  in  your  organization  prepare  an  up-to-date  Federal  Re- 
serve study  on  just  this  question,  and  project  it  tor  the  next  few  years. 

Because  we  know  we  are  going  to  be  in  an  era  of  a  boiling  economy, 
and  we  fear  increased  Treasury  stringency,  and  I  would  hate  to  feel 
that  we  had  left  onturned  any  approach  to  trying  to  solve  this  dilemma. 

Would  it  be  possible  for  some  such  study  to  be  made  for  either  this 
committee  or  the  general  public. 

Mr.  Martin.  We  would  be  very  glad  to  prepare  a  little  memoran- 
dum. We  are  working  on  this  point  constantly.  I  think  your  sug- 
gestion is  worthy  of  exploration  in  every  direction.  From  the  time 
that  the  special  reserve  plan  was  being  actively  considered — I  was  still 
in  the  Treasury,  before  I  was  in  the  Federal — I  have  turned  over  in 
my  mind  various  ways  of  handling  this  situation,  and  I  haven't  yet 
convinced  myself  that  there  is  any  better  means  of  handling  these 
discordant  forces  that  we  have  in  the  economy  than  with  a  major 
reliance  upon  the  market  process. 

The  more  you  remove  from  that  market  process,  it  seems  to  me,  you 
may  help  those  particular  situations  for  a  time,  but  you  are  uncover- 
ing, like  Pandora's  box,  troubles  in  another  direction. 

And  equally  meritorious  programs  and  socially  desirable  ends  are 
then  thwarted.    That  is  the  round  robin  that  we  are  dealing  with. 

Mr.  Reuss.  Well,  if  that  is  so,  if  this  thing  is  what  we  are  tied  for 
all  time,  then  let's  know  about  it. 

Mr.  Martin.  We  certainly  ought  to  examine  it  carefully,  and  I 
appreciate  your  raising  the  question. 

Mr.  Reuse.  Thank  you  very  much,  Mr.  Chairman.  And  may  I 
yield  to  Mr.  Multert 

Mr.  Multer.  I  don't  want  to  take  the  witness  from  anyone.  I  lust 
want  to  clear  up  two  things  that  Mr.  Martin  said,  or  ask  him  to  clear 
them  up  with  reference  to  your  questioning. 

Maybe  I  misunderstood  you,  Mr.  Martin,  hut  I  thought  you  said 
that  when  you  buy  bonds  directly  from  the  United  States  Govern- 
ment, that  is,  United  States  Government  obligations,  when  the  Federal 
Reserve  does  in  accordance  with  the  authority  set  forth  in  section  12 
referred  to  a  moment  ago,  that  those  are  not  marketable  securities? 
Did  you  say  that? 

Mr.  Martin.  That  is  correct.    There  isn't  any  market  for  them. 

Mr.  Multer.  Well  now,  there  is  a  difference  between  marketable  and 
there  being  no  market.  You  don't  mean  they  are  not  marketable  to 
the  extent  that  they  are  not  negotiable  bonds  that  you  can  sell  at  any 
time  there  is  a  market. 

Mr.  Martin.  Well,  I  may  be  mixed  up  here,  Mr.  Multer.  Can  you 
clarify  the  point,  Mr.  Thomas. 

Mr.  Thomas.  I  think  the  point  was  in  answer  to  Mr.  Reuss1  sug- 
gestion as  to  why  can't  the  Federal  Reserve  buy  some  low  interest  secu- 
rities directly  from  the  Treasury. 

The  point  is  if  you  bought  those  low  interest  securities  at  a  rate  which 
was  below  the  market  rate,  those  securities  would  be  in  effect  non- 
marketable.    They  could  be  marketed  at  some  price. 

Mr.  Multer.  That  is  not  the  point.  The  point  was  that  I  thought 
Mr.  Martin  said,  and  I  think  he  confirms  my  recollection  of  what  he 
said,  that  when  the  Federal  Reserve  buys  bonds  directly  from  the 
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United  States  Government,  it  is  buying  nonmarketable  bonds.  I  don't 
think  he  meant  to  say  that. 

Mr.  Martin.  I  didn't,  mean  to  say  that.  If  I  said  that,  I  didn't 
mean  to  say  it. 

What  I  mean  was  that  if  we  buy  at  1  percent,  and  the  market  a 
2y.  percent,  you  are  excluded  from  the  current  market. 

Mr.  Mn.TKK.  The  other  question  that  needs  clarification  isthis:yon 
talked  about  the  forces  of  the  market  as  a  result  of  which  the  rates  in 
fixed  and  bonds  are  marketed  at  a  price. 

Tell  mo,  what  forces  of  the  market  are  at  play  when  the  Federal 
Reserve  buys  directly  from  the  United  States  Government  its  obliga- 
tions, or  when  it  is  necessary  to  refinance  the  United  States  obliga- 
tions that  are  being  held  only  by  the  Federal  Reserve  banks! 

To  make  myself  clear,  I  think  some  $L5  billion  of  the  issue  coming 
due  this  year  are  held  by  the  Federal  Reserve  banks. 

Mr.  Martin.  Well,  the  current  financing  is  a  good  case  in  point, 
Mr.  Multer.  Out.  of  $24  billion,  roughly  $9.2  billion  are  held  outside 
of  the  Federal  Reserve. 

Mr.  Multer.  And  about  $15  billion  are  held  by  the  Federal  Reserve. 

Mr.  Martin.  That  is  right.    And  those  will  be  turned  over. 

Mr.  Multer.  Turned  over  to  whom? 

Mr.  Martin.  Exchanged. 

Mr.  Multer.  Exchanged. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  Well  now,  why  is  it  necessary  to  exchange  those 
bonds,  those  approximately  $14  billion  or  $15  billion  worth  of  bonds 
which  the  Federal  Reserve  banks  are  holding,  and  are  not  on  the 
market;  why  is  it  necessary  to  exchange  those  United  States  obliga- 
tions which  bear  2%  or  3  percent  interest  for  new  ones  at  4  percent 
What  market  forces  require  that  to  be  done  ? 

Mr.  Martin.  Well,  the  current  market  requires  that.  We  may  want 
to  sell  those  securities  at  any  time. 

Mr.  Multer.  You  may  want  to  sell  them  in  the  future.  Ton  are 
holding  them  now. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  Why  should  you  worry  about  what  bonds  you  will 
have  tit  sell  next  year  or  2  years  from  now,  when  you  refinance  these 
bonds  you  are  holding  now  and  you  are  keeping  oft*  the  market? 

Mr.  Martin.  Well,  we.  want  to  l>e  current  iii  this  operation.  This 
is  a  continuous  How  of  money  and  credit,  and  these  instruments  are 
part  of  that  flow. 

Mr.  Milter.  Did  the  Federal  Reserve  banks  say  to  the  Treasury 
as  to  this  approximately  $14  billion  or  $15  billion  of  bonds  which  an 
coining  due  this  year,  which  the  Federal  Reserve  is  holding,  "We  want 
4-percent  bonds  for  those"  ? 

Mr.  Martin.  No. 

Mr.  Multer.  Then  what  excuse  is  there  for  the  Treasury  saying, 
"We  cannot  redeem  those  bonds  except  with  4-percent  bonds"! 

Mr.  Martin.  Well,  they  have  to  exchange  those  bonds  in  the  market 
Otherwise  it  just  becomes- — — 

Mr.  Multer.  They  do  not  have  to  exchange  them  in  the  market  if 
you  are  holding  them. 

Mr.  Martin.  Well,  they  have  to  exchange  them — somebody  has  to 
exchange  them. 
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Mr.  Mtjlter.  Yes,  the  Federal  Reserve  is  holding  them  and  they 
exchange  them  for  new  government  obligations.  They  do  not  touch 
the  market.  But  the  minute  they  announce  "We  are  going  to  ex- 
change these  $15  billion  worth  of  Government  bonds  which  are  not  on 
the  market  at  the  higher  interest  rate,"  interest  rates  go  up  right 
across  the  country.    Isn't  that  true  ? 

Mr.  Martin.  Well,  the  amount  that  the  Federal  holds  is  generally 
never  obscure.  We  have  done  everything  we  can  to  make  that  public 
property,  so  that  you  frequently  see  market  commentators  pointing 
out  the  exact  holdings  of  the  Federal  and  the  exact  holdings  of 
corporations  and  banks. 

The  people  in  the  market  are  familiar  with  that.  Now  the  news- 
paper comments  may  stress  the  fact  that  it  is  $24  billion,  say,  because 
that  makes  a  bigger  amount,  or  they  may  stress  the  part  that  is  held 
by  the  corporations  and  banks. 

I  saw  one  headline  on  this  current  financing  that  said  "Treasury 
Goes  to  the  Market  for  $9  Billion." 

Mr.  Mtjlter.  To  the  extent  of  90  percent  of  the  profit  earned  from 
the  increased  interest,  that  goes  back  to  the  Treasury. 

Mr.  Mart™.  That  is  right. 

Mr.  Mttlter.  So  the  only  effect  of  that  is  to  take  it  out  of  one  pocket, 
put  it  in  the  other,  and  push  the  interest  rate  up  across  the  country. 

Mr.  Martin.  No,  I  don't  think  so.  There  may  he  some  psychological 
impact  in  that,  but  our  holdings  are  generally  there,  and  those  holdings 
should  be  fluid  so  that  we  can  use  them  to  adjust  in  the  market.  That  is 
really  the  point. 

Mr.  Mm,TER.  That  is  all  for  now. 

The  Chairman.  Mr.  Patman. 

Mr.  Patman.  Mr.  Martin,  when  you  were  here  the  other  day,  I 
wanted  certain  information  from  you.  I  submitted  a  request  in 
writing  about  the  retirement  fund.  I  understand  you  have  the  infor- 
mation with  you  to  submit. 

Mr.  Martin.  That  is  correct. 

Mr.  Patman.  It  is  not  my  purpose  to  place  this  information  in  the 
public  record,  but  I  personally  want  to  inspect  your  reports  for  the 
2  years  and,  of  course  make  them  available  to  the  members  of  the 
committee.    Do  you  have  them  here? 

Mr.  Martin.  I  have  both  of  them  here,  Mr.  Patman. 

Mr.  Patman.  Now,  about  how  many  officers  have  retired  from  the 
Federal  Reserve  System,  Mr.  Martin? 

Mr.  Martin.  I  have  a  list  of  all  of  them,  Mr.  Patman.  I  don't  know 
the  exact  number. 

Mr.  Patman.  Would  you  let  me  see  a  list  of  them,  please,  to  keep 
for  my  personal  information  ? 

Mr.  Maktin.  Yes,  sir. 

Mr.  Patman.  Those  retired  and  the  amount  of  retirement  benefits. 

Concerning  the  matter  of  refinancing  that  Mr.  Multer  brought  up, 
it  is  a  very  interesting  point,  and  I  would  like  to  pursue  it  briefly.  It 
is  a  matter  of  great  public  interest  now.  About  $24  billion  will  be 
refinanced,  and  out  of  that,  over  $14  billion  are  held  by  the  12  Federal 
Reserve  banks  or  in  1  pool  in  New  York  by  the  Open  Market  Com- 
mittee for  the  account  of  the  12  Reserve  banks. 
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Now,  these  bonds  draw  2  to  2%  percent  interest,  I  understand. 
That  is  correct,  is  it  not,  Mr.  Martin  i  These  bonds  in  the  refinancing 
draw  about  2  or  21£  percent,  probably  all  of  them  2*£  percent  * 

Mr.  Martin.  1  could  give  you  the  exact  figures. 

Mr.  Patman.  1  don^  want  the  exact  figures.  I  say  they  draw 
approximately  that  rate. 

Mr.  Martin.  That  is  right. 

Mr.  Patman.  Not  over  2^.,  but  around  2  to  2% ;  is  that  right? 

Mr.  Martin-.  Yes,  sir,  that  is  right. 

Mr.  Patman.  As  the  Treasury  substitutes  for  tliese  bonds,  new 
l>onds  that  yield  4  percent,  that  automatically  increases  the  income 
of  Hie  banks.  An  additional  percent  on  $14  billion  would  be  $140 
million.  An  additional  1%  percent,  the  difference  between  2y2  and 
4,  would  result  in  an  increased  income  of  about  $210  million.  It  is 
that  much  a  year;  isn't  it? 

Mr.  Marti.v.  We  will  get  additional  income,  that  is  correct. 

Mr.  Patman.  Yes,  sir.     Now,  you  don't  need  that  income. 

Mr.  Martin.  Ninety  percent  of  that  income,  as  you  know,  will  ha 
returned  to  the  Treasury. 

Mr.  Patman.  Yes,  sir;  you  return  to  the  Treasury  what  remains 
after  you  spend  all  you  want  to  spend.  Is  there  any  limit  on  the 
expenditures  of  these  banks,  except  what  the  Federal  Reserve  Board, 
itself,  limits  them  to,  Mr.  Martin? 

Mr.  Martin.  They  are  administered  with  a  board  of  directors  that 
is  made  up  of  lending  businessmen,  bankers  and  others,  and  supervised 
through  the  Federal  Reserve  Board,  and  I  think  that  we  have  about 
as  careful  controls  on  their  expenditures  as  there  are  in  existence  today. 

Mr.  Patman.  I  am  not  going  to  concede  that.  I  mean  I  am  not 
going  to  concede  that  the  expenditures  are  proper  in  every  respect.  I 
don't  doubt  that  von  are  supervising  them,  but  I  just  wonder  about 
the  propriety  of  it,  whenever  you  can  spend  money  for  any  purpose 
in  the.  world  that  you  want,  even  to  the  extent  of  giving  banquets  and 
paying  honorariums  of  up  to  $2,000  each,  and  things  like  that,  and 
paving  -r>(>  percent  of  the  food  bill  for  the  officers  and  employees. 

Mr.  Martin.  We  have  had  this  up  a  number  of  times,  Mr.  Patman. 
T  sometimes  wish  you  would  come  down  and  sit  in  with  us  in  some  of 
the  meetings  we  have. 

Mr.  Patman.  Do  von  mean  at  the  restaurant  or  at  the  directors' 
table? 

Mr.  Martin.  We  would  like  to  have  you  at  both  places. 

Mr.  Patman.  If  we  eat  down  at  your  restaurant,  we  can  get  a  $2 
steak  for  $1.  We  eat  at  our  House  restaurant  over  here,  we  eat  a 
$2  steak  for  $4.  There  is  a  little  difference  theie.  There  is  where  a 
part  of  the  $210  million  goes. 

Now,  alHtitt  the  12  Federal  Reserve  hanks,  I  happen  to  have  2  of 
their  reports  here — I  have  all  their  reports— and  I  notice  there  is  no 
general  pattern  for  tliese  reports  at  all.  They  have  no  particular  in- 
formation disclosed  in  these  reports.  I  think  the  Dallas  report  is 
probably  the  best  one.  It  contains  more  of  the  basic  information. 
Some  of  the  bank  reports  just,  have  general  information  about  their 
sect  ion  of  the  country,  or  boost  their  territory,  and  give  no  informa- 
tion at  all  which  is  relevant  or  important  to  one  who  would  like  to 
liuow  something  nl>out  the  Federal  Reserve  bank. 
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Do  you  have  a  policy  about  trying  to  harmonize  or  to  synchronize 
the  basic  inforamtion  that  there  reports  should  contain,  Mr.  Martin? 

Mr.  Martin-.  We  review  all  of  those  reports,  Mr.  Patman.  We  want 
to  leave  to  the  individual  banks  as  much  individuality  and  initiative 
and  energy  as  we  possibly  can.  We  think  that  the  maximum  of  de- 
centralisation, with  as  much  authority  as  we  can  give  within  the  law, 
is  desirable. 

Mr.  Patman.  I  concede  that  the  reports  indicate  that  they  have  no 
restraints  or  limitations  of  any  kind 

Mr.  Martin.  Well,  they  do  have  strings.  We  watch  those  reports 
very  carefully.  We  spend  a  good  many  hours,  a  good  many  meetings, 
discussing  all  aspects  of  whether  we  should  have  more  coordination. 
Now,  I  don't  quite  agree  with  you  on  the  substance  of  the  reports.  I 
think  they  are  pretty  good. 

Mr.  Patman.  Well,  I  have  the  reports  here,  and  I  want  the  members 
to  see  them. 

Mr.  Martin.  I  would  be  just  delighted,  and  any  reports  that  we 
can  get  you,  we  will  get  you. 

Mr.  Patman.  We  have  them  already,  Mr.  Martin.  I  just  want 
the  members  to  see  them.  They  are  beautiful  books,  beautiful 
brochures,  and  well  gotten  up  from  their  standpoint,  hut  the  basic  in- 
formation is  lacking  in  practically  every  one  of  them. 

Mr.  Martin.  Any  information  you  want,  we  are  just  working  full 
time,  Mr.  Patman,  and  we  will  be  glad  to  get  it  for  you. 

Mr.  Patman.  I  know,  you  have  been  very  nice  about  furnishing 
information,  Mr.  Martin,  and  I  personally  appreciate  it  very  much. 

Now,  there  are  three  more  problems,  I  think,  which  I  believe  are 
worthy  of  discussion. 

The  first  is,  whether  or  not,  in  the  monetary  field,  one  of  our  basic 
problems  and  one  of  the  main  problems  is  to  determine  how  the  pri- 
vate financial  institutions  ration  credit  in  periods  of  monetary 
restraint; 

Second,  to  develop  a  method  for  distributing  the  burden  of  credit 
restraints  evenly  among  all  users  of  capital  and  credit; 

Third,  to  insure  that  our  financial  institutions  are  adequate  to  pro- 
vide the  capital  and  credit  needed  to  accommodate  required  rates  of 
economic  growth. 

Now,  do  you  consider  those  problems  among  the  most  important,  Mr. 
Martin  ? 

Mr.  Martin.  I  consider  all  of  those  problems  important,  Mr. 
Patman. 

Mr.  Patman.  Do  you  consider  them  near  the  top  in  importance  or 
in  the  middle  or  down  below? 

Mr.  Martin.  I  consider  them  near  the  top  in  importance. 

Mr.  Patman.  Right  at  the  top. 

Mr.  Martin.  I  don't  say  they  are  the  only  important  ones. 

Mr.  Patman.  I  am  glad  you  consider  them  of  top  importance,  be- 
cause I  feel  they  are  among  the  most  important  problems. 

Now,  as  to  the  monetary  restraint  that  is  causing  an  allocation  of 
credit,  I  want  you  to  discuss  this,  if  you  will. 

Back  until  the  low  interest  rate  was  broken,  March  4, 1951,  Govern- 
ment bonds  had  been  maintained  at  par  or  above,  for  about  14^  years, 
had  they  not,  Mr.  Martin  ? 

Mr.  Martin.  I  think  that  is  correct. 
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M r.  Patman.  For  14%  years  they  had  been  at  par  or  above. 

In  other  words,  the  marketable  bonds  represented  almost  money, 
didn't  they? 

Mr.  Martix.  They  had  come  to  have  the  characteristics  of  money. 

Mr.  Patman.  And  that  was  what  many  of  the  people  who  were 
studying  monetary  matters  and  were  interested  in  Bunking  feared;  i 
continuation  of  a  period  in  which  marketable  bonds  would  be  easily 
converted  into  cash,  and  they  looked  upon  it  as  monetizing  the  debt, 
did  they  not? 

Mr.  Martin.  That  is  right. 

Mr.  Patman.  And  they  wanted  to  get  away  from  that,  did  they  nott 

Mr.  Martin.  That  is  right. 

Mr.  Patman.  You  said  so  yesterday,  didn't  you  ? 

Mr.  Martin.  That  is  right. 

Mr.  Patman.  Now,  this  so-called  accord  between  the  Treasury  and 
the  Federal  Reserve,  which  caused  the  bottom  to  fall  out  of  Govern- 
ment bonds,  including  the  chairman's  bonds,  which  he  said  he  could 
"hear"  dropping  every  day,  that  caused  the  bonds  to  go  down,  down, 
down,  and  that  got  them  away  from  monetization ;  they  became  frozen 
in  the  hands  of  people  who  held  them. 

Tlie  Chaiuman.  I  might  say,  my  bonds  are  very  insignificant, 
hardly  worth  bringing  into  the  matter. 

Mr.  Patman.  I  know,  but  the  chairman  brought  them  up,  and  I 
think  they  illustrate  an  important  point,  and  with  his  permission,  I 
will  continue  to  discuss  them. 

Mr.  Mri/rKK.  Let's  talk  about  mine. 

Mr.  Patman.  I  will  talk  about  all  bonds,  including  the  chairman's 
and  Mr.  Midler's. 

But  as  they  have  gone  down,  they  have  gotten  out  of  competition 
with  the  banks'  money,  because  they  are  frozen  in  the  hands  of  the 
people,  who  own  them. 

If  a  neighbor  wants  to  build  a  home,  he  can't  get  financing.  He 
otl'ers  .">  percent.  "Well,  mnyhe  the  chairman  or  Mr.  Multer  would 
like  to  sell  tlieir  bonds  and  buy  this  mortgage  of  the  neighbor  so 
that  he  could  build  a  home,  but  they  can't  afford  to  do  that  because 
I  liev  have  to  take  such  a  big  loss  on  tlieir  bonds. 

Therefore,  the  drop  in  bind  prices  has  frozen  those  bonds  in  the 
hands  of  the  people  who  hold  them  and  makes  it  almost  impossible 
for  them  lo  l>e  iwd  as  money  as  they  used  to  be.  They  are  more  dif- 
ficult to  convert,  and  they  have  been  taken  out  of  competition  with 
institutional  lenders,  including  the  banks. 

That  is  a  correct  statement:  is  it  not,  Mr.  Martin!  They  have  been 
taken  out  of  competition  with  the  lenders  and  the  banks?  That  IB 
correct:  is  it  not? 

Mr.  Martin.  The  bonds  can  be  cashed  at  any  time. 

Mr.  Patman.  T  know,  but  at  a  big  discount,  just  as  after  World 
War  I.  Tn  all  the  hearings  preceding  World  War  II,  people  said, 
"Don't  let  us  go  back  to  what  happened  after  World  War  I  when 
people  had  to  sell  their  bonds  at  85  cents  on  the  dollar."  And  we 
resolved  right  then  and  there  that  we  would  never  have  that  happen 
again.  But  now  we  have.  The  bonds  have  gone  down  to  85  cents  on 
tlie  dollar.  And  that  freezes  those  bonds  in  the  hands  of  the  people 
who  own  them,  and  thereby  take  them  out  of  competition  with,  the 
institutional  lenders  and  banks. 
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To  that  extent  they  are  taken  out  of  competition ;  aren't  they,  Mr. 
Martin? 

Mr.  Martin.  No,  they  are  not  taken  out  of  competition. 

Let's  go  back  and  look  at  this. 

Supposing  there  had  been  a  decline  in  business;  supposing  there 
had  been  no  demand  for  credit,  and  the  business  process  hadnx  oper- 
ated, they  wouldn't  have  stayed  at  par  and  twenty-two  thirty-seconds, 
they  would  have  gone  up  to  103  and  104, 

Now,  what  happened  was  that  the  business  pressures  began,  and  I 
was  in  the  Treasury  during  that  period,  as  you  will  recall,  and  they 
became  more  and  more  insistent,  and  an  insurance  company,  to  take 
an  example,  that  had  a  choice  of  making  a  mortgage,  or  getting  money 
by  sale  of  a  bond,  there  was  no  conscious  choice  taken,  during  a  period 
of  that  sort,  because,  as  long  as  they  had  par  and  twenty-two  thirty- 
seconds,  it  was  just  the  same  as  money  in  the  bank. 

Now,  once  the  par  and  twenty-two  thirty-seconds  became  opera- 
tive, as  part  of  the  business  process,  the  credit  mechanism  began  to 
operate  as  one  of  the  governors  in  the  economy,  and  one  insurance 
executive  told  me  that  he  had  been  acquiring  mortgages  by  the  bushel 
basket  without  even  looking  at  them,  prior  to  that  time,  and  once  the 
process  began  to  work  that  you  are  talking  about,  he  had  to  make  a 
conscious  choice  as  to  whether  he  wanted  to  take  a  loss  on  that  security 
at  that  time  or  make  a  loan. 

Now,  that  is  what  the  business  process  is. 

Mr.  Patman.  And  that  is  the  reason  he  had  to  keep  his  bonds.  He 
couldn't  afford  to  sell  them. 

Mr.  Martin.  Oh,  no;  in  many  instances  he  did  sell  them.  As  a 
matter  of  fact,  earlier  this  morning  we  made  the  point — I  don't  know 
the  figures  exactly,  but  I  said  78  to  80  billion  dollars  of  Government 
securities  were  held  by  the  banks  at  that  time. 

Mr,  Thomas  can  get  the  figures. 

Mr.  Pat-man.  $58 billion? 

Mr.  Martin.  $58  billion  now.  I  am  talking  about  the  decline  in 
holdings,  and  many  of  those  have  been  sold  at  a  loss. 

Mr.  Patman.  Well  now,  Mr.  Martin,  they  didn't  take  much  loss, 
because  the  banks  didn't  have  long-term  bonds.  They  had  mostly 
short-term  bonds,  and  they  were  not  selling  at  much  of  a  loss.  That 
is  correct;  is  it  not? 

Mr.  Martin.  Well,  the  insurance  companies  did.  I  was  using  an 
insurance  company  example,  and  I  shifted  it  to  the 

Mr,  Patman.  I  know,  but  we  were  talking  about  the  banks.  They 
held  $78  billion  at  one  time,  and  now  it  is  reduced  to  $58  billion. 

Rut  we  are  getting  off  the  point.  The  point  I  want  to  make  is  that 
the  marketable  bonds  were  part  of  the  money  supply  as  long  as  they 
were  selling  at  par.  They  were  a  part  of  the  money  supply,  weren't 
they? 

Mr.  Martin.  No  more  so  at  par  than 

Mr.  Patman.  Well,  they  were  easily  convertible.  You  said  awhile 
ago  they  became  monetized  at  par. 

Mr.  Martin.  Well,  Government  securities,  at  a  peg,  became  almost 
the  equivalent  of  interest-bearing  money. 

Mr.  Patman.  That  is  exactly  what  I  am  asking  you,  Mr.  Martin. 
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That  being  true,  there  are  about  $150  billion  of  marketable  debt, 
is  that  right? 

Mr.  Thomas.  $170  billion,  counting  the  convertible  bonds. 

Mr.  Patman.  $170  billion.  Therefore,  whenever  you  put  into  effect 
a  hard-money,  high-interest  policy,  and  yon  cause  these  bonds  to  fall, 
and  when  finally  they  have  gotten  down  so  low  that  people  wont  sell 
t  hem  to  buy  other  securities,  that  much  of  our  monetary  supply 
is  put  out  of  business,  isn't  that  right?  It  is  pushed  aside!  It  isno 
longer  in  competition  with  the  banks  and  the  institutional  lenders! 
That  is  correct,  is  i  t  not  ? 

Mr.  Martin.  Well  now 

Mr.  Patman.  Now  wait,  isn't  it.  true  that  by  doing  that,  that  yon 
have  caused  the  pressure  to  be  greater  on  the  banks  for  the  remaining 
supply  of  money,  and  there  is  where  your  increased  demand  came  iat 
You  forced  that  very  demand  that  you  are  now  complaining  about? 

Mr.  Martin.  Oh,  no,  no,  no,  if  the  demand  hadn't  been  there,  to  go 
back  to  where  we  started,  I  think  these  bonds  would  have  sold  at  about 
105  to  110. 

Mr.  Patman.  Well,  that  doesn't  have  a  thing  to  do  with  what  I  am 
asking  you. 

Mr.  Martin.  I  think  it  is  at  the  heart  of  what  you  are  asking. 

Mr.  Patman.  Xo,  the  heart  of  it  is  $85  bonds  instead  of  $100  bonds. 
Yon  have  put  into  effect  policies  that  caused  that. 

Mr.  Kilhurn.  Mr.  Chairman,  I  make  a  point  of  order  that  the  wit- 
ness is  not  allowed  to  answer  the  questions. 

The  Chairman.  Mr.  Martin  knows  his  rights.  He  certainly  can 
answer  as  he  pleases, 

Mr.  Khjjurn.  He  doesn't  have  a  chance. 

Mr.  Patman.  What  is  keeping  him  from  answering  right  howt 

The  Chairman.  We  all  understand  that  the  witness  has  a  right  to 
answer  the  questions  the  way  he  wants  to,  and  as  long  as  he  wants  to. 
There  is  no  restraint  on  him  whatsoever. 

Mr.  Patman.  Mr.  Martin 

The  Chairman.  I)o  you  want  to  make  any  further  statement,  Mr. 
Martin  ? 

Mr.  Martin.  No. 

Mr.  Patman.  Ho  we  have  muled  that  down,  that  that  $170  billion 
was  part  of  our  money  supply,  but  the  hard-money,  liigh-mteretst 
policy  caused  those  bonds  to  go  down  so  that  they  are  token  out  of 
t  lie  money  supply.  They  are  no  longer  easily  converted,  and  therefore 
they  are  out  of  competition  with  the  bankers  and  the  otlier  lenders. 

And  that  is  not  all.  There  are  about  $40  billion  of  E-bonds,  are 
there  not* 

Mr.  Martin.  I  think  so. 

Mr.  Patman.  All  right.  You  nailed  thein  down  so  they  are  out  of 
competition,  ton. 

ft  the  K-bond  people  had  put  their  money  in  savings  and  loan 
associations,  or  had  deposited  in  the  savings  departments  of  banks, 
that  money  would  always  have  been  available,  and  it  would  have  been 
a  part  of  the  money  supply.  But  by  getting  them  to  go  into  th* 
Ivlwmd  program,  and  tying  them  down  for  10  years,  or  about  16 
veal's,  they  have,  bonds  that  they  can't  easily  convert  without  loss  and 
inconvenience  to  themselves,  and  you  have  taken  that  $60  billion  oat 
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of  competition  with  the  money  lenders  and  the  banks,  too;  haven't 
yon,  Mr.  Martin  ? 

Mr.  Martin.  No,  Mr.  Patman,  they  can  cash  them  at  any  time. 

Mr.  Patman.  I  know  they  can 

Mr.  Martin.  "Well  now,  let  me  just  make  the  point,  that  you  and  I 
have  discussed  many  times.    You  are  using  this  phrase  "nailed  down." 

Mr.  Patman.  Yes,  sir,  I  think  that  is  what  it  is. 
w.  Mr.  Martin.  There  is  nothing  iii  the  flow  of  money  and  credit  that 
can  be  nailed  down  by  the  Government  or  anyone  else. 

Mr.  Patman.  Government  bonds  were  nailed  down  to  85. 

Mr.  Martin.  They  were  not  nailed  down  by  us.  They  were  nailed 
down  by  the  flow  of  money  and  credit.  On  that,  every  time  you  inter- 
fere with  that  stream,  you  are  causing  repercussions  which  in  most 
instances,  certainly  in  recent  years,  have  tended  to  accentuate  the  cost 
of  living.  ■ 

The  interplay  of  these  forces  has  caused  an  erosion  of  the  pur- 
chasing power  of  the  dollar.  As  I  said  the  last  time  I  was  here,  I 
think  the  cost  of  living  is  one  of  the  most  important,  if  not  the  most 
important  problem  which  is  facing  the  country  today,  in  current  eco- 
nomics, in  our  current  domestic  economics. 

Mr.  Patman.  I  thoroughly  agree  with  you,  but  this  whole  inflation 
scarecrow  has  been  up  a  long  time.  It  doesn't  scare  me  very  time  you 
say  "inflation." 

During  the  depression  years,  when  our  national  income  was  less 
than  $40  billion,  you  couldn't  consider  spending  a  million  dollars  on 
the  floor  of  the  House  or  the  Senate.  Somebody  would  scream,  "That 
is  inflationary.   Prices  will  go  through  the  roof." 

I  think  we  are  giving  inflation  just  a  little  bit  more  weight  than 
it  is  entitled  to  in  consideration  of  the  all-important  problems  con- 
fronting us.  We  let  that  scare  us  from  doing  the  good  things  we 
should  do.   At  least,  that  is  my  opinion. 

I  know  we  shouldn't  have  inflation.  We  should  keep  the  cost  of 
living  as  stable  as  we  can,  but  we  shouldn't  sacrifice  human  beings 
in  order  to  do  it,  and  I  believe  that  there  are  ways  of  controlling  infla- 
tion without  sacrificing  human  beings. 

Mr.  Martin.  I  never  advocated  sacrificing  human  beings. 

Mr.  Patman.  I  didn't  say  that  you  had. 

Mr.  Martin.  No,  but  I  wanted  to  make  the  point,  that  this  matter  of 
the  impact  of  inflation— I  am  talking  about  the  erosion  of  the  dollar — 
I  insist  that  it  bears  heaviest  upon  the  small-income  individuals,  upon 
the  savers,  upon  the  thrifty  people.  It  can  be  handled  by  the  large- 
operators.  It  can  be  handled  by  large  businesses,  in  terms  of  prices, 
considerably  better  than  it  can  be  by  small  businesses,  and  I  think  that 
we  have  to  recognize,  when  we  talk  about  unevenness — and  I  might 
refer  to  this  excellent  report  which  you  signed,  Mr.  Patman,  in  the 
Mills  committee — the  unevenness  of  inflation  is,  in  my  judgment,  con- 
siderably more  serious  than  any  alleged  unevenness  with  respect  to 
current  monetary  policy. 

Mr.  Patman.  Well,  I  didn't  sign  the  report.  It  was  Mr.  Mills1 
subcommittee,  under  the  jurisdiction  of  the  Joint  Economic  Committee. 

Mr.  Martin.  I  don't  know  whether  you  signed  your  name  to  it  or 
not,  but  your  name  was  on  it. 

Mr.  Patman.  I  forwarded  it  to  the  House  of  Kepresentatives  as 
chairman  of  the  Joint  Economic  Committee,  for  consideration.    A 
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lot  of  tilings  in  that  report  were  excellent.  I  don't  know  yet,  however, 
the  part  that  vou  are  talking  about. 

Mr.  Talle.  'Will  you  yield  * 

Mr.  Patman.  I  will  yield  to  Dr.  Talle. 

Mr.  Talle.  I  believe  you  are  referring  to  House  Report  No.  647, 
85th  Congress,  1st  session. 

Mr.  Patman.  I  am  referring  to  the  one  that  Mr.  Mills  got  oat. 

Mr.  Talle.  The  report  of  the  Joint  Economic  Committee  to  Urn 
Congress  of  the  United  States. 

Mr.  Patman.  That  is  right. 

Mr.  Talle.  At  the  start  of  page  1  of  that  report,  I  read  the  follow- 
ing: 

The  following  report  of  the  Joint  Economic  Committee  prepared  by  the  Sub- 
committee on  Fiscal  Policy  was  approved  for  transmission  to  the  Congress  by  the 
full  committee. 
Mr.  Patman.  That  is  right- 
Mr.  Talle.  Now,  may  I  read  from  that  report,  on  pages  4  and  5: 

Present  inflationary  pressures  frequently  are  attributed  to  the  so-called  «* 
price  push,  as  distinct  from  the  traditional  inflation  resulting  from  excessive  de- 
mand. Whether  or  not  this  distinction  Is  valid,  it  is  evident  that  general  price 
increases  can  occur  without  increasing  unemployment  only  if  demand  is  adequate 
to  support  the  higher  price  level.  The  basic  problem  is  an  Inadequate  level  of 
savings  out  of  current  income.  An  ever-Increasing  volume  of  real  savings  h 
needed  to  meet  the  economy's  requirements  for  replacement  of  plant  and  equip- 
ment under  inflated  prices  and  for  growth  based  upon  full  exploitation  of  rapid 
technological  advances.  Fiscal  and  monetary  policies  Should  be  directed  toward 
encouraging  a  higher  level  of  voluntary  real  savings  under  the  present  conditio™ 
of  Inflationary  pressure. 

Since  these  objectives  have  not  been  fully  accomplished,  public  policies  to  cope 
with  increases  in  the  price  level  must  take  the  form  of  general  fiscal  and  monetary 
restraints  on  the  expansion  of  total  spending.  It  is  recognized  that  the  burden 
of  such  restraints  may  not  be  evenly  distributed  throughout  the  economy.  The 
burden  or  inflation,  however,  is  fur  more  inequitably  distributed.  The  alterna- 
tive to  general  fiscal  and  credit  controls  is  some  form  of  direct  Government  cob.- 
trol  over  wage  nnd  price  determination.  The  use  of  this  type  of  control  would 
produce  results  as  bad,  if  not  worse,  than  the  inflation  against  which  It  would  be 
directed,  and  should  be  avoided. 

So  much  from  the  report. 

Xow,  Mr.  Chairman,  may  I  show  that  another  committee  of  the  Con- 
jii'i'ss  has  approved  the  policies  of  the  Federal  Reserve. 

This  is  from  House  Report  No.  313,  85th  Congress,  1st  se 

This  is  the  report  that  accompanies  the  recently  enacted  Housing  Act 
of  11)57.     I  read  from  that  report,  on  page  23 : 

Y i  iur  commit  tee — 
anil  that  is  this  committee,  the  Committee  on  Ranking  and  Currency 
■  if  the  House  of  Representatives — 

Your  committee  would  like  to  make  it  clear  that  It  has  no  fundamental  die- 
ajrceinent  with  the  central  thesis  that  in  an  economic  climate  like  the  present, 
it  would  be  folly  for  the  Federal  Reserve  Board  to  inflate  the  money  supply 
through  the  various  methods  open  to  it.  We  agree  that  the  solution  does  not 
tie  In  the  direction  of  increasing  the  money  supply  faster  than  productivity.  The 
record  is  replete  with  the  failures  of  such  a  policy.  We  need  only  cite  the  Infla- 
tion problem  which  plagued  our  Continental  Armies  In  the  Revolution  when  toe 
phrase  "not  worth  a  continental"  became  a  part  of  our  language.  The  ghastly 
monetary  inflation  suffered  by  Germany  under  the  Weimar  Repnhlie  In  the 
nun's  should  also  be  a  bitter  reminder  to  all  of  us  of  what  happened  when  the 
monetary  authorities  tried  to  solve  the  problem  by  pumping  more  and  mors 
money  into  the  system. 
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Now,  Mr.  Martin,  I  agree  with  you  a  hundred  percent,  that  the  coat 
of  living  is  our  No.  1  domestic  problem  at  the  present  time.  The  index 
has  gone  up  for  10  consecutive  months,  and  I  urge  the  Chairman  of 
the  Joint  Economic  Committee,  Mr.  Patman,  to  fix  an  early  date  for 
holding  the  hearing  that  the  Joint  Economic  Committee  met  to  con- 
sider day  before  yesterday.  I  think  we  should  have  the  American 
people's  attention  called  to  the  fact  that  the  danger  of  inflation  is  very 
serious,  and  very  few  people,  if  any,  would  stand  to  gain  from  it, 

Mr.  Patman.  I  thoroughly  agree  with  you  that  it  is  the  No.  1  prob- 
lem. We  are  going  to  have  a  meeting  October  8  to  take  up  what  the 
staff  has  for  our  consideration,  and  to  get  ready  for  a  full-dress  hear- 
ing in  the  early  part  of  the  year  on  that  subject. 

But  that  bears  out  what  I  told  the  Federal  Reserve  and  Mr.  Martin 
in  particular  in  the  beginning,  that  interest  rates  were  inflationary. 
All  during  the  time  that  interest  rates  have  been  going  up,  up,  up, 
the  cost  or  living  has  been  going  up,  up,  up,  so  your  theory  that 
higher  interest  would  cause  a  more  stable  dollar  has  not  been  proven ; 
has  it,  Mr.  Martin? 

Mr.  Martin.  There  is  no  telling  how  much  higher  the  cost  of  liv- 
ing would  be  if  it  had  not  been  for  this  relatively  small  weight,  in 
terms  of  demand  and  supply,  which  has  been  operating. 

Mr.  Patman.  Do  you  seriously  contend  that  higher  interest  1ms 
helped  hold  down  the  cost  of  living? 

Mr.  Martin.  I  think  it  has  been  one  of  the  major  factors  in  holding 
it  down. 

Mr.  Patman.  Well,  you  can  see  something  in  it  that  I  haven't  been 
able  to  see. 

Mr.  Talle.  Will  you  yield? 

Mr.  Patman.  I  yield. 

Mr.  Talle.  I  want  to  appeal  to  my  Chairman  of  the  Joint  Economic 
Committee,  that  we  have  this  hearing  on  inflation  promptly,  and  that 
it  be  started  by  the  1st  of  August,  rather  than  in  October,  because  when 
the  boll  weevil  works  in  Texas,  or  the  corn  borer  works  in  Iowa,  the 
farmers  don't  wait.   They  attack  the  problem  at  once. 

Mr.  Patman.  I  just  try  to  carry  out  the  instructions  of  that  fine 
committee  of  which  I  happen  to  be  the  chairman,  and  of  which  the 
gentleman  is  a  ranking  minority  member,  and  that  is  the  first  inti- 
mation I  have  had  from  him  that  he  wanted  to  start  earlier  than  Oc- 
tober. 

Mr.  Taij,e.  I  am  sorry.  I  said  so  very  clearly  at  our  meeting  the 
day  before  yesterday. 

Mr.  Multer.  Mr.  Chairman,  don't  we  have  enough  arguments  with- 
in our  own  committee  ? 

Mr.  Patman.  I  will  cease  and  desist  on  that.  Dr.  Talle  asked 
me  to  take  it  up. 

Mr.  Talle.  Well,  I  have  said  it  twice.    That  the  sooner  we  could 
get  started  on  the  hearing  the  better. 
-   Mr.  Patman.  We  will  get  started  just  as  soon  as  possible,  Dr.  Talle. 

Now,  as  to  the  money  supply,  Mr.  Martin,  $170  billion  in  bonds 
definitely  makes  $170  billion  worth  of  money,  as  long  as  you  can  sell 
your  bonds  and  get  money  for  them  right  off.  That  was  money. 
That  was  monetized  debt.  So  when  the  bonds  dropped  that  took  that 
much  money  our  of  competition  with  the  banks  and  lem 
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Mr.  Martin.  $4,  and  we  hope  we  are  not  going  to  let  the  value  of 
money  decline  so  much  in  that  period  that  it  is  a  total  loss  to  the 
individual. 

Mr.  Patman.  Mr.  Martin,  you  are  very  solicitous  of  the  dollar,  I 
mean  of  the  welfare  of  the  people,  in  keeping  this  dollar  stable,  but 
you  must  admit  some  responsibility,  whenever  you  are  the  architect 
of  a  policy  that  absolutely  destroys,  or  at  least  greatly  destroys  the 
value  of  $170  billion  of  Government  bonds,  to  the  extent  that  they 
are  frozen  in  the  hands  of  the  holders,  and  thereby  are  out  of  competi- 
tion with  the  banks  and  lenders  to  the  extent  that  the  money  lenders 
and  the  banks  have  the  money  available,  and  their  money  is  more  in 
demand  because  this  other  lias  been  taken  out  of  competition  with  it. 
That  strengthens  the  demand  on  the  banks;  that  causes  the  very 
thing  that  you  are  complaining  about. 

Mr.  Martin.  There  is  nothing  frozen  in  any  of  these  securities. 
They  are  marketable  or  cashable  or  redeemable. 

Mr.  Patman.  At  a  price. 

Mr.  Martin.  At  a  price. 

Mr.  Patman.  Yes,  sir  and  that  price  is  pretty  low. 

Mr.  Martin.  And,  exactly  as  you  are,  I  am  very  concerned  with  the 
purchasing  power  of  the  dollar.  I  think,  as  I  have  pointed  out  re- 
peatedly, that  is  the  only  risk  a  purchaser  takes  when  he  buys  United 
States  Government  securities — that  is  the  only  risk  in  the  world  that 
he  takes. 

Mr.  Patman.  Why  should  he  be  asked  to  take  that  risk,  Mr.  Martin  ! 

Mr.  Martin.  He  is  taking  the  risk  because  if  we  do  not  pursue 
policies — and  I  don't  mean  just  the  Federal  Reserve,  I  mean  the  entire 
Govern  ment 

Mr.  Patman.  Most  of  these  bonds  were  sold  during  that  14%-year 
period  when  the  people  were  led  to  believe  that  these  bonds  would  be 
kept  at  par.  They  thought  they  would  be.  I  think  many  people  were 
deceived  by  the  action  ofthe  Federal  Reserve  Board. 

Mr.  Martin.  I  wasn't  in  the  Federal  Reserve  Board  during  that 
time,  Mr.  Patman.    I  can't  speak  for  what  they  did. 

Mr.  Coad.  Mr.  Chairman,  may  I  ask  a  question  of  the  Chair  ? 

The  Chairman.  Mr.  Coad, 

Mr.  Coad.  Are  we  on  a  20-minute  rule  or  a  half-hour  rule  or  an 
hour  rule  ? 

The  Chairman,  No,  there  is  no  rule  this  morning.  We  did  not 
adopt  any  rule  of  that  kind. 

Mr.  Coad,  May  I  ask  a  question  ?  Are  we  going  to  meet  this  after- 
noon ?    There  is  no  session  of  the  House. 

The  Chairman.  That  is  at  the  discretion  of  the  committee,  I  was 
hoping  to  get  through  this  morning.  We  will  continue  until  after  12 
o'clock. 

Mr.  Patman.  Mr.  Chairman,  you  know  I  insisted  on  the  five-minute 
rule  here  for  a  long  time,  because  it  was  adopted.  The  chairman,  I 
think,  did  the  right  thing  in  adopting  it.  I  think  he  ought  to  go 
further,  and  have  another  go-around,  where  members  would  hnve  20 
or  30  minutes  or  1  hour.  And  then  have  a  third  go-round  in  which 
members,  especially  interested  in  a  certain  witness,  could  ask  all  the 
questions  they  want,  as  long  as  the  questions  are  pertinent  to  tlie 
inquiry. 
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I  think  the  trouble  with  some  of  our  bills  ia  that  we  don't  go  into 
them  sufficiently. 

The  Chairman-.  We  have  been  proceeding  this  way  for  a  long 
time.  If  the  members  use  proper  restraint,  we  can  get  through.  I 
hope  to  proceed  as  we  have. 

Mt.Patman.  That  is  all  right  with  me. 

The  Chairman.  I  do  think  those  who  have  the  floor  should  use  some 
restraint  and  give  the  other  members  a  chance  to  interrogate  the  wit- 
ness.  That  is  all  I  have  ever  asked. 

Mr.  Coad.  Mr.  Chairman,  I  would  like  recognition  at  some  time  or 
another,  and  I  would  like  to  be  able  to  interrogate  Mr.  Martin  again. 
I  have  had  two  5-minnte  periods. 
.    The  Chairman.  Well,  I  have  recognized  Mr.  Patman. 

Mr.  Milter.  Mr.  Chairman,  will  the  gentleman  yield? 

Mr.  Patman.  T  yield. 

Mr.  Milter.  I  think  it  is  important  that  our  record  be  clarified. 

Mr.  Talle  read  from  our  report  on  the  Housing  Act  of  1957,  House 
Report  31-1,  and  he  correctly  read  one  paragraph  on  page  23.  But 
when  that  paragraph  stands  alone,  it  does  not  give  the  intent  of  the 
full  report  or  the  idea  and  intention  of  this  committee  at  all.  To  com- 
plete the  record,  I  would  like  to  read  into  the  record  at  this  point  tins 
paragraph,  which  preceded  what  he  read,  and  then  the  next  paragraph 
which  follows  what  be  read : 

Your  committee  Is  concerned  over  the  effects  of  restrictive  monetary  potter 
upon  the  housing  Industry.  Whenever  credit  is  tightened,  home  building  in  mill  la 
be  one  of  the  first  segments  of  our  economy  to  suffer. 

Then  came  what  Mr.  Talle  read,  and  then  this  significant  para- 
graph : 

But  at  the  same  time  your  committee  refuses  to  accept  the  thesis  that  nothing 
can  be  done  to  solve  the  problems  created  by  the  tight-money  dilemma.  We  re- 
ject the  thesis  that  vital  and  socially  necessary  forms  of  endeavors  such  as  home 
building  must  be  deferred  Indefinitely.  Something  Is  fundamentally  wrong  If  our 
economy  cannot  be  permitted  to  meet  the  basic  shelter  needs  of  our  people. 
Your  committee  believes  that  too  little  thinking  has  been  devoted  to  achieving 
some  form  of  solution  which,  without  encouraging  Inflation,  will  still  penolt 
vital  Industries  such  as  the  home-building  industry  to  grow  and  expand. 

Mr.  Talle.  Well  now,  Mr.  Chairman,  may  I  say  that  my  purpose 
whs  f  o  show  that  two  committees  of  the  Congress  have  in  their  official 
reports,  this  year,  approved,  clinehingly,  what  the  Federal  Reserve 
lias  done  and  is  doing.  And  that  is  the  point  in  each  paragraph.  I 
didn't  select  either  paragraph  for  any  other  reason  than  to  show  that 
two  committees! — one  of  them  the  House  Committee  on  Banking  and 
Currency — have,  in  their  reports  this  year  approved  what  the  Federal 
Reserve  has  done  mid  is  doing.  That  was  the  purpose  of  both  quo- 
tations. 

I  don't  accept  that  interpretation  at  all. 
I  matters  not  whether  you  accept  it  or  not.     I  am  ei* 
committee  why  I  read  what  1  did. 
I  know.     I)r.  Talle  is  very  conscientious  and  that  is 
hi*  interpretation,  but  it  isn't  mine. 

Mr.  Mii/rm  Nor  mine.  That  is  why  I  read  the  other  parts  of 
the  report. 

The  Chairman.  The  first  statement.  Dr.  Talle's  statement,  may  be 
inserted,  and  the  other  excerpts  may  also  be  inserted  in  the  record. 
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Mr.  Patman.  Now,  is  it  correct  to  state,  Mr.  Martin,  that  the 
growth  of  the  gross  national  product  is  dependent  upon  an  increase  in 
private  debt,  if  the  Government  budget  is  balanced? 

In  other  words,  if  we  pay  off  some  of  our  Federal  debt,  and  if  we 
take  care  of  growth,  that  money  has  to  come  from  some  source.   In  the 

gast,  most  of  it  has  been  obtained  by  increasing  the  national  debt. 
iut  if  we  balance  the  budget,  where  are  we  going  to  get  money  to 
take  care  of  the  necessary  growth  of  our  country ?  It  has  got  to  come 
from  an  expansion  of  private  debt,  has  it  not* 

Mr.  Martin.  If  the  financing  is  going  to  be  sound,  of  the  expansion 
which  we  all  want,  the  long-term  debt  has  got  to  be  financed  out  of 
real  savings.  If  it  is  financed  by  the  creation  of  money — the  very 
point  you  make  so  frequently,  Mr.  Patman,  about  the  power  of  the 
Federal  Reserve — I  think  we  are  tampering  with  the  stability  of  our 
currency  and  exceeding  our  authority. 

Mr.  Goad.  Mr.  Chairman,  will  the  gentleman  yield  ? 

I  would  like  to  ask  a  question  of  Mr.  Martin  ? 

Mr.  Patman.  Just  a  minute. 

Mr.  Chairman,  I  don't  want  to  take  up  all  the  time,  and  at  the  same 
time,  I  am  not  willing  to  release  Mr.  Martin  until  I  ask  him  the 
pertinent  questions  that  I  have  to  ask.  I  am  willing  to  yield  to  any 
of  the  members,  and  I  will  yield  to  the  chairman  to  yield  to  any  of 
them,  but  I  think  they  ought  to  stay  here  with  us.  I  don't  think  they 
should  come  in  and  just  ask  a  few  questions  and  leave.  I  think  we  all 
ought  to  stay  here  together  and  find  out  about  this  thing,  because  it  is 
the  most  important  bill  we  ever  had. 

The  Chairman.  Mr.  Coad  has  asked  for  recognition.  He  hasn't 
had  an  opportunity  to  be  recognized  and  ask  questions.  I  recognize 
Mr.  Coad  for  the  purpose  of  interrogating  the  witness. 

Mr.  Coad.  Mr.  Martin,  I  would  like  to  ask  this  question : 

Where  do  you  consider  new  wealth  comes  from? 

Mr.  Martin.  The  creation  of  new  wealth  ? 

Mr.  Coad.  What  is  the  basis  for  new  wealth  ? 

Mr.  Martin.  The  basis  of  new  wealth  is  the  enterprise  of  people, 
and  the  investment  of  money.  It  is  capital  formation.  That  is  why 
I  favor  as  low  interest  rates  as  it  is  possible  to  have  without  in- 
flationary—— - 

Mr.  Coad.  You  mean  if  you  had  an  energetic  fellow  with  an  amount 
of  capital,  that  you  would  have  new  wealth? 

Mr.  Martin.  I  think  so,  indeed.  He  has  to  have  resources.  He  has 
to  have  energy.  He  has  to  have  productivity.  He  has  to  have  all  of 
those  factors  which  go  into  the  creation  of  wealth. 

Mr.  Coad.  Let's  say  that  you  have  a  very  well-financed  manufac- 
turing plant,  and  you  have  an  entire  staff,  and  you  have  all  kinds  of 
money  in  order  to  run  it.  You  have  got  an  outlet  for  it.  You  have  got 
salespeople.  You  have  got  every  kind  of  an  imaginable  condition. 
But  is  that  going  to  manufacture  new  wealth  ? 

Mr.  Martin.  If  there  is  no  demand  for  the  product 

Mr.  Coad.  There  is  plenty  of  demand. 

Mr.  Martin.  Yes,  sir. 

Mr.  Coad.  Well  now,  we  have  left  out  a  fundamental,  haven't  we, 
the  raw  materials  that  go  into  it  in  the  beginning? 

Mr.  Martin.  Well,  that  is  part  of  wealth. 
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Mr.  Coad.  Well,  I  am  talking  of  new  wealth.  I  am  not  talking  of 
wealth.    I  am  talking  of  new  wealth. 

Mr.  Martin.  Well,  yon  are  converting  the  raw  materials  into  addi- 
tional wealth.  Copper  in  the  ground  is  wealth,  but  translated  into 
some  item  that  the  people  want,  it  has  a  conversion  value  that  it  didn't 
have  in  the  ground. 

Mr.  Coad.  Isn't  that  basically  new  wealth  ?  That  is  the  only  basis  of 
new  wealth,  is  it  not  ? 

Mr.  Martin.  The  creation  of  goods  and  services. 

Mr.  Coad.  lint  without  goods,  without  the  basic  raw  materials,  serv- 
ices are  rather  nonexistent,  are  they  not?  They  would  be  rather 
useless? 

Mr.  Martin.  Well.  1  couldn't  say 

Mr.  Coad.  Isn't  it  a  rather  fundamental  law  that  all  that  we  eat,  use, 
wear,  utilize  in  life,  essentially  comes  from  Mother  Earth? 

Mr.  Martin.  That  is  correct! 

Mr.  Coad.  Isn't  that  the  fundamental  of  new  wealth  I 

Mr.  Martin.  Well,  the  natural  resources,  yes,  sir. 

Mr.  Coad.  You  can  take  a  million  dollars  and  lay  it  on  the  table, 
and  as  long  at  it  is  there,  it  is  not  going  to  create  another  dollar,  is  itl 

Mr.  Martin.  That  is  right 

Mr.  Coad.  But  it  is  good  only  as  it  is  related  to  goods  and  services. 

Mr. Martin,  Thatisright. 

Mr.  Coad.  And  goods  and  services  ultimately  and  primarily  corns 
originally  from  the  earth  ? 

Mr. Martin.  Thatisright. 

Mr.  Coad.  All  right.    I  am  going  to  shift  gears  here  just  a  little  bit 

Mr.  Martin.  Not  all  of  the  services,  I  wouldn't  say,  come  from  the 
earth.     Labor  is  a  service. 

Mr.  Coad.  But  it  is  good  only  as  it  is  related  to  the  product,  the 
raw  material  that  is  being  worked  on? 

Mr.  Martin.  Well,  take  a  haircut  as  an  example. 

Mr.  Coad.  There  is  no  hair  unless  you  have  eaten  enough  food  that 
gives  you  the  energy  to  grow  hair,  isn't  that  right? 

Now,  I  would  like  to  ask  yon  this  question: 

Can  anyone  buy  these  3%-  and  4-percent  bonds  now  that  are  being 
refinanced? 

Mr.  Martin.  After  they  are  exchanged  and  in  the  market,  yea,  sir; 
not  before.     This  is  an  exchange  offering.     This  was  a  refinancing. 

Mr.  Coad.  Well,  isn't  the  policy  of  the  Treasury  to  try  to  get  those 
who  have  previously  owned  bonds  to  refinance  their  own  securities! 

Mr. Martin.  Thatisright. 

Mr.  Coad.  What  they  have  possessed  before  ? 

Mr.  Martin.  That  is  right. 

Mr.  Coad.  And  until  they  have  all  had  first  chance,  then  it  is  not 
open  to  the  public,  isn't  that  right? 

M r.  Martin.  Tt  is  not  open  to  the  public  unless  the  public  wants  to 
bid  a  premium  lo  the  holder  in  order  to  get  that  opportunity. 

Mr.  Coad.  Well  then,  if  this  were  a  supply-and-demand  basis,  why 
was  this  not  opened  to  the  public  beforehand,  instead  of  after? 

Mr.  Martin.  Because  there  was  an  existing  contract  to  the  present 
holders  of  these  securities,  which  had  to  be  honored. 

Mr.  Coad.  Didn't  that  contract  expire  upon  the  expiration  of  the 
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Mr.  Martin.  Well,  the  contract  hasn't  expired  yet.     It  is  August  15. 

Mr.  Coad.  All  right,  on  August  15,  then,  why  was  not  this  amount 
of  new  borrowing,  in  order  to  refinance  the  other,  made  available 
to  the  entire  public  so  that  maybe  the  rate  would  have  been  234  per- 
cent instead  of  3%  ?  Why  do  these  people  who  own  them  now  have 
to  receive  preferential  treatment  if  we  are  to  be,  in  this  instance,  on 
supply  and  demand?  How  do  we  know  that  it  is  going  to  be  3%  or  4. 
percent  until  we  tried  it  ? 

Mr.  Martin.  Well,  the  Treasury  could  pay  them  all  off  and  offer 
cash  for  these  securities,  or  increase  the  offering.  But  they  probably 
would  pay  more.  This  is  a  contract.  This  is  not  preferential  -treat- 
ment, because  these  holders  made  the  contract  sometime  before,  and 
the  Treasury  is  refinancing  and  wants  to  give  them  the  first  oppor- 
tunity. 

Mr.  Multer.  Mr.  Coad,  may  I  suggest  we  find  out  what  that  con- 
tract is  ? 

Mr.  Coad.  I  am  interested  in  that  contract,  too.  Who  made  the 
contract?  When  was  it  made,  and  on  what  basis?  What  is  the  termi- 
nology in  it  ? 

Mr.  Martin.  The  Treasury  made  the  contract  when  it  sold  the 
security  that  the  security  would  mature  on  a  given  date  and  the  in- 
terest would  be  at  so  much. 

Mr.  Coad.  And  that  they  would  have  a  renewal  option  ? 

Mr.  Martin.  No,  not  that  they  would  have  a  renewal  option,  but 
the  Treasury,  as  a  matter  of  procedure,  has  decided  to  refinance  this. 
They  could  pay  it  all  off  in  cash  if  thev  wanted  to. 

Mr.  Coad.  Well,  assuming,  then,  that  there  was  cash  available,  and 
that  they  would  pay  it  off — but  of  course  we  are  all  knowledgeable  of 
the  facts  of  life  enough  to  know  that  we  would  have  to  borrow  the 
money  somewhere  else — why  could  it  not  be  placed  on  a  supply-and- 
demand  basis  so  that  everybody  could  bid  in  on  these  high  interest 
rates,  if  that  is  what  it  is  to  be,  and  we  would  really  find  out  what  the 
interest  rates  are  ? 

Mr.  Martin.  It  is  a  supply-and-demand  basis,  Mr.  Coad.  I  don't 
know  any  other  way  to  put  it  other  than  on  a  supply-and-demand 
basis,  other  than  to  pay  it  off  and  open  it  up.    It  is  exactly  the  same 


Mr.  Coad.  It  is  not  on  a  supply-and-demand  basis  when  you  have 
existing  contracts  with  people  who  say  that  when  the  Secretary  of 
the  Treasury  ultimately  decides  what  the  interest  rate  is  going  to  be, 
then  we  will  buy  it,  and  he  sets  it  at  3%  ail<l  4  percent,  which  is  the 
highest  it  has  been  for  a  long  time;  you  can't  say  that  is  on  a  supply- 
and-demand  basis,  can  you  ? 

Mr.  Martin.  Well,  you  have  made  a  judgment  on  what  the  market 
will  take,  at  a  given  point. 

Mr.  Coad.  Who  made  that  judgment? 

Mr.  Martin.  The  judgment  was  made  by  the  Treasury  after  con- 
sultations with  a  great  many  people. 

Mr.  Coad.  Well  then,  that  is  a  fixed  price,  isn't  it?  Supply  and 
demand  isn't  for  1  person,  or  1  man's  advisers  to  set  a  price  on  what 
they  think.    It  is  what  the  public  thinks,  is  it  not? 

Mr.  Martin.  They  find  out  very  quickly  whether  their  price  is  an 
acceptable  one  or  not.    Supply  and  demand  operates  on  that. 
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I  don1!  know  of  any  other  way  of  testing  it,  except  to  put  a  security 
into  the  market. 

Mr.  Coad.  You  say,  then,  that  when  the  Federal  Power  Commission 
sets  rates  on  natural  gas,  that  that  is  a  supply -and  demand  basis!  Do 
you  say  that  when  the  Secretary  of  Agriculture  might,  if  he  did— lie 
doesn't,  but  if  he  did — raise  the  support  price  on  a  given  commodity, 
that  that  would  be  a  supply-and-demand  basis  ? 

Mr.  Martin.  I  say  that  over  a  long  enough  period  of  time  yon 
can't  get  away  from  'the  law  of  supply  and  demand  on  prices.  Ton 
may  fix  it,  you  may  have  an  administered  price,  you  may  be  able  to 
control  the  market  for  a  limited  period  of  time,  or  you  may,  as  a 
matter  of  policy,  interfere  at  any  point  with  the  law  of  supply  and 
demand,  but  over  a  long  period  of  time,  it  will  operate  just  as  will  the 
law  of  gravity. 

Mr.  Coad.  Admitting  that  is  true,  don't  you  think  this  is  a  rather 
precluded  instance,  and  even  monopolistic,  where  you  have  a  price 
setting  and  also  exclusion  of  the  public  from  entrance  into  this  set  of 
securities  that  are  being  offered  ! 

Mr.  Martin.  I  think  you  misunderstand.  There  is  no  exclusion  of 
the  public  from  participation.  As  soon  as  these  issues  are  out  in  the 
market,  the  public  can  come  in  and  buy  them  at  any  time  they  want. 

Mr.  Coad.  At  discount  rates.  Would  not  these  who  originally  pur- 
chased thorn  then  be  able  to  discount  them,  so  that  they  would  then 
make  their  profit  and  they  would  be  discounted  securities! 

Mr.  Martin.  Well,  that  is  a  risk  they  take,  or  it  is  a  right  that  they 
have.    They  can  sell.    Some  people  did  in  this  current  issue. 

Mr.  Coad.  Excuse  me.   Go  ahead. 

Mr.  Martin.  I  say  some  people,  in  this  issue,  sold  their  rights  to  the 
public  and  other  individuals  to  take  up  these  securities. 

Mr.  Coad.  We  come  back,  then,  to  the  basic  premise,  that  these  who 
originally  get  in  on  a  good  denl  are  the  ones  who  have  their  rights 
protected,  and  then  they  can  sell  out  their  rights  to  anybody  else  at  a 
profit. 

Mr.  Martin-.  Well,  they  may,  if  the  market  is  there  for  them  to 
benefit  by  it. 

Mr.  Coad.  But  nobody  else  can  get  in  on  the  beginning  subscription 
of  these  securities.  The" public  is  locked  out  because  little  people  dont 
have  the  contracts.  Of  course,  they  wouldn't  probably  nave  the 
money,  anyway.  But  if  they  did  happen  to,  they  couldn't  have  gotten 
in  because  they  could  not  contract  against  those  who  had  a  vested 
interest. 

Mr.  Martin.  Isn't  that  true  of  any  contract  that  is  made!  I  dont 
really  know  what  you  an1  getting  nt  (here. 

Mr.  Chad.  Do  you  mean  I  could  make  a  contract  for  a  hundred  dol- 
lars* worth  of  these  securities,  or  even  a  thousand  dollars'  worth! 

Mr.  Martin.  Why,  at  the  time  of  the  original  subscription.  This 
is  id  present  holders,  that  thev  are  offering  it  to  initially. 

Mr.  ( Yi ad.  That  is  what  I  am  talking  about. 

Mr,  Martin.  Well,  you  ran  sro  to  the  market  at  any  time  to  acquire 
these.    I  suppose  they  are  quoted  today. 

Mr.  Coad.  That  is  what  I  am  saying,  that  this  Government  is  giving 
protection  to  the  vested  interests  who  are  already  in  these  security 
markets:  they  are  raising  the  interest  rates  and  giving  them  full  pro- 
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tection,  even  to  the  exclusion  of  any  others  getting  in  on  the  original 
contract  basis. 

Mr.  Martin.  No;  I  don't  think  you  are  right  about  that.  I  dont 
think  there  is  any  exclusion  of  the  public  or  any  preference  given  to 
a  vested  holder  other  than  his  contract  doesn't  expire  until  August  15, 
in  the  case  of  some  of  these  issues,  and  until  October  1,  in  the  case  of 
others,  and  up  to  that  time  he  has  purchased  a  contract  and  he  has  a 
right  to  that  contract. 

Mr.  Coad.  All  right;  but  does  that  contract  have  a  renewal  option 
in  it? 

Mr.  Martin.  No. 

Mr.  Coad.  Then  how  come  he  has  so  much  rights  to  all  of  this  ad- 
vantage ? 

Mr.  Martin.  Well,  it  is  just  a  technique  of  selling. 

Mr.  Coad.  Let  me  ask  this  question :  On  the  securities  that  the 
United  States  Government  is  selling,  is  the  length  of  time  of  these 
securities  being  lengthened  or  shortened,  as  they  are  coming  due,  even 
what  they  are  going  to  sell  now ! 

And  in  that  connection  I  would  like  to  read  to  you  two  excerpts  from 
the  Wall  Street  Journal  of  July  22  and  July  2S,  having  to  do  with  the 
refinancing : 

The  first  one  is  as  follows : 

"The  Street  was  lowering  prices  all  week  in  anticipation  of  the  news,"  ex- 
plained one  dealer,  "but  the  4-percent  coupon  on  two  issues  forced  stUI  farther 
adjustments  Friday.  The  noncallable  feature  of  the  4-year  notes  aiso  tempted 
some  holders  of  Treasury  long-terras,  bringing  a  little  Belling  to  that  sector  of 
the  market." 

And  the  second  one : 

"The  Treasury  refunding,  touching  the  4  percent  level,  had  professional  traders 
thinking  in  terms  of  a  new  range  of  yields,"  dealer  reported.  "They  think  the 
corporate  market  will  react  with  farter  coupon  rates,"  he  added,  "and  that  the 
Government  long  terms  will  have  to  come  down  to  meet  the  competition." 

Mr,  Martin.  I  would  say  that  in  the  last  year  the  time  has  been 
shortened,  on  the  whole. 

Mr.  Coad.  Wasn't  it  the  announced  policy  of  this  administration 
to  attempt  to  lengthen  that  time  ? 

Mr.  Martin.  That  is  correct. 

Mr.  Coad.  What  has  caused  them  to  shorten  it? 

Mr.  Martin.  Well,  the  market  and  their  judgment  of  what  was 
feasible  to  sell. 

Mr.  Coad.  Do  not  the  higher  interest  rates,  as  they  get  higher  and 
higher,  tend  to  make  them  shorter  all  the  time?  Because  it  is  obvious 
to  me  that  if  I  had  money  to  loan  and  I  thought  next  year  I  could  get 
6  percent  instead  of  only  4  percent,  I  woulchrt  want  a  measley  4  per- 
cent tied  up  for  5  years  or  10  years  or  20  years;  I  would  take  the 
shortest  time  possible  on  the  assumption  that  the  friends  that  I  would 
have  in  this  administration  would  give  me  more  interest  next  year. 

Wouldn't  you  think  that  that  would  contribute  ? 

Mr.  Mahtin.  The  pressure  is  in  that  direction  and  with  a  restrictive 
monetary  policy  which  is  resulting  from  demand  forces,  demand  for 
credit  primarily,  it  makes  it  more  difficult  for  the  Treasury  people  to 
finance. 

However,  if  they  pay  the  price  for  money,  why  they  can  compete 
as  anyone  else  can.    That  is  a  matter  of  judgment  and,  so  far  as  their 
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selling  techniques  and  procedures  are  concerned,  that  is  not  the  pri- 
mary concern  of  the  Federal  Reserve;  that  is  primarily  the  concent 
of  the  debt  manager. 

We  try,  as  far  as  we  can — we  want  to  be  as  helpful  to  them  always— 
but  we  try  to  recognize  that  they  have  primary  responsibility  for 
debt  management,  and  we  have  primary  responsibility  for  money  and 
credit  policies. 

Mr.  Coad.  All  right,  now,  this  last  month,  we  have  just  had  an- 
nounced, in  the  last  2  or  3  days,  that  the  cost  of  living  has  gone  op 
another  half  of  1  percent,  which  is  the  largest  jump  it  has  taken  ainw 
last  October.  i 

First,  an  announcement  that  the  Treasury  was  going  to  raise  interest 
rates. 
Second,  we  learn  the  cost  of  living  continues  upward. 
Immediately  following  the  announcement  that  interest  rates  were 
going  to  be  announced  by  the  Treasury,  then  came  reports  from  com- 
mercial banking  interests — and  I  am  sure  you  have  seen  them,  as  I 
have — that  a  new  psychology  of  thought  of  raising  interest  rates  in 
all  business  activities  now  is  being  thought  of,  and  of  course  that  is 
the  first  way  of  leaking  the  news  to  the  public,  is  to  announce  that  they 
are  thinking  about  it. 

Don't  you  think  actually  that  there  is  a  very  direct  relationship 
among  all  three,  raising  interest  rates  by  the  Government,  raising  in- 
terest rates  by  the  business  activities,  vested  interests  of  the  country, 
and  also  the  expansion  of  our  inflation  ? 

Mr.  Martin.  I  have  no  indication  of  how  the  Consumer  Price  Index 
is  timed  in  terms  of  publication.  It  would  certainly  be  my  feeling 
that  it  was  in  no  way  related  to  the  Treasury  financing;  that  that  was 
just  a  coincidence  in  time. 

It  was  a  June  figure,  Mr.  Thomas  points  out,  that  was  published. 
Now,  the  demand  forces  in  the  economy  have  been  tremendous,  and 
the  number  of  issues  going  to  market — State,  county,  local,  municipal, 
government  issues  coming  into  the  market — has  been  colossal.  I 
would  say  it  has  been  the  largest,  probably,  in  the  history  of  the 
country.  They  have  been  financed  without  ascending  interest  rates. 
I  don't  tli'mk  there  is  any  collusion  or  conspiracy. 

The  problem  for  the  banks  has  l)een  that — term  loans  is  one  of  the 
problems,  and  the  pressures  on  the  banks  have  been  terrific  by  cor- 
porations and  others  to  avoid  going  to  the  capital  market  to  finance 
at  longer  term,  in  hopes  that  this  cycle  will  turn  in  the  opposite  direc- 
tion, so  that  the  pressure  on  the  banks  is  very  intense  at  the  present 
time  for  funds,  and  they  don't  have  a  large  supply. 

Mr.  Coad.  How  can  you  ever  hope  to  shorten  the  length  of  term  of 
these  securities  hv  raising  interest  rates  all  the  time?  Arent  you  going 
to  end  up  with  about  3-inonth  securities,  and  then  every  3  months  yon 
are  going  to  have  to  go  back  into  the  processes  of  hfdding  up  your 
own  interest  rate,  and  that  the  heyday  is  going  to  be  reaped  by  the 
vested  interests,  the  banking  institutions? 

Mr.  Martin.  No,  I  don't  think  so.  We  are  talking  here  about  the 
volume  of  savings. 

Now,  a  countrv  as  Targe  as  ours  accumulates  pavings  quite  rapidly, 
anil  it  doesn't  take  very  long,  sometimes,  for  the  volume  of  savings  to 
catch  up  to  the  demand.  At  the  present  time,  the  supply;  of  money 
has  been  increasing,  and  the  supply  of  savings  has  been  increasing, 
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but  the  demand  for  money  and  the  demand  for  savings  has  been  out- 
pacing that  increase.     The  result  has  been  a  rising  price  for  money. 

Now,  that  can  reverse  itself  quite  quickly  once  these  forces  op- 
erate, but  today  we  have  a  high  level  of  activity — which  we  are  all 
thankful  for — and  certainly  the  Federal  Reserve  doesn't  want  any 
recession,  doesn't  want  any  decline  in  business  or  employment  of  any 
sort — but  we  have  to  recognize  that  the  price  of  money  is  something 
that  has  to  be  related  to  the  demand.  And  the  demand  that  you  are 
talking  about,  the  pressure  that  is  coming  on  the  banks,  to  the  extent 
that  that  is  satisfied  by  the  creation  of  bank  credit,  for  long-term  pur- 
poses, that  properly  should  be  short-term  purposes,  we  are  endanger- 
ing the  deposits  of  all  of  us,  yours  and  mine  and  those  of  every  indi- 
vidual, as  well  as  their  savings,  and  their  habits,  and  everything  else, 
I  think  we  should  do  everything  we  can  to  resist  it- 
Mr.  Coad.  Let  me  ask  you  this  question  again : 

Do  you  feel,  however,  that  the  continuation  in  rise  of  interest  rates 
is  going  to  lengthen  the  term  of  these  securities  and  is  going  to  halt 
inflation  ? 

Mr.  Martin.  I  think  it  is  tending  in  that  direction  now.  I  think 
that  the  interest  rate  has  been  adjusting.  I  don't  know  how  long  it 
will  adjust. 

You  are  talking  about  lengthening  the  debt.  The  Treasury  can  at 
any  time  lengthen  the  debt.  I  presume  it  has  to  look  in  relation  to  all 
the  other  issues  in  the  market.  And  that  is  the  judgment  of  debt 
management. 

Mr.  Coad.  Here  is  what  I  am  trying  to  solve.  I  come  from  Iowa, 
and  I  represent  one  of  the  finest  agricultural  districts  in  the  world, 
but  the  President,  this  last  month,  announced  that  he  felt  that  one  of 
the  reasons  for  the  rise  in  the  cost  of  living  was  because  of  the  farm 
program.  And  then,  at  another  instance,  one  of  the  reasons  why  the 
farmer  wasn't  making  so  much  money  was  because  of  the  high  interest 
rates. 

Now,  I  represent  these  people  and  I  am  here  and  I  have  got  to  go 
back  and  explain  a  few  of  these  things.  I  certainly  can't  see  the  paral- 
lel situation  existing  between  them.  It  looks  to  me  like  they  are  dia- 
metrically opposed.  You  can't  say  that  a  farmer  is  losing  money  be- 
cause of  high  interest  rates,  and  then  turn  around  and  blame  him 
because  he  is  the  one  that  is  creating  the  high  cost  of  living. 

Mr.  Martin.  I  don't  think  the  problem  of  the  farmer  is  credit  or 
high  interest  rates  at  the  moment.  I  think  that  his  problem  is  deeper 
than  that. 

Mr.  Coad.  I  do,  too.    I  certainly  do. 

Mr.  Chairman,  it  is  now  nearly  10  minutes  after  12. 

The  Chairman.  Mr.  Martin,  can  you  come  back  Tuesday! 

Mr.  Martin.  Oh,  no,  Tuesday,  I  have  an  open  market  meeting.  I 
can  come  Wednesday.    Would  Wednesday  be  all  right? 

The  Chairman.  Wednesday,  I  think,  would  he  all  right. 

You  know,  this  inquiry  involves  moral,  philosophical,  monetary 
and  financial  problems.  They  are  as  wide  and  as  deep  as  the  sea,  but 
we  will  try  to  get  through  with  you  as  soon  as  we  can. 

Mr.  Vanik.  Mr.  Chairman,  I  have  three  questions.  Could  I  ad- 
dress them  now 3 

The  Chairman.  I  recognize  Mr.  Vanik. 
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Mr.  Vaxik.  I  won't  take  more  than  4  or  5  minutes. 

My  questions  go  back  to  those  I  directed  several  days  ago  concern- 
ing the  interna]  generation  of  capital  or  credit  by  corporations. 

Do  you  now  have  figures  on  the  internal  generation  of  capital  for 
corporate  expansion  or  other  purposes  by  the  sale  of  treasury  stock, 
or  new  stock  issued,  in  the  last  5  or  6  years? 

Mr.  MaRtix.  We  don't  have  it  on  Treasury  stock.  Mr.  Thomas  hu 
worked  up  a  table  for  you  here,  Mr.  Vanik,  which  we  will  be  glad  to 
put  in  the  record. 

Mr.  Thomas.  I  think  a  letter  went  to  you  yesterday  in  reply  to 
those  questions. 

Mr.  Martin.  I  signed  the  letter.   It  is  probably  in  your  office  now. 

Mr.  Vaxik.  Well,  then,  vou  know  what  your  reply  is,  which  I 
haven't  yet  seen,  but  I  have  oeen  advised  by  the  SEC  that  these  issues 
in  dollar  value  have  been  running  about  a  billion  dollars  a  year,  prior 
to  the  Internal  Revenue  Act  of  1954.  Now,  the  Internal  Revenue  Art 
of  1954  made  some  changes  which  eliminated  taxation  on  this  type  of 
issue,  and  immediately  afterward  they  have  doubled.  We  are  now 
running  about  $2  billion  a  year.  I  don't  know  whether  your  figures 
bear  that  out. 

In  this  way  there  has  been  almost  $3  billion  added  to  the  corporate 
credit  structure  of  the  country,  since  1954. 

Wouldn't  the  issuance  of  stock,  which  is  negotiable,  be  creating 
credit,  creating  a  form  of  money  * 

Mr.  Martin.  Well,  this  is  equity  you  are  talking  about. 

Mr.  Vaxik.  Well,  it  has  the  same  effect.  It  creates  credit.  It  adds 
to  the  inflationary  problem,  does  it  not! 

Mr.  Martin.  I  don't  think  we  were  able  to  get  any  figures  on  asks 
of  Treasury  stock.  We  checked  with  the  SEC  on  that,  and  I  dont 
think  we  were  able  to. 

Mr.  Vanik.  I  have  them.  I  don't  have  them  right  on  my  desk,  bat 
they  indicate — well,  they  ran  from  $900  million  in  1950  to  $1,100 
million  in  other  years,  but  the  average  is  about  a  billion  dollars — until 
1954. 
In  that  year,  through  a  revision  of  the  internal  revenue  laws,  such 
issues  ceased  to  be  taxable,  and  if  there  was  Treasury  stock,  the  profit 
on  that  stock  would  not  be  taxable. 

Now  new  issues  are  running  at  a  level  of  about  $2^  billion  a  year. 

Now,  as  a  corporation  generates  capital  for  expansion,  it  does  not 
have  to  go  to  the  bank  and  borrow  money,  it  simply  puts  out  a  new 
stock  issue,  or  sells  some  Treasury  stock.  In  this  way  the  corporation 
has  added  to  the  problems  of  inflation.    It  has  generated  more  credit 

Mr.  Martin.  No  ;  they  have  generated  more  capital,  which  is  just 
the  way  we  would  like  to  see  them  do  it.  We  don't  want  them  to  use 
bank  credit  for  that,  Mr.  Vanik.  If  they  will  get  equity  capital  into 
their  business,  it  will  contribute  to  the  creation  of  wealth  that  I  have 
just  been  discussing  with  Mr.  Coad. 

Mr.  Vanik.  A  corporation  does  not  create  any  more  wealth  when 
it  issues  a  million  dollars'  worth  of  stock.  It  creates  an  obligation  on 
wealth  already  existing.  What  it  creates  is  credit.  If  an  issue  is 
floated  for  a  million  dollars,  an  issue  is  pnt  out  which  is  an  encum- 
brance on  capital  value  or  asset  value  and  it  creates,  in  effect,  a  million 
dollars  in  credit.  A  credit  is  created  with  which  the  corporation  can 
go  to  the  market  and  buy  consumer  goods.    It  can  buy  building  mate- 
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riala.  It  can  add  to  the  inflationary  pressures  by  buying  materials 
and  services,  which  you  want  to  reduce  the  use  of  on  the  part  of  home 
builders. 

Mr.  Martin.  We  don't  want  to  reduce  the  activities.  If  they  can 
find  means  of  expanding  their  output  and  selling  their  product,  we 
are  all  for  that. 

Mr.  Vanik.  If  a  reservoir  of  credit  is  created  by  a  stock  issue,  doesn't 
it  in  effect  create  further  pressure  for  demand  on  goods  and  supplies 
and  consumer  goods  ? 

Mr.  Martin.  No ;  this  isn't  credit.  This  is  capital. 

Mr.  Vanik.  I  can't  see  the  difference.  When  they  go  out  and  float 
an  issue  and  raise  a  million  dollars,  they  have  actually  borrowed  a  mil- 
lion dollars,  in  effect.  It  is  creation  01  credit  by  which  they  can  carry 
on  an  expansion  program. 

Mr.  Martin.  They  don't  have  to  pay  this  back  at  any  specified  date. 

Mr.  Vanik.  No  ;  they  don't  have  to  pay  it  back,  but  the  inflationary 
pressure  feels  the  impact  of  that,  just  as  though  it  were  a  loan;  does 
it  not? 

Mr.  Martin.  No  ;  it  isn't  the  same  thing. 

Do  you  want  to  comment  on  this,  Mr.  Thomas  ? 

Mr.  Thomas.  As  I  understand,  Treasury  stock 

Mr.  Vantk.  Let's  forget  about  Treasury  stock.  Let's  say  combined 
Treasury  stock  and  new  issues  by  corporations. 

Mr.  Thomas.  Well,  any  securities  issues  by  corporations,  to  the  ex- 
tent to  which  they  borrow  the  savings  of  the  people,  utilize  existing 


Mr.  Vanik.  It  takes  savings  away  from  the  banks;  doesn't  it! 

Mr.  Thomas.  No. 

Mr.  Vanik.  The  money  which  would  ordinarily  be  on  deposit  is 
used  to  buy  stock. 

Mr.  Thomas.  It  doesn't  take  anything  away  from  the  banks.  It 
is  utilizing  existing  savings. 

Mr.  Vanik.  The  corporation  goes  into  an  expansion  program  with 
the  money,  with  which  it  buys  materials  and  goods.  This  creates  price 
pressures  which  would  not  otherwise  exist. 

Mr.  Thomas.  Any  utilization  of  money  creates  price  pressures.  If 
people  didn't  use  existing  savings,  you  would  have  a  depression. 

Mr.  Martin.  We  want  them  to  expand,  Mr.  Vanik. 

Mr.  Thomas.  If  you  expand  through  the  issues  of  stock- — — 

Mr.  Vanik.  You  want  the  corporation  to  expand,  but  you  don't 
want  me  to  expand  into  a  five-bedroom  house.  You  say  if  I  can't 
afford  that  house,  I  shouldn't  do  it. 

Mr.  Thomas.  As  long  as  you  can  borrow  the  money  from  somebody 
else  who  is  saving,  it  is  perfectly  proper. 

Mr.  Vanik.  I  can't  see  the  distinction.  When  a  corporation  issues 
a  new  stock  issue,  it  is  adding  to  the  credit  of  the  country.  Here  is  a 
device  which  is  used  to  expand  credit  over  which  there  is  apparently 
no  Government  control,  which  leads  me  to  the  next  question.  Shouldn't 
some  agency  be  established  to  control  this  whole  credit  picture !  You 
do  it  piecemeal  in  the  Federal  Reserve  and  perhaps  the  Securities  and 
Exchange  Commission  does  it  piecemeal.  I  am  wondering  whether 
the  authority  of  the  Federal  Reserve  or  Securities  Exchange  Commis- 
sion should  be  expanded  or  whether  a  new  agency  shouldn't  be  created 
to  control  all  credit.    If  we  are  going  to  put  effective  credit  curbs  into 
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operation,  it  seems  to  me  we  ought  to  do  something  about  the  internal 
generation  of  credit  by  corporations  who  are  apparently  completely 
uncontrolled  at  the  present  time. 

These  $2V&  billion  that  are  annually  being  raised  by  corporations 
in  new  stock  issues  are  inflating  the  credit  structure  of  those  corpora- 
tions, isn't  that  right  3  It  is  adding  to  the  national  credit.  It  is  adding 
to  corporate  indebtedness,  which  is  one  phase  of  this  indebtedness 
structure  that  concerns  us,  is  it  not! 

Mr.  Martin.  I  don't  think  so,  Mr.  Vanik.  What  we  are  dealing 
with  here  is  borrowed  money.  To  get  back  to  your  house,  an  individual 
who  has  the  money  can  buy  a  house.  There  is  no  restriction  on  that. 
You  wouldn't  want  to  say  to  him  that  just  because  there  is  an  active 
demand  for  credit,  because  there  is  a  demand  for  housing  at  the 
present  time,  that  he  couldn't  use  his  savings  if  he  has  them  to  buy  a 
house. 

Mr.  Vanik.  Yes,  hut  if  I  need  money  you  discourage  me  by  the 
higher  interest  rate.  You  say,  "You  have  to  pay  6  percent."  I  say 
I  don't  want  to  pay  6  percent  interest.  If  I  have  to  do  that,  I  may 
choose  not  to  build  my  house. 

But  a  corporation  will  say,  "We  will  just  go  out  and  float  a  new 
issue  and  raise  the  money  with  which  to  expand." 

Mr.  Martin.  That  is  assuming  that  they  are  able  to  sell  the  stock  in 
the  market  and  draw  on  savings. 

Mr.  Vanik.  That  is  right.    They  are  presently  able  to  do  that. 

Mr.  Martin.  If  you  can  finance  your  house  by  drawing  a  savings, 
it  is  a  perfectly  sound  operation,  but  in  order  to  get  savings  today  you 
have  to  pay  more  to  attract  those  savings  into  the  housing  area. 

That  is  the  problem,  and  we  want  you  when  you  buy  the  house  to 
be  able  to  retain  it,  hold  it. 

Mr.  Vanik.  The  point  that  I  make  is  that  the  corporation  by  using 
that  device  for  credit  expansion  isn't  so  much  concerned  with  the  ris- 
ing interest  rate  as  an  individual. 

Now  when  an  individual  wants  to  do  it  he  has  to  pay  the  rising 
interest  rate.  When  a  corporation  does  it,  they  simply  put  out  a  stock 
issue  at  a  time  when  the  stock  values  are  up  very  high  and  they  can 
make  a  very  good  sale  and  raise  capital  for  their  expansion.  Tiiis  is 
a  method  denied  to  individuals  and  even  to  the  Government. 

Mr.  Martin.  If  they  are  successful  in  selling  the  stock. 

Mr.  Vanik.  That  brings  me  to  the  next  question.  I  don't  want  to 
exceed  the  time  that  the  chairman  has  allocated  at  this  late  hour. 

Mr.  Martin.  I  have  all  the  time  you  want. 

Mr.  Vanik.  I  am  looking  at  page  16  of  your  report  on  production 
and  business  activity  and  economic  conditions  for  July  1957.  Under 
total  industrial  production  I  note  that  during  the  last  3  months  there 
has  been  a  drop  from  $146  billion  to  $143  billion.  This  is  based  on  dol- 
lar value  of  production,  is  it  not? 

Mr.  Martin.  That  is  right. 

Mr.  Vanik.  When  we  adjust  this 

Mr.  Martin.  Mr.  Thomas  says  I  am  wrong  on  the  dollar  value. 
What  is  it  based  on? 

Mr.  Thomas.  You  are  talking  about  the  industrial  production  index 
of  the  Federal  Reserve. 

Mr.  Vanik.  Yes. 
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Mr.  Thomas.  That  is  not  based  on  dollar  value.  It  is  based  on 
physical  volume,  nearest  approach  to  physical  volume. 

Mr.  Vanik.  You  mean  units  of  production  ? 

Mr.  Thomas.  Yes. 

Mr.  Vanik.  So  that  wouldn't  reflect  the  reduced  value  of  the  dollar. 

Mr.  Thomas.  No. 

Mr.  Vanik.  That  brings  me  to  my  next  and  last  question.  Since 
this  index  of  total  industrial  production  shows  a  marked  decline, 
doesn't  that  of  itself  indicate  that  the  inflationary  pressures  have  eased 
off? 

Doesn't  it  follow  that  the  inflation  that  you  talked  about,  which  is 
based  on  demand  for  produced  goods,  is  not  borne  out  by  the  indus- 
trial production  index,  which  shows  a  three-point  decline. 

Mr.  Martin.  It  is  still  two  points  higher  than  it  was  a  year  ago,  and 
all  these  things  go  in  cycles. 

Mr.  Vanik.  You  assume  that  this  is  merely  a 

Mr.  Martin.  We  don't  know.  We  don't  know.  We  wouldn't  want 
to  make  a  judgment  at  the  present  time.  The  last  3  months  there  has 
been  a  modest  decline  in  that  index.  Now  if  that  persists,  why,  it  may 
foreshadow  a  trend,  but  it  may  easily  be  just  an  adjustment  here,  and 
the  another  swing  upward. 

Mr.  Thomas.  Some  of  this  decline,  it  may  be  noted,  reflects  in- 
ventory adjustment.  It  doesn't  mean  any  decline  in  the  dollar  volume 
of  demand. 

Mr.  Vanik.  It  is  just  less  buying. 

Mr.  Thomas.  Inventories  are  being  worked  down ;  yes. 

Mr.  Vanik.  Isn't  it  true  though  that  the  recessions  of  1954  were 
preceded  by  the  same  thing? 

Mr.  Martin.  Oh,  yes,  that  is  always  our  problem. 

Mr.  Vanik.  Then  isn't  this  a  dangerous  omen  for  4  consecutive 
months  ? 

Mr.  Martin.  I  wouldn't  consider  it  dangerous  at  this  state.  It  is 
something  that  we  ought  to  watch  carefully.  I  agree  with  you  on 
that.  It  is  always  easy  to  see  these  things  after  they  are  over.  But 
judging  in  terms  of  a  projection  is  a  very  difficult  and  hazardous 
thing,  and  that  is  our  full-time  job. 

Mr.  Vanik.  Mr.  Chairman,  I  thank  the  chairman  for  the  time,  and 
I  would  like  to  resume  the  questioning  at  the  next  session. 

The  Chairman.  Thank  you,  Mr.  Martin.  The  committee  will  ad- 
journ to  reconvene  Tuesday  at  10  o'clock. 

(Whereupon,  at  12 :  22  p.  m.,  the  committee  adjourned,  to  reconvene 
at  10  a.  m.,  Tuesday,  July  30,  1957.) 
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tuesday,  july  30,  1057 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  C. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman) 
presiding. 

Present:  Chairman  Spence,  Messrs.  Brown,  Patman,  Multer,  Bar- 
rett, Mrs.  Sullivan,  Messrs.  Reuss,  Vanik,  Rutherford,  Coad,  Ander- 
son, Breeding,  Talle,  Widnall,  Betts,  Mumma,  McVey,  Hiestand,  Bass, 
Seely-Brown,  and  Henderson. 
The  Chairman.  The  committee  will  be  in  order. 
We  will  resume  the  hearings  on  the  Financial  Institutions  Act. 
We  have  back  with  us  this  morning  Mr.  Gidney,  Comptroller  of 
the  Currency. 

FURTHER  STATEMENT  OF  HOH.  RAT  M.  GIDNEY,  COMPTROLLER 
OF  THE  CURRENCY;  ACCOMPANIED  BY  L.  A.  JENNINGS,  DEPUTY 
COMPTROLLER;  AND  R.  T.  ENGLERT  AND  G.  E.  HcCONLEY,  LEGAL 
DIVISION,  OFFICE  OF  THE  COMPTROLLER  OF  THE  CURRENCY 

Mr.  Patman.  Mr.  Chairman,  at  an  appropriate  time  I  want  to  ask 
some  questions. 

The  Chairman.  You  may  proceed. 

Mr.  Patman.  Mr.  Gidney,  did  you  get  the  table  that  I  asked  be 
prepared  on  State  laws  ? 

Mr.  Gidney.  It  is  in  process  of  preparation,  Mr.  Patman. 

Mr.  Patman.  I  hope  you  break  that  table  down  fully  to  show  what 
the  State  laws  are  in  regard  to  the  maximum  interest  rates  that  are 
allowed,  whether  or  not  these  rates  exceed  the  rates  advocated  by 
Russell  Sage  Foundation,  and  whether  or  not  national  banks  can  get 
around  those  maximums  and  whether  or  not  State  banks  can,  and 
whether  these  maximums  apply  to  just  certain  types  of  loan  offices  in 
the  State.  In  other  words,  make  every  attempt  to  break  it  down  in 
that  way,  as  to  the  effectiveness  of  the  law. 

(See  pp.  621-27.) 

Mr.  Gidney.  We  will  try  to  cover  that  particular  point.  My  im- 
pression is  that  those  are  not  available  to  national  banks. 

Mr.  Patman.  Mr.  Gidney,  to  this  bill,  which,  of  course,  involves  all 
the  National  Bank  Act,  and  involves  all  the  Federal  Reserve  Act,  I 
expect  to  offer  an  amendment  to  require  paying  back  what  is  called 
stock,  this  involuntary  investment  that  the  member  banks  have  in 
the  Federal  Reserve  banks.    It  will  amount  to  about  $330  million. 

Mr.  Betts.  What  section  is  that! 
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Mr.  Patman.  I  don't  know  the.  section  offhand,  but  I  assure  the 
gentleman  that  it  is  covered  in  the  bill.  My  amendment  will  require 
paying  back  capital  on  this  theory : 

No.  1,  it  is  not  stock  at  all.  The  word  "stock"  is  s  misnomer  tnd 
leads  people  to  believe  that  the  Federal  Reserve  banks  are  owned  by 
(lie  private  banks.  I  used  to  think  so  myself  until  we  had  a  hearing 
which  showed  clearly  that  it  is  not  stock,  but  just  called  stock.  It 
is  causing  member  banks  to  advocate  openly  that  they  should  get 
dividends  from  the  Federal  Keserve  banks  because  they  own  this  little 
amount  of  stock. 

The  stock,  as  you  know,  is  not  used  for  any  purpose  in  the  world; 
none  whatever,  and  it  is  not  needed.  It  serves  no  purpose  at  all,  but 
it  costs  the  Government  about  $20  million  a  year  to  pay  the  6-percent 
interest  on  this  stock.    We  can  save  that  $20  million  a  year. 

And  on  the  further  theory  that  commercial  banks — and  I  will  ask 
you  if  you  agree  with  me  on  this — that  the  exclusive  power  to  create 
money  in  our  country  today  is  in  the  commercial  banks. 

That  is  correct,  is  it  not! 

Mr.  Gidney.  No. 

Mr.  Patman.  Where  else  is  it  I 

Mr.  Gidney.  You  can  dig  some  money  out  of  the  ground,  gold  out 
of  the  ground  and  create  money. 

Mr.  Patscax.  That  is  insignificant. 

Mr.  Gidney.  Not  quite  insignificant- 
Mr.  Patman.  If  we  want  to  be  technical,  you  are  right  if  yon  take 
info  account  the  copper  and  silver  and  gold  coins. 

Mr.  Gidney.  Particularly  the  gold. 

Mr.  Patman.  How  much  increase  did  we  have  last  year  in  the  mone- 
tary supply  from  those  sources?  Will  you  supply  that  for  the 
record  ? 

Mr.  Gidney.  Monetary  supply  increase  due  to  gold  production. 

Mr.  Patman.  In  other  words,  the  increases  in  our  money  supply 
from  all  sources  except  Federal  Reserve  notes,  in  the  last  5  years; 
Hint  is.  principally  metals,  of  course.  I  know  and  you  know  that  the 
amount  in  proportion  to  the  total  money  supply  is  insignificant; 
is  it  not? 

Mr.  Gidney.  It  is  small. 

Mr.  Patman.  It  is  very  small. 

Mr.  Gidney.  It  is  small. 

Mr.  Patman.  Therefor,  it  is  a  true  statement  to  the  extent  of  about 
09.99  percent,  that  the  power  to  create  money  is  now  exclusively  in 
commercial  bunks,  except  for  that  little  metal  we  talked  about.  Is  that 
not  rorrert '.  The  only  way  money  is  created  is  through  commercial 
banks,  is  it  not? 

Mr.  Gtoney.  One  of  the  functions  of  a  commercial  banking  system 
is  to  create  credit,  which  serves  as  money. 

Mr.  Patman.  Which  is  in  effect  money.  I  just  want  to  make  sure 
that  we  have  our  definitions  straight. 

It  is  my  statement.  Mr.  Gidney.  that  all  money  today  is  created  by 
the  commercial  banking  system,  except,  of  course,  for  that  very  insig- 
nificant part  caused  by  the  increase  in  metal  production. 

T-i  that  a  correct  statement? 

Mr.  Gidney.  I  think  that  is  substantially  true. 

Mr.  Patman.  That  is  a  correct  statement.    All  right. 
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Now  then,  since  that  is  true,  and  we  have  delegated  to  the  commer- 
cial banks  the  power  to  create  our  money,  it  is  my  theory  that  all  the 
commercial  hanks  should  have  the  same  right  and  access  to  the  Federal 
Reserve  System  as  the  chosen  few — the  national  banks  and  the  State 
banks  that  choose  to  become  members. 

Is  it  not  a  fact,  Mr.  Gidney,  that  under  present  regulations  and 
practices,  nonmember  banks  now  really  get  the  benefit  of  the  Federal 
Reserve  System  through  the  clearance  of  checks  and  other  services  like 
that? 

Mr.  Gidney.  Well,  I  think  they  get  very  substantial  benefits  from 
the  existence  of  the  Federal  Reserve  System.  However,  I  would  not 
say  through  the  clearance  of  checks  particularly. 

Mr.  Patman.  Well,  they  clear  the  checks,  don't  they? 

Mr.  Gdjney.  That  is  true.  They  get  many  of  the  benefits,  that  is 
true. 

Mr.  Patman.  But  they  are  denied — I  wouldn't  say  denied. 

Mr.  Gidney.  I  think  you  should  not  say  denied. 

Mr.  Patman.  No,  I  will  not. 

Have  the  interbank  deposits  increased  or  decreased  in  recent  years? 

Mr.  Gidnet.  I  have  no  figures  on  that.  I  should  think  they  must 
have  increased. 

Mr.  Patman.  The  interbank  deposits  are  principally  in  the  larger 
hanks,  are  they  not  ? 

Mr.  Gidnet.  That  is  true. 

Mr.  Patman.  For  the  same  reason  that  they  used  to  be  ? 

Mr.  Gidney.  That  is  true. 

Mr.  Patman.  Do  you  consider  that  there  is  greater  or  less  con- 
centration of  banking  now  than  there  was  in  1913  ? 

Mr.  Gidney.  In  what  sense  are  you  speaking  about  concentration? 

Mr.  Patman.  I  am  speaking  about  the  concentration  of  banking  in 
the  hands  of  fewer  banks.     Greater  concentration.     Is  it  less  or  more  ? 

Mr.  Gidney.  I  should  think  that  you  could  make  a  very  good  case 
for  it  being  less. 

Mr.  Patman.  Less  concentration  now  than  in  1913. 

Mr.GroNEY.  Yes. 

Mr.  Patman.  How  about  1935? 

Mr.  Gidney.  That  is  something  that  would  take  a  little  study. 

Mr.  Patman.  What  about  1935  ? 

Mr.  Gidney.  1935? 

Mr.  Patman.  Yes,  sir. 

Mr.  Gidnet.  Well,  we  have  some  small  decline  in  number  of  banks 
since  1935,  but  we  have  had  a  very  great  increase  in  the  number  of 
quite  large  institutions  that  are  spread  around  the  country. 

I  think  there  has  been  a  considerable  decentralization  of  banking 
power  in  that  period. 

Mr.  Patman.  Mr.  Gidney 

Mr.  Multer.  Will  you  yield  for  a  question  to  clarify  the  information 
you  are  seeking  ? 

Mr.  Patman.  I  yield. 

Mr.  Multer.  You  can  refer  to  concentration  of  banks  in  two  ways, 
one  geographically,  and  the  other  as  to  the  banks  or  institutions  that 
are  doing  the  banking.  Of  course,  if  you  refer  to  the  question  of  con- 
centration geographically,  you  can  say  that  back  in  the  early  days  it 
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**»  rill  cr-ncenrrattil  ir.  »w  York  City.  whereas  today  it  is  spread 
Thro'isrhout  the  country.  I  assume  yon  are  looking  to  the  concenrri- 
tior.  f'f  Lr.-titutioiis.  rather  than  aeographiealiv. 

Mr.  Patmax.  That  if  what  I  have  in  mind".  I  would  like  to  have 
borh.  I  wo»iM  no:  expe-*:  to  have  you  answer  that  right  off.  bnt  I 
would  like  yoa  to  prepare  that  information  for  me. 

Mr.  GtDXET.  Yoa  are  asking  for  opinion  rather  than  for  informa- 
tion, because  t:  ~  figures  are  available  and  what  they  mean  to  yon 
may  be  different  from  what  thev  mean  to  me. 

Mr.  Patmax.  They  are  available.  I  have  seen  them.  So  I  will  not 
insist  on  that.  Mr.  Gulney.   I  withdraw  that  request. 

The  point  that  I  am  pursuing  here  now  is  about  the  Federal  Reserve 
banks  being  owned  by  the  Government,  as  they  are. 

Mr.  Gidxet.  I  beg  your  pardon  I  Did  you  say  they  are  owned  by 
the  Government  * 

Mr.  Patmax.  Being  owned  by  the  Government,  as  they  axe,  I  said. 

Mr.  Gidney.  I  don  t  understand  that  they  are  owned  by  the  Gov- 
ernment. 

Mr.  Patmax.  TTho  do  vou  think  owns  the  Federal  Reserve  banks? 

Mr.GmxET.  The  member  banks. 

Vr  Patmjx-,  Do  you  really  think  that  * 

Mr.  Gioxet.  Yes.  I  do. 

Mr.  Patmax.  Mr.  Gidnev.  you  are  so  far  wrong. 

Mr.  Gidxet.  Well,  one  of  us  is  wrong. 

Mr.  Patmax.  I  say  thar  in  al!  seriousness.  In  fact.  I  just  cannot 
■-•  .r;-?eive  that  a  person  holding  your  position  would  insist  that  the 
Federal  Reserve  banks  are  owned 

Mr.  Gidxet.  Well  it  is  a  question  you  can't  answer  in  one  word. 

Mr.  Patmax.  ( Jh  yes.  you  can  answer  it,    Tiie  evidence  is  available. 

Mr.  Bt.i>wx.  He  said  he  cannot  answer  in  one  word. 

Mr.  Patmax.  Yes.  lie  can.    He  can  say  "No." 

Mr.  Giiixey.  I  say  "Yes"  and  you  say  "Xo." 

Mr.  Patmax.  I  say  vou  are  wrong.  There  is  testimony  available 
We  .:-i'i  !i*ir:n»fi  on  tn.it.  We  spent  a  year  on  that  very  question. 
Tl.e  •■•;:.■■'.■■;-;■  in-  were  that  this  stock  is  not  stock  that  would  cause  the 
rr;*-:nl.-r  iar.k-  "  (tni  th"  Federal  Reserve  banks.  It  is  not  stock  at  all. 
It  w-i=  i.ever  intended  10  be  stuck.  It  doesn't  give  anv  proprietary 
ii.rere*- :n  r>  Reserve  banks. 

Mr.  Gidxey.  Ir  ffive?  them  0  percent 

Mr.  Patmax.  Wait  a  minute.  How  can  you  own  anything  and  not 
have  a  proprietarv  interest  in  it  i 

Mr.  Gidxey.  If  I  have  something  that  gives  me  6  percent  interest 
over  many  years.  I  think  that  would  be  something  that  I  own. 

Mr.  Patmax.  That  would  be  an  investment,  would  it  not  i 

Mr.  Gidxet.  That  could  be  an  investment.  If  I  have  something 
ihiit  enables  me  to  elect  two-third  of  the  directors  of  the  banks,  I 
think  I  own  something. 

Mr.  Patmax.  Yon  do  not  elect  them  by  reason  of  the  ownership  of 
your  -tock.  You  don't  vote  that  stock  according  to  the  amount  of 
.<(,■-!•:  yon  have.     You  vote  just  as  one  cooperative  as  provided  in  the 

Mr.  Giiixey.  You  just  cast  one  vote,  that  is  trne. 
Mr.  Patmax.  That  is  true.     The  so-called  stock  is  just  to  make  the 
lunik"  fpi>l  [hat  thev  have  an  interest  in  the  System. 
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Mr.  Gidney.  Well,  they  have  an  interest. 

Mr.  Patman.  That  is  Bervice  to  the  banks. 

Mr.  Gidney.  They  have  an  interest  in  the  System,  of  course.  They 
have  many  interests  in  the  System- 
Mr.  Patman.  Well,  stock  the  interest  is  that  they  have  an  involun- 
tary investment  on  which  they  get  6  percent  return.  But  you  don't 
mean  to  say,  Mr.  Gidney,  that  the  Reserve  banks  use  that  bank  stock 
in  any  way,  do  you?  How  do  they  use  that  $300  million?  Name 
me  one  way. 

Mr.  Gidney.  They  take  6  percent  dividend  on  it. 

Mr,  Patman.  That  is  from  the  banker's  standpoint. 

Mr.  Gidney.  Well,  you  are  speaking  about  the  stockholders. 

Mr.  Patman.  I  am  speaking  about  the  Government  standpoint. 
Ownership  standpoint.  Name  me  one  benefit  that  the  Government 
gets  from  the  investment  in  that  stock. 

Mr.  Gidney.  It  isn't  the  Government's  investment  of  stock.  It  is 
the  stockholder's  investment;  I  thought  you  wanted  to  know  how 
the  stockholders  get  a  benefit. 

Mr.  Patman.  Name  me  one  benefit  that  the  Government  or  the 
people  receive  from  that  investment  of  3  percent  of  the  member  banks' 
capital  and  surplus. 

Mr.  Gidney.  The  Government  and  the  people  get  a  tremendous 
benefit  from  the  existence  and  operation  of  that  series  of  Federal 
Reserve  banks. 

Mr.  Patman.  I  will  repeat  again,  Mr.  Gidney.  Name  me  one 
benefit  that  the  Government  ana  the  people  get  by  reason  of  that 
particular  investment  of  $300  million  ? 

Mr.  Gidney.  That  is  just  a  part  of  the  picture.  That  is  a  part  of 
the  whole. 

Mr.  Patman.  Name  me  one  benefit  they  get.  You  can't  name  one, 
Mr.  Gidney,  because  the  Government  doesn  t  get  any  benefit  from  it. 

Mr.  Gidney.  The  Government  didn't  make  that  investment. 

Mr.  Patman.  The  Government  gets  no  benefit  from  it.  It  is  a 
hoax. 

Mr.  Gidney.  It  certainly  gets  tremendous  benefit  from  the  exist- 
ence of  those  banks. 

Mr.  Patman.  It  is  a  hoax.  Our  investigation  disclosed  that  it  was 
done  for  the  purpose  of  making  the  bankers  feel  that  they  have  an 
interest  in  the  System. 

Mr.  GroNEY.  Mr.  Patman,  you  said  I  was  wrong.  I  would  like  to 
say  you  are  wrong. 

Mr.  Patman.  Well,  the  records  support  me. 

Mr.  Gidney.  I  don't  think  so. 

Mr.  Patman.  In  the  hearings  in  1952,  we  had  the  presidents  of  all 
the  Federal  Reserve  banks,  we  had  all  the  officials  of  the  Government 
at  that  time,  and  it  was  undisputed,  Mr.  Gidney,  that  that  stock  serves 
no  purpose. 

When  Mr.  Martin  was  here  the  other  day,  and  discussed  the  pur- 
chase of  the  $24  billion  in  bonds  that  the  Federal  Reserve  holds,  I 
asked,  "Did  you  use  the  stock  of  the  banks  to  buy  that?"  And  his 
answer  was,    No." 

Did  yon  use  the  reserves  of  tbe  member  bunks  to  buy  the  bonds? 
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!a'&.i:  ■:.■:  7  - :  --'■  '-■■  ii-sr  ^m»  !tf&l*.  Hr  MarSs? 

A.vi  ;;e  -:i]i  "The  CRili:  of  the  X&tLoL.  the  Government's  credit." 
nr.'i :.'-.  roi-i  'h-  'rn!..     Bei;ai;.-e  :h*  Federal  Eft*-L-ve  bank*  operate  on 

'I'.-y  *- i-«r«r--  r:if.:.ry.  They  Lav*  ;he  Barvau  of  Engraving  print 
f'i.T'-:. <■;_.'.  F—i--':iI  lieserve  p.ores.  a::d  they  exchange  this  currency  for 
PA.'.'i.-!.  T..*-  -*o<:k  is  wo:i!de>s.  *o  fir  a=  the  -'alur  to  the  banking 
■._iir.fr!.    ;.-   •vo.-oerr.ol.     I"    i;    worthless.    -Hi    far   o>   t"ne    per»ple   are 

We  Lave  £750  million  of  surplus  in  cLe  12  Federal  Reserve  banks, 
acquired  froni  iiire/est  on  United  States  Government  bonds.  We  can 
rake.  33''.")  million  of  that  surplus  and  pay  to  the  member  banks  their 
•r.(f.k  subscriptions,  and  we  will  still  :iave  in  tiie  surplus  fund  $450 
million  whicii  we  doi/t  need  at  all.  It  serves  no  purpose  in  the  world. 
Ir.  wild  Vie  paid  on  tiie  national  debt  and  we  would  save  interest  on 
r-.ar.  amount  of  debt. 

Kur  wft  will  ju-t  leave  it  there,  for  the  sake  -»f  argument.  Scare 
nwj[»]f  might  .say  it  is  needed.  And  then  le"  all  the  commercial  banks 
}•.&•■■*■  t!.*-  -nrne  ri^hr  to  participate  in  the  Federal  Reserve  System,  and 
I  think  riiar  ri:is  committee  should  certainly  consider  that  proposition. 

This  hill  would  repeal  every  usury  law  in  the  United  States. 

Mr.  frinxF.v.  Mr.  Patman.  I  completely  disagree  with  your  state- 
r::fr;f.    f  think  yon  should  change  that.    That  is  not  tme. 

Mr.  Patmav."  I  will  change  that.     I  will  say  it  this  way: 

It  man*.  :i  loophole  in  the  usury  laws  th:it  will  permit  violations  of 
•ihiit  wei-oii-jiflnr  the  usury  statutes  in  this  country. 

f  be  f  'ii.unM.iv.  We  have  the  witness  here  to  sec  hi?  views.  It  isn't 
jjt.f-r.i-v  ry  t!  -■  r  !  :~  view?  conform  with  the  views  of  die  members.    He  is 

Mr.  I'at.'mn.  That  is  riant.  Mr.  Chairman. 

The  f'fiAiiiM.w.  Nor  should  we  use  him  as  a  sounding  board  for  a 
spewli.  We  want  to  get  nlona  with  this  hearing.  I  realize  your 
(-ml.u-Ia-tii  about  tliese  things. 

Mr.  PatwaV.  It  is  not  enthusiasm.  Mr.  Chairman. 

The  Chairman.  I  realize  you  are  very  sincere,  but  the  purpose  is  to 
noM-hrhr  this  hraring  sometime. 

There  is  nothing  in  the  bill  that  change?  the  present  conditions 
which  von  are  amiinst. 

Mr.  Patman.  Yes.  sir.  there  is. 

Mr.  Moima.  Will  vou  vield.  Mr.  Patman  ? 

Mr.  Patmav.  I  yield.     ' 

Mr.  MrMM.\.  Isiv't  this  thing  turning  into  a  duplication  of  the 
Ken- Humphrey  hearings  in  the  Senate  I 

Mr.  Mi'i/ran.  What  are  they  doing  there? 

Mr.  Ml'mma.  Well.  Humphrey  was  on  the  stand  10  day?,  and  Kerr 
was  examining  him.    Certainly  there  should  be  a  limit  to  it. 

The  Chairman.  I  think  we  ought  to  get  the  information  by  ques- 
tions and  answers,  rather  than  by  long  speeches. 

Mr.  Patman.  Of  course,  the  chairman  can  he  critical  of  me,  but  I 
think 
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The  Chairman.  You  can  expand  on  your  questions  in  executive  ses- 
sion, but  let's  get  along  with  the  hearing. 

Mr.  Patman.  I  think  the  chairman  ought  to  be  concerned  about  this. 
The  Government  is  being  robbed  every  day,  and  the  taxpayers  are 
being  robbed  every  day. 

The  Chairman.  I  know  that  90  percent  of  the  earnings  of  the  banks 
are  covered  into  the  Treasury,  the  net  earnings.  I  know  the  surplus 
of  which  you  speak  belongs  to  the  Government.  But  whether  or  not 
the  banks  own  these  funds  is  another  question. 

Mr.  Patman.  I  think,  Mr.  Chairman,  you  ought  to  say,  in  view  of 
what  we  know,  that  we  ought  to  take  another  look  at  it,  and  the  con- 
sideration of  this  bill  is  the  place  to  do  it,  because  it  involves  the 
whole  National  Bank  Act,  and  it  involves  the  whole  Federal  Reserve 
System. 

The  Chairman.  This  bill  is  so  broad,  and  covers  so  many  subjects, 
but  there  are  few  changes  in  it  that  are  important,  and  that  ought  to 
be  discussed.  We  can't  meet  all  problems  here.  I  don't  suppose  there 
was  any  intention  to  do  so.  But  I  think  we  should  concentrate  our 
questions  on  the  provisions  of  the  bill  in  order  that  we  can  get  along. 

Of  course,  if  we  just  threw  down  the  gates,  we  would  never  have  any 
consideration  of  the  bill.  I  am  not  speaking  for  any  particular  bill. 
I  only  want  the  orderly  processes  of  legislation  to  prevail,  so  that  we 
can,  at  sometime,  come  to  a  vote  on  whether  the  committee  wants  this 
bill  or  not. 

Mr.  Barrett.  Mr.  Chairman. 

The  Chairman.  Mr.  Barrett. 

Mr.  Barrett.  Mr.  Chairman,  I  am  inclined  to  agree  with  Mr.  Pat- 
man. I  would  love  to  hear  his  dissertation  of  this  banking  system,  and 
very  frankly,  I  think  he  knows  his  subject  very  broadly,  and  in  order 
to  facilitate  the  work  of  this  committee,  I  think  it  would  be  a  mighty 
fine  thing  if  we  could  get  Mr.  Patman  to  act  as  the  witness,  and  make 
his  recommendations,  and  let's  act  on  his  recommendations. 

I  think  we  could  follow  many  of  them.  And  that  would  give  every 
member  of  this  committpe  a  chance  to  question  the  witnesses. 

But  I  don't  think  we  should  inaugurate  any  amendment  or  any  bill, 
until  we  are  able  to  hear  Mr.  Patman  fully.  I  think  if  he  agrees  to 
that,  it  would  be  a  very  happy  solution  in  the  controversy  we  are  hav- 
ing on  this  bill. 

Mr.  Patman.  Do  you  want  me  to  agree  to  that,  Mr.  Chairman? 

The  Chairman.  No,  I  don't  agree  to  that. 

Mr.  Patman.  I  certainly  would  be  glad  to  agree  to  it,  because  there 
are  amendments  which  I  am  going  to  offer. 

I  am  going  to  offer  one  to  pay  back  that  involuntary  investment, 
which  is  not  stock,  although  it  is  called  stock. 

Also,  I  am  going  to  oner  an  amendment  to  have  a  12-man  Federal 
Reserve  Board  in  Washington,  with  all  members  of  the  Board  public 
members,  and  to  abolish  the  Open  Market  Committee  as  it  is,  and  to 
make  the  Board  the  Open  Market  Committee.  There  should  be  no 
bankers  on  that  Board  helping  to  fix  interest  rates. 

The  Chairman.  Mr.  Patman,  it  seems  that  you  are  appearing  as 
a  witness  this  morning.  At  the  conclusion  of  the  hearings,  certainly 
I  would  be  very  glad  to  have  you  appear  as  a  witness  and  to  make  a 
Bpeech. 
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Mr.  T'.viman.  Willi  ilmt  understanding.  I  will  not  interrogate  ihii 
witness  further,  except  that  T  want  to  make  one  statement  in  answ 
lollie-Hinii-iium. 

Tin-  Cmaikman.  Of  course,  we  may  liave  a  limitation  on  time. ba 
vou  will  certainly  Ik-  invited  to  appear  and  present  your  case  at  tht 
•  (inclusion  of  the  hearings. 

Mr.  1'atmax.  Of  course,  no  one  wants  to  say  anythin.gr  that  is  not 
pertinent  to  the  inquiry,  but  as  long  as  we  are  getting  information 
thai  in  pertinent,  I  assume  you  would  not  want  to  cut  the  hearings 
off. 

Remember,  Mr.  Chairman,  for  20  years  this  committee  hasn't  heard 
any  banking  subject  discussed.  I  don't  say  that  a  hearing  has  been 
deliberately  kept  from  ns,  but  we  have  not  had  an  opportunity  top 
into  banking  subjects,  and  the  problems  have  piled  up  here  for  20 
Veal's.  Now  we  have  a  bill  which  encompasses  all  these  problems  it 
one  lime.  If  we  had  gone  into  these  matters  every  year  for  the  hat 
yo  years,  we  wouldn't  need  to  ask  all  these  questions. 

I  am  jjoing  to  usk  the  privilege  of  presenting  my  amendments 
lieforo  Ibis  committee  ns  a  witness,  where  I  can  be  interrogated  by 
ene.li  member  of  this  committee.  If  I  cannot  answer  the  question) 
satisfactorily,  I  urn  not  entitled  to  win  on  my  amendments. 

Wit  b  that  understanding.  I  am  through. 

The  Chauuian,  You  may  have  an  opportunity  to  appear  as  a  wit- 
ness ii(  the  conclusion  of  the  hearings.  That  doesn't  mean  you  will 
ha vii  a  whole  morning  for  it. 

Mr.  Pathak.  What,  are  yon  trying  to  do,  Mr.  Chairman?  Are  yoi 
trying  to  cut  off  information  that  is  material  and  germane? 

TheCuAiitMAN.  No.  I  amnot  trying  to  cut  it  off. 

Mr.  Mil/run.  May  T  suggest,  we  consider  in  executive  session  the 
amount  of  time  we  will  give  to  Members  of  Congress,  rather  than  tab 
up  the  time  of  the  witness  with  that  discussion? 

The  Cn  airman".  I  think  we  ought  to  let  the  witness  answer  the  ques- 
tions, lie  has  come  here  to  answer  questions,  and  I  think  the  witness 
ought  to  !x'  interrogated,  and  we  ought  to  give  him  time  to  answer. 
It  is  only  common  courtesy. 

lines  anyone  else  want  to  interrogate  the  witness? 

Mr.  Mi-Vfy.  Mr.  Chairman. 

TIioChaiumax.  Mr.McVey. 

Sir.  Mi*Vi-Y.  1  should  like  to  refer  to  the  opening  statements  of  Mr. 
I'aunnu.  which  I  think  are  verv  important.  Those  statements  refer 
to  retirement  of  the  stock  owned  hv  the  commercial  banks  in  the  Fed- 
eral Keserve  System. 

Our  witness  b:is  had  no  chance  to  comment  upon  that  subject,  and 
1  would  1-keio  know  his  views. 

The  i'naikm  v\.  You  may  comment  on  it.  Mr.  Gidney. 

Mr.  O'.r-vrv.  Mv  view  is" that  stock  is  well  placed,  in  good  hands, 
■vrv:«g  n  Hsefv.1  pnri'oso  and  should  remain  as  it  is. 

Mr  "Mi-Vi-y.  W.mi',1  von  mind.  Mr.  Gidnev.  telling  ns  what  purpose 
vrt:hsvoJr.n::'..I] 

'  Mr.l!".'N!,v.  Well.;!  -s  customary  for  a  corporation  or  bank  to  have 
.,.,  ,>w-.,-v.  h"a\  w  havo  the  owners".  These  Federal  Reserve  member 
i<:r*'\i.  :ii  \]-.  r.;vv:iT!  V.a*  f:\!d.  the  duly  IT  capital  paid  in  was  S333,- 
oi  \\  .\  «  ■■■'■•  •;  i-:rv'us  ^i  •i~l~  mUlion.  at'.il  w:ih  a  further  surplus  of 
•i;7  ■•.:'■'.'■<■■  .  cV.cr ',  at>::a'  accounts.  [Tactically  $800  million.     That 
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is  a  condition  of  membership.  It  is  not  involuntary.  Their  member- 
ship is  in  a  large  degree  voluntary,  because  the  national  banks,  surely, 
were  put  in  originally,  but  they  can  go  out,  they  can  convert  to  State 
banks,  or  merge  with  State  banks,  as  many  of  them  have,  and  the  State 
bank  members,  of  which  there  is  a  considerable  number,  and  very 
large  dollar  amounts,  have  acquired  that  completely  voluntarily,  and 
they  can  go  out  freely.    So  that  is  the  technical  ownership  of  the  banks. 

The  stock  pays  6  percent  interest,  cumulative  in  effect,  and  it  is  de- 
sirable— it  seems  to  me  completely  desirable.  I  don't  agree  with  Mr. 
Patman  on  that. 

Mr.PATMAN.  Would  you  yield,  Mr.  McVey ! 

Mr.  McVey.  Yes,  sir. 

Mr.  Patman.  You  will  admit,  Mr.  Gidney,  it  is  not  proprietary 
ownership,  is  it  ? 

Mr.  Gidney.  I  should  say  it  is  proprietary  ownership. 

Mr.PATMAN.  You  do  say  that! 

Mr.GmNET.  Yes,  sir. 

Mr.  Patman.  You  are  in  opposition  to  the  position  of  every  Chair- 
man of  every  Federal  Reserve  Board  we  have  ever  had. 

Mr.  Gidney.  Very  well. 

Mr.  McVey.  One  more  question,  Mr.  Gidney.  I  am  asking  these 
questions  for  information.    I  want  you  to  realize  that. 

What  would  be  the  effect,  if  this  stock  were  retired? 

Mr.  Gidney.  No  particularly  world-shaking  effect. 

A  very  great  man,  who  was  a  member  of  the  original  Federal  Re- 
serve Board,  wanted  to  retire  it  in  the  early  days,  not  for  Mr.  Patman's 
reasons  but  for  the  reason  that  he  said  they  would  never  earn  enough 
to  pay  the  dividends  on  it. 

Well,  of  course,  he  was  a  very  able  banker  and  all  that,  but  he  was 
not  completely  good  as  a  prophet,  because  they  have  earned  it,  as  I 
see  it. 

Mr.  Patman  says  they  haven't  earned  it.    I  think  they  have. 

And  I  think  the  retirement  would  not  make  a  great  difference,  if 
the  other  factors  of  membership  continued  the  same. 

That  Federal  Reserve  stock,  you  might  think  at  first  glance  that 
that  is  an  obstacle  to  people  becoming  members,  but  on  the  contrary, 
it  is  an  inducement,  because  the  6  percent  is  rather  good.  It  is  even 
more  than  they  can  get  in  the  market  today,  on  anything  of  comparable 
quality,  and  that  has  been  a  very  safe  investment. 

I  think  it  is  all  right  as  it  is.  But  if  it  were  returned,  I  don't  think 
it  would  make  a  great  difference. 

Mr.  McVey.  Just  one  more  question,  and  then  I  am  through. 

Some  of  us  have  had  a  good  deal  of  correspondence  from  banks  re- 
garding the  portion  of  the  act  which  forbids  banks  operating  in  com- 
munities of  more  than  5,000  people  to  conduct  an  insurance  agency. 

Some  of  us  have  had  requests  asking  that  limitation  to  be  raised  to 
ten  or  fifteen  thousand  population. 

What  is  your  opinion  on  that  ? 

Mr.  Gidney.  I  think  it  would  be  well  to  do  so.  Although  we  have 
not  pressed  it  because  we  are  aware  that  there  are  a  great  many  in- 
terests, perhaps  competitive  interests,  who  would  oppose  that 
vigorously. 

However,  in  response  to  a  request  from  the  committee,  we  have  for- 
warded, I  believe,  suggested  language  to  increase  that  to  10,000 
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Section  45.  Acting  as  insurance  agent  or  broker: 

"(a)  In  addition  to  the  powers  now  vested  by  law  tn  national  banking  asso- 
ciations, any  such  association  may,  under  such  rules  and  regulations  as  may 
be  prescribed  by  the  Comptroller  of  the  Currency,  act  as  the  agent  (or  any 
insurance  company  authorized  by  the  authorities  of  the  State  in  which  such 
bank  is  located  to  do  business  in  said  State,  by  soliciting  and  selling  insurance 
And  collecting  premiums  on  policies  issued  by  such  compauy  to  the  same  extent 
as  is  permitted  to  State  banks  in  said  States.  Such  association  may  receive  for 
services  so  rendered  such  fees  or  commissions  as  may  be  agreed  upon  between 
the  said  association  and  the  insurance  company  for  which  it  may  act  as  agent. 
No  such  bank  shall  in  any  case  assume  or  guarantee  the  payment  of  any  premium 
on  insurance  policies  issued  through  its  agency  by  its  principal,  nor  shall  any 
such  bank  guarantee  tbe  truth  of  any  statement  made  by  an  assured  in  filing  his 
application  for  Insurance. 

"(b)  In  addition  to  tbe  powers  now  Tested  by  law  in  national  banking  asso- 
ciations, any  such  association  may,  under  such  rules  and  regulations  as  may  be 
prescribed  by  the  Comptroller  of  the  Currency,  act  as  the  broker  or  agent  for 
others  in  making  or  procuring  loans  on  real  estate  and  receive  for  such  services 
a  reasonable  fee  or  commission  to  the  same  extent  as  is  permitted  to  State  banks 
In  said  State.  No  such  bank  shall  in  any  case  guarantee  either  the  principal  or 
Interest  of  any  such  loaas." 

Mr.  Mumma.  Was  that  sent  to  all  members? 

Mr.  Multer.  It  was  sent  to  the  chairman,  and  apparently  some 
extra,  copies  came  up. 

Since  my  inquiry  prompted  the  letter,  our  clerk  gave  me  a  copy. 
That  is  why  I  happen  to  have  a  little  advance  information.  I  am 
sure  he  didn't  intend  to  bypass  any  member  of  Hie  committee. 

Mr.  Patman.  Mr.  Chairman,  before  that  is  done,  I  would  like  to 
bring  up  the  point  about  Mr.  Brown's  colloquy. 

Mr.  Brown,  I  think,  was  rather  serious  about  this  matter.  I  was 
more  or  less  facetious  about  it.  At  least,  I  was  not  as  serious  as  he. 
I  have  a  great  respect  for  Mr.  Brown,  and  I  don't  want  to  say  a  thing 
on  earth  that  would  hurt  him.  I  think  we  ought  to  strike  that  whole 
colloquy  from  the  record,  Mr.  Chairman,  but  I  think  you  ought  to 
instruct  the  clerk  to  confer  with  Mr.  Brown  and  make  sure  it  is  all 
right  with  him,  because  there  might  be  something  in  there  that  he 
would  want  to  stand. 

The  Chairman.  It  may  be  stricken. 

Mr.  Multer.  Mr.  Chairman,  I  withdraw  the  request  I  made,  be- 
cause I  understand  that  the  information  Mr.  Gidney  has  sent  up  to 
ns,  not  only  that  letter  but  also  two  other  letters,  will  appear  in  the 
record  at  the  point  at  which  they  were  asked  for. 

The  Chairman.  Yes,  it  will  be  in  the  record. 

Mr.  McVet.  I  am  through,  Mr.  Chairman. 

Mr.  Bbtts.  May  I  make  an  observation,  Mr.  Chairman  ? 

The  Chairman.  Mr.Betts. 

Mr.  Betts.  Mr.  Patman  objected,  apparently,  to  bankers  holding 
certain  positions  in  the  Federal  Reserve  System  and  other  places  in 
the  Treasury. 

It  just  occurs  to  me  that  it  is  just  as  proper  and  important  for  a 
banker  to  be  in  Government  positions  which  affect  banking  as  it  is  for 
lawyers  to  be  in  the  Department  of  Justice,  and  for  soldiers  to  be  in 
the  Department  of  the  Army.  That  is  a  correct  rationalization,  Mr. 
Gidney  ? 

Mr.  Gidnet.  Well,  I  think  bankers  are  first-class  citizens. 

Mr.  Bettb.  Well,  I  wanted  to  follow  through. 

Personally,  I  can  see  no  objection. 
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Could  I  clarify,  for  the  record,  Mr.  Gidney's  present  position  with 
respect  to  section  20 ! 

In  your  original  presentation,  Mr.  Gidney,  you  said,  with  reference 
to  section  20,  which  now  provides  for  determination  prior  to  issuance 
of  preferred  stock,  that  the  issue  is  the  most  practical  method  of  ob- 
taining the  desired  capital. 

Originally,  you  said : 

Consequently,  we  f avor  adoption  of  section  20  as  it  appears  in  this  MIL 

And  yet,  your  statement  prefaces  that  with  the  statement  that  such 
issuance  of  preferred  stock  should  be  approved  by  the  Comptroller 
only  in  urgent  or  unusual  situations  or  under  emergency  conditions. 

Now,  the  letter,  dated  yesterday,  states  that  we  should  use  the  lan- 
guage '"only  practicable  method"  because  this — 


So  I  would  assume,  then,  from  this  letter,  that  you  replace  your 
previous  endorsement  of  the  wording  of  the  bill,  "most  practicable 
method."' 

Mr.  (iiDNEV.  Mr.  Anderson,  we  are  satisfied  with  that  wording. 
You  asked  us  if  we  could  suggest  wording  to  be  substituted  which, 
would  permit  the  Comptroller  to  approve  the  issuance  of  preferred 
stock  by  national  banks  only  in  urgent  or  unusual  situations  or  under 
emergency  conditions. 

That  is,  of  course,  what  we  said  we  would  like  better,  but  we  like  thB 
hill  as  it  is. 

If  the  committee  would  like  to  make  it  more  restrictive,  we  can  sub- 
stitute for  "the  most  practicable  method"  the  words  "only  practicable 
method."   Then,  of  course,  we  would  have  auite  a  restrictive  provision. 

We  are  satisfied  with  "most  practicable"  as  it  has  come  thus  far  in 
the  bill. 

Mr.  Anderson.  As  you  pointed  out  in  your  previous  testimony,  you 
expected  to  use  it  as  "the  only  practicable  method." 

Mr.  Gidney.  Oh,  no,  I  didn't  point  that  out.  I  think  Mrs.  Griffiths 
thought  that  we  were  saying  that  we  would  take  an  arbitrary  position 
and  decided  that  it  would  have  to  be  the  only  practical  method.  We 
certainly  didn't  intend  to  twist  the  language  of  the  law  in  that  manner. 
Certainly  not. 

Mr.  Anderson.  Let's  see,  then,  if  we  can't  follow  through  your  posi- 
tion again,  because  you  have  given  no  actual  support,  excepting  your 
verbal  support,  to  the  language  "most  practicable  method."  You 
haven't  justified  that  in  any  way,  except  to  say  that  it  is  satisfactory. 

You  have  said  thnt  relative  to  the  issuance  of  preferred  stock  by 
national  banks — 

We  believe— 
You   are    speaking,   now,   on    page   5    of   your   original    prepared 
testimony — 

we  believe  tbat  under  the  language  of  tbe  bills,  the  issuance  of  preferred  stock 
by  national  banks  should  be  approved  by  the  Comptroller  only  in  urgent  or  un- 
usual situations,  or  under  emergency  conditions. 

Is  that  your  position  ? 

Mr.  (Sidney.  Well,  no;  I  will  say  that  that  is  a  more  extreme  posi- 
tion than  I  wish  to  take  in  this  statement,  that  is  true.    That  is  subject 
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RCr.  Anderson.  Would  you  regard  that  situation,  then,  as  one  in 

Rich,  if  we  said  "only  practicable,"  that  you  could  not  authorize  the 

■ranee  of  preferred  stock  ? 

JWe  should  have  this  in  the  record,  because  should  we  put  this  in, 

■ft  may  come  back  to  the  record  to  find  out  what  we  said. 

PMr.  Jennings.  I  would  say  that  with  the  use  of  the  word  "only" 

Npatrald  approve  preferred  stock  under  the  circumstances  as  I  have 

ijwerihed  them. 

■Mr.  Anderson.  So  that  "only"  would  meet  any  situation  mentioned. 

Finn  concerned  here  with  the  matters  of  Mr.  (Sidney's  testimony. 

fc?Mr.  Gidnet.  I  think  that  this  testimony,  as  written,  is  a  little 

■hanger  than  I  feel  on  reflection. 

gj  Could  give  you  another  illustration.    Let's  suppose  we  have  a  bank 

Et  has  suffered  some  inroads  into  its  capital  funds  by  this,  that,  or 

$s  other  reason,  and  you  seek  to  get  new  capital.    It  might  be  that  it 

■Boldn't  be  quite  fair  to  the  purchasers  to  sell  them  common  stock. 

Bh'be  preferred  stock  would  be  the  answer  to  shore  up  that  particular 

Kution,  because  the  common  stock  might  be  somewhat  undesirable 

Hpurchase  at  that  time.    The  sale  might  fail.    There  are  lots  of  cases 

Ht  could  arise. 

mr.  Anderson.  And  they  are  not  unusual  ? 

■Kr.  Gidnet.  Well,  I  hope  they  will  be  unusual,  but  I  can't  guaran- 

■£!*• 

n(r.  Anderson.  Well,  the  last  sentence,  of  course,  of  your  letter  of 
Mferday,  which  I  presume  is  perhaps  more  deliberate  than  your 
M£inal  statement,  or  reconsidered  in  view  of  our  discussion  the  other 

":Jfr.  Gidnet.  This  letter  would  just  seek  to  meet  what  we  thought 
t0  your  request,  to  give  you  one  that  would  really  put  the  squeeze 

mur.  Anderson.  Of  course,  my  request  was  predicated  on  your  testi- 
mony of  the  other  day. 
rffr.  Gn>NEY.  Yes,  sir. 

Ur.  Anderson.  And  you  say  in  this  letter  that  "only  practicable 
tipthod"  is  the  language  most  suitable  for  restricting  the  issuance  of 
Inferred  stock  to  urgent  or  unusual  situations  or  emergency  oondi- 
ions. 

ttMr.  Gidnet.  That  is  certainly  true. 

f  Mr.  Anderson.  It  seems  to  me  that  is  all  we  are  striving  to  meet. 
»Mr-  Gidnet.  That  is  true.   It  is  the  language  most  suitable  for  that. 
Jut  we  would  accept  the  more  generous  language. 

Mr.  Anderson.  You  will  accept  it,  but  we  now  have  you  on  both 
Ides. 
'  Mr.  Gidney.  All  right;  sometimes  one  will  wobble  on  a  thing. 

Mr.  Anderson.  Thank  you,  Mr.  Chairman. 

Mr.  Mttlter.  In  other  words,  you  have  now  indicated  that  the  lan- 
Jnage  would  be  acceptable  to  you  if  we  made  it  "only  practicable 

betfiod"? 

Mr.  Gidney.  Either  way. 

Mr.  Mui.ter.  And  if  this  committee  decides  we  should  change  the 
anguage  so  that  it  would  read,  quoting  from  your  statement — 

r  unusual  situations  or  under 
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-  Mr.  Anderson.  I  would  like  to  clarify  your  position  on  one  other 
matter  that  we  discussed  last  week. 

*  Mr.  Multer.  Are  you  referring  to  the  matter  of  preferred  stock? 
Mr.  Anderson.  Yes,  sir. 

I ' '  Mr.  Multer.  "Will  you  yield  to  me  on  a  point  on  the  preferred  stock ? 
J    Mr.  Anderson.  I  yield  to  Mr.  Multer. 

Mr.  Multer.  When  a  new  bank  is  being  organized,  and  you  are  rais- 
4kg  the  capital,  or  increasing  the  capital,  the  only  method  available 
Bow  is  by  common  stock,  and  you  require  the  common  stock  to  have 

*  fixed  par  value,  and  then  to  be  bought  or  subscribed  for  at  a  price 
over  the  par  value,  and  part  of  that  excess  over  par  value  is  then 
teeigned  to  surplus  and  part  to  undivided  profit.  That  is  correct;  is 
knot* 

Mr.  Gidney.  Yes,  sir. 

Mr.  Multer.  What  will  you  do  when  preferred  stock  is  issued?     Is 
Hut  to  be  handled  the  same  way  ? 
■    Mr.  Gn>NET.  No ;  that  would  be  sold  at  par. 

Mr.MuLTER.  Willyourestrictthebankstosellingitatpar? 
-■  Mr.  Gidney.  I  would  expect  so;  yes,  sir.    I  would  assume  that  it 
Would  always  be  at  par. 

-  Mr.  Multer.  Should  we  write  that  into  the  statute,  that  preferred 
■lock  may  be  sold  only  at  par  % 

--'  Mr.  Jennings.  I  believe  it  is  in  there, Mr.  Multer. 

Mr.  Momma,  Mr.  Multer,  just  a  minute.  That  figure  of  par  value 
could  be  established  when  the  agreement  is  made,  to  allow  it,  which 
would  contemplate  the  surplus  and  undivided  profits.  Is  that  cor- 
rect or  not  ? 

Mr.  Multer.  It  is  section  20.     Where  does  it  say  that ! 

Mr.  Jennings  (reading) : 
No  Issue  of  the  preferred  stock  shall  be  valid  until  the  par  value  of  all  stock  so 
tamed  shall  be  paid  in— 

and  so  forth. 

Mr.  Multer.  Where  are  you  reading  from  ? 

Mr.  Jennings.  Section  20,  top  of  page  9 ;  2  or  3  sentences  down. 

Mr.  Multer.  Yes,  sir;  I  see  it. 

Mr.  Gidney.  I  would  think  that  it  would  be  issued  at  or  near  par. 
,  Mr.  Multer.  Well,  at  or  near  par  is  not  par.  It  is  fine  if  they  are 
Belling  at  a  premium  and  making  a  profit.  But  if  they  were  selling 
it  under  par,  you  would  be  creating  an  obligation,  which  I  don't  think 
you  would  want  to  permit. 

Mr.  Gidney.  I  shouldn't  thing  it  could  be  sold  under  par.  I  think 
jf  you  want  to  put  something  in  there,  it  should  be  that  it  won't  be  sold 
at  less  than  par. 

Mr.  Multer.  Originally,  this  preferred  stock  was  used  only  in  con- 
nection with  RFC  aid  to  banks  during  their  troublous  days ;  is  that  so  ? 

Mr.  Gidney.  I  believe  that  was  the  period  when  the  law  was 
amended  to  make  it  possible  for  national  banks.  It  was  not  possible 
before  that. 

Mr.  Multer.  RFC  took  back  the  preferred  stock. 

Mr.  Gidney.  The  biggest  part.  There  was  some  local  stock  taken, 
of  course.  Because  RFC  frequently  would  say,  "We  will  take  the 
A-pref erred,  but  the  local  people  must  take  the  B-pref erred." 
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And  he  is  given  the  privilege  of  buying  at  a  15  percent 
on  the  day  he  gets  his  option,  and  then  he  has  the  right  to 

option  for  whatever  the  period  of  time  may  be 

^bttotos.  I  believe  it  is  2  years,  Mr.  Multer. 

sx.tkb.  At  the  end  of  2  years  he  looks  at  the  market,  looks  at 
t  of  the  stock.    If  the  stock  has  then  cone  up  by  25  percent, 
to  get  a  40-percent  discount  in  making  his  purchase. 
-  That  is  right. 
.  Yes,  sir. 

And  he  has  a  tax  advantage. 

:.  If  it  has  gone  down  to  under  par,  he  can  still  get  the 
i  between  85  percent  and  the  value. 

end  of  2  years,  instead  of  being  worth  $100,  it  is  worth  $90. 
in  buy  at  $85. 
dnbt.  That  is  right 

pi-iTEE.  It  goes  down  to  $84,  he  doesn't  have  to  buy  it. 
mney.  And  probably  wouldn't    He  might  conceivably  buy 
i  probably  wouldn't 

DLteb.  You  have  indicated  that  this  would  be  a  good  thing 
tanks  because  it  is  a  good  thing  for  the  companies  that  are 
the  stock  exchange.   Am  I  rightl 

dnky.  I  said  it  would  be  desirable  that  banks  have  the  same 
they  have. 

[m/nsH.  Will  yon  go  along  with  our  requiring,  and  placing 
"  banks  the  same  obligations  as  we  place  upon  those  other 
I 

Such  as  what!  I  don't  know  which  ones  you  refer  to. 
Eolter.  Such  as  all  of  the  requirements  they  must  comply 
order  to  list  their  stock  on  a  national  exchange. 
idney.  Welljl  don't  think  that  would  be  appropriate;  no,  I 
;  think  so.  We  have  closer  supervision  on  banlrs  than  you 
those  corporations.  Banks  are  in  a  much  more  strict  form  of 
m  than  those  who  list  their  stocks  on  the  exchange. 
innings.  Moreover,  that  would  eliminate  thousands  of  smaller 
at  probably  need  this  inducement  to  obtain  qualified  manage- 
a  greater  extent  than  the  very  largest  institutions  of  the 

julter.  Maybe  you  misunderstood  me.  I  don't  suggest  that 
edition  of  giving  the  right  of  optioning  its  stock  to  a  bank 
ist  be  listed  on  an  exchange,  but  I  say  that  as  a  condition 
them  the  privilege  that  is  given  to  the  companies  listed  on 
age,  we  require  them  to  comply  with  the  same  obligations, 
squire  them  to  apply  for  listing  but  to  require  them  to  give 
ic  the  same  information  that  the  listed  companies  must  give 
~'c 

idney.  I  am  not  posted  on  those  requirements,  but  we  cer- 
ve  requirements  for  operation  of  national  banks  that  are  as 
,  and  perhaps  more  so,  and  they  are  subject  to  examination, 


mm.  x.  es,  sir,  all,  however,  by  the  agencies  of  Government, 
not  reveal  what  they  are  doing  and  do  not  tell  the  public 
'  find  wrong  in  a  bank,  and  do  not  tell  the  public  what  they 
id  to  a  bank,  as  to  how  they  should  improve  their  operation. 
rightl 
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sibly  justify  that  kind  of  a  general  provision  in  the  statutes,  that  no 
court  could  ever  review  these  matters. 

Mr.  Jennings.  It  might  help  a  little  to  point  out  that  we  have  on 
various  occasions  authorized  our  national  bank  examiners  to  appear 
in  court  as  witnesses,  but  restricted  to  testifying  on  the  specific  mate 
before  the  court.  Any  data  that  might  appear  in  that  examiner*! 
examination  report  that  was  pertinent  to  the  matter  at  issue  could 
be  commented  upon  and  testified  upon  by  the  examiner.  But  we  ban 
resisted  all  attempts  to  obtain  the  entire  report 

Mr.  Multer.  I  say,  Mr.  Jennings,  with  all  due  respect  to  you  and 
Mr.  Gidney,  and  everybody  who  has  heretofore  been  a  Comptroller 
and  anybody  who  may  hereafter  be  a  Comptroller,  that  none  of  then 
have  the  right  to  set  themselves  above  the  court  and  say  what  u 
examiner  may  testify  to  and  what  shall  be  produced.  That  is  for  the 
court  to  say,  as  to  whether  it  is  relevant  or  not. 

Mr.  Jennings.  Well,  it  is  our  very  strong  opinion  that  we  would 
injure  a  lot  of  innocent  people  in  the  process. 

Mr.  Multer.  Suppose  5  or  10  years  from  now  we  get  a  Comptroller 
who  is  brought  up  on  charges,  in  the  criminal  courts,  and  the  charga 
involve  his  misconduct  in  the  office,  and  the  prosecutor  is  going  to 
prove  his  case  by  calling  upon  the  examiners  to  testify,  and  by  camr£ 
for  their  reports.  You  can  show  report  after  report,  to  indicate 
wrongdoing  within  the  bunk,  and  each  time  the  Comptroller  suppresses, 
the  report,  and  issues  orders  to  do  nothing  about  it,  as  a  result  of 
which  the  depositors  lose  their  money  and  the  bank  goes  broke.  Dent 
you  think  those  examiners  should  be  brought  before  the  court  with 
their  reports,  and  don't  you  think  those  examiners  must  be  permitted 
to  testify? 

Mr.  Jennings.  Of  course  you  are  citing  something  that  hasn't 
happened  since  1863. 

Air.  Mri.j-EH.  A  lot  of  things  are  going  to  happen  thnt  have  never 
happened  before.  It  is  certainly  within  the  realm  of  possibility. 
We  hope  it  will  never  happen.  Should  we  have  a  statute  that  b 
going  to  preclude  the  court  from  taking  that  evidence? 

Mr.  Jennings.  I  don't  believe  the  court  would  need  the  exami- 
nation reports  in  order  to  prove  the  wrongdoing  of  the  Comptroller 
in  office . 

Mr,  Multer.  How  woidd  you  prove  it  without  calling  in  the  exam- 
iner  and  the  examiner's  reports? 

Mr.  Gidney.  You  could  call  in  the  examiner.  You  could  call  in 
the  witness. 

The  Chairman.  What  is  the  language  in  the  statute  now? 

Mr.  Gidney.  This,  I  think,  is  an  addition  to  the  statute.  Section 
50 :  bottom  of  page  45 : 

Reports  of  examinations  made  by  national  bank  examiners  of  financial  insti- 
tutions under  the  jurisdiction  of  the  Comptroller,  related  correspondence  and 
papers,  and  other  information  obtained  by  the  Comptroller  In  the  exercise  of 
his  visitatorial  powers,  shall  be  confidential  documents  privileged  against  dl» 
closure  without  the  ronsent  of  the  Comptroller :  Provided,  however.  That  saA 
documents  shall  be  made  available  to  the  committees  of  the  Congress  npa» 
request. 

I  believe  there  is  an  equivalent  section  in  the  Federal  Deposit  In- 
surance Corporation  section  of  the  law,  and  in  the  Federal  lleserve 
section. 
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The  Chairman.  You  hays  the  authority  to  authorize  the  produc- 
tion of  those  examinations. 

Mr.  Gidnet.  Yes,  sir. 

The  Chairman.  If  it  were  relevant  and  pertinent  to  the  issue,  you 
would  ordinarily  authorize  its  use,  wouldn't  you? 

Mr.  Gidnet.  Yes,  I  think  so. 

The  Chairman.  I  mean  if  it  only  involved  the  issue  before  the 
oourt,  and  the  parties  before  the  court,  you  would  allow  that  to  be 
used,  wouldn't  you,  as  a  rule? 

Mr.  Jennings.  We  have  done  that  on  many  occasions,  sir. 

Mr.  Gidnet.  We  would,  of  course,  provide  them  with  the  portion 
that  bore  on  their  particular  problem,  if  it  appeared  proper. 

Of  course,  these  have  been  civil  suits,  I  believe,  that  we  have  talked 
-about.  And  of  course,  it  isn't  only  national  banks  that  have  this  prob- 
lem. New  York  State  banks  have  the  same  problem.  I  remember  a 
case  where  the  beneficiaries  of  a  trust  were  seeking  to  fasten  liability 
on  one  of  the  New  York  State  trust  companies,  and  they  wanted  to 
prove  their  case  by  saying  the  opinion  of  the  examiner  was  such  and 
such  at  such  a  time.  Well  that,  I  think,  is  a  rather  undesirable  use, 
to  say  the  least.    The  opinion  of  an  examiner  is  probably  not  relevant. 

Mr.  MuLTER.  Let's  explore  that  for  a  moment. 

The  Chairman.  If  it  were  not  relevant  or  pertinent,  the  court  would 
rule  it  out.     If  it  was  relevant  or  pertinent 

Mr.  Gn>NEr.  I  don't  know  what  they  finally  did  on  that. 

Mr.  Mo/ter.  The  point  I  make  is  that  so  far  as  I  can  recall  no 
Comptroller  of  the  Currency  has  been  a  lawyer. 

Mr.  Gidnet.  Oh,  yes.  Mr.  J.  F.  T.  O'Connor  was  a  lawyer,  and 
was  later  appointed,  I  believe,  to  the  Federal  bench. 

Mr.  Molter.  I  had  forgotten  about  that.  You  are  not  a  lawyer, 
are  you! 

Mr.  GmNET.  I  am  not  a  lawyer,  no,  sir. 
■    Mr.  Multer,  Are  any  of  your  deputies  lawyers  ? 

Mr.  GmNET.  Not  at  present.  Mr,  J.  Louis  Robertson,  when  he  was 
a  deputy,  was,  of  course,  a  lawyer. 

Mr.  Mdxtbr.  You  see  my  objection  is  permitting  a  nonlawyer  to 
try  to  determine  what  is  pertinent  and  relevant  in  a  lawsuit — I  will 
go  along  with  the  chairman,  that  the  judge  will  make  that  deter- 
mination, and  if  it  is  not  pertinent  or  relevant,  he  will  rule  it  out. 

As  a  matter  of  fact,  even  in  a  pretrial  examination,  the  court  won't 
permit  the  parties  to  examine  anything  that  is  not  pertinent  or  rele- 
vant. I  object  to  the  Comptroller  in  the  first  instance  sitting  in  his 
office  and  saying  "You  can't  bring  this  to  court  and  let  the  court  look 
at  it."  The  Comptroller  has  no  right  to  determine  whether  the  court 
can  look  at  it. 

Mr,  Gidnet.  Of  course  in  such  a  case  the  first  thing  we  naturally 
do  is  to  call  on  the  lawyers  for  their  views.  I  am  not  a  lawyer,  but 
I  know  enough  not  to  try  to  practice  law. 

Mr.  MuLTER.  I  am  not  willing  to  let  any  lawyer,  even  myself,  de- 
termine for  a  judge,  even  though  I  may  disagree  with  his  ruling,  for 
any  lawyer  to  determine  for  the  judge,  or  usurp  his  prerogative  in 
determining  what  is  relevant  or  pertinent  to  a  particular  case. 

That  is  why  the  judge  is  sitting  on  the  bench.  If  I  don't  like  his 
ruling  as  a  lawyer,  I  will  appeal. 
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Mr.  Jennings.  If  reports  of  examination  were  not  held  on  a  con- 
fidential basis,  it  would  make  our  work  of  examining  banks  mock 
more  difficult. 

Mr.  Mdltek.  Why? 

Mr.  Jennings.  Because  bankers  provide  us  with  a  great  deal  of 
information  in  connection  with  the  examination  of  a  bank.  We  dig 
out  a  lot  of  information,  but  it  would  be  most  difficult  for  any  cum- 
mer to  walk  into  a  bank,  and  make  a  thorough  examination  of  tb» 
institution  without  obtaining  information  from  the  officers  of  that 
bank. 

Now  we  obtain  information  from  national  banks  through  our  exam- 
ination process  all  over  the  country-  We  obtain  it  freely  because  tk 
bankers  realize  the  reports  of  examination  are  held  confidential.  I 
strongly  believe  that  some  of  the  information,  possibly  much  of  h, 
would  be  given  far  less  freely  if  there  was  the  thought  in  the  mindl 
of  the  bankers  that  at  any  time  their  reports  of  examination  might 
be  made  public  documents. 

I  think  it  would  increase  our  work  fivefold  and  make  it  far  men 
difficult. 

Mr.  Multer.  Mr.  Jennings,  that  is  a  horrible  indictment  of  tie 
banking  profession,  and  I  refuse  to  accept  it  or  believe  it. 

Mr.  Jennings.  I  do  not  believe  it  is  a  horrible  indictment. 


Mr.  Multer.  Mr.  Jennings,  I  don't  believe  there  is  any  responsible 
>anker  in  the  banking  system,  State  banks  or  national  banks,  today, 
who  will  willfully  withhold  information  that  your  examiner  needs 


jrder  to  have  a  full  and  complete  examination  of  the  operation! 
of  the  bank. 

The  only  fellow  who  will  withhold  the  information  is  the  crook 
and  he  will  withhold  it  no  matter  what  you  do. 

Mr.  Jennings.  I  have  been  in  this  business  a  long  time.  I  ban 
examined  many  hundreds  of  banks,  and  I  know  very  well  that  m 
obtain  the  information  more  easily  and  more  freely  because  the  banker 
knows  that  the  report  is  held  on  a  confidential  basis. 

Mr.  Mdlter.  Did  you  get  any  such  information  on  a  confidential 
basis  from  any  of  the  bankers  where  you  had  to  go  in  and  close  up  the 
bank '. 

Mr.  Jennings.  Where  I  had  to  go  in  and  close  up  the  bank! 

Mr.  Multer.  Yes. 

Mr.  Jennings.  Yes;  back  in  the  early  thirties,  absolutely,  sir. 

Mr.  Multeb.  Well  now,  let's  get  down  to  brass  tacks. 

Mr.  Jennings.  On  a  confidential  basis. 

Mr.  Multer.  Yes;  on  a  confidential  basis. 

Mr.  Jennings.  Well  they  knew  that  the  information  given  to  ma 
about  the  loans  was  accurate;  obviously,  when  the  losses  ran  up  and 
the  bank  had  to  be  closed,  they  knew  it  would  no  longer  be  confidential 

Mr.  Mdlter.  Did  any  of  these  bankers  give  you  any  confidential 
information  as  a  result  of  which  yon  could  indict  them  % 

Mr.  Jennings.  Of  course  not.  But  I  am  talking  about  the  status 
of  individual  borrowers,  their  loans,  the  background  of  the  borrowers. 

If  bankers  knew  that  the  information  in  an  examination  report  was 
going  to  be  spread  as  a  public  document,  there  would  be  reticence  on 
the  part  of  the  bankers  in  providing  some  of  that  information. 
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Mr.  Gidney.  Mr.  Multer,  my  counsel  advises  me  that  when  you  nar- 
row it  down  to  the  particular  borrower  who  is  the  subject  of  the  litiga- 
tion, then  we  can  function  and  give  it  to  them. 

But  is  it  fair  to  anybody  to  drag  out  into  the  open  the  whole  report, 
which  has  these  many  other  borrowers  and  many  other  things?  Is  it 
fair  to  do  that  1 

Mr.  Multer.  Whom  are  you  going  to  hurt  by  doing  it!  You  are 
not  going  to  hurt  the  honest  banker. 

Mr.  Gidnet.  You  might  hurt  the  honest  borrower. 

Mr.  Multer.  I  don't  see  how  you  can. 

Mr.  Gidnet.  Let  me  illustrate.  We  drag  this  report  out.  We  have 
a  section  of  our  report  which  is  called  loans  specially  mentioned.  That 
isn't  classified  as  a  bad  loan,  it  isn't  a  doubtful  loan,  not  even  a  sub- 
standard loan,  but  it  is  commented  on  because  it  is  large  or  this,  that, 
or  the  other. 

It's  a  man  doing  business.  His  business  life  depends  on  his  credit 
being  maintained.  And  you  get  that  into  court,  let  us  say,  or  get  it 
where  it  is  seen 

Mr.  Multer.  Under  what  circumstances  could  it  be  brought  into 
court? 

Mr.  Gidney.  Tt  could  if  the  whole  examination  report  is  subpenaed. 

Mr.  Multer.  Under  what  circumstances  can  anybody  subpena  that 
examination  report  to  court. 

Mr.  Gidney.  On  some  other  little  suit. 

Mr.  Multer.  What  kind  of  little  suit?  A  suit  involving  a  claim 
of  usury ? 

Mr.  Gidney.  A  suit 

Mr.  Multer.  A  suit  between  the  borrower  and  the  bank  ? 

Mr.  Gidnet.  No,  a  suit  mostly  involving  two  litigants. 

This  case  in  Ohio  which  Judge  Paul  Jones  passed  on  was  a  suit 
where,  I  believe,  it  was  a  question  of  whether  a  check  had  been  re- 
turned promptly  and  who  was  going  to  stand  the  loss  on  that  check. 

Now  that  very  narrow  issue  brought  up  the  desire  to  bring  the  whole 
examination  report  into  court  and  Judge  Jones  said  "no. 

Now  this  gentleman  who  has  the  specially  mentioned  loan,  if  the 
examiner  says  that  this  loan  has  got  to  be  watched,  what  does  it  do  to 
his  credit?  Or  take  the  man  a  little  farther  along  the  line,  who  they 
call  substandard.  They  don't  say  his  loans  are  a  loss.  They  say  unless 
it  is  carefully  handled  it  will  be  a  loss.  You  publish  that  and  you  hurt 
his  credit. 

Mr.  Multer.  How  can  that  be  published  in  connection  with  my  suit 
on  a  check?    What  does  that  have  to  do  with  somebody  else's  loan? 

Mr.  Gtdney.  If  counsel  for  a  litigant  subpenaed  successfully  the 
examination  report  of  that  bank — why  he  would  do  it,  I  don't  know ; 
I  don't  think  he  should — but  suppose  he  does.  Then  that  is  a  matter 
of  court  record 

Mr.  Multer.  It  is  not  a  matter  of  court  record  when  he  subpenas  it. 
The  man  comes  to  court  and  produces  himself  and  says,  "Judge,  here 
I  am  pursuant  to  subpena,  and  I  have  brought  these  papers.  I  think 
these  papers  are  not  pertinent  to  this  matter."  The  judge  will  make  the 
determination.  Can  you  possibly  conceive  of  any  ]udge  in  this  check 
case  making  the  loan  record  of  the  bank  with  other  customers  available 
to  the  lawyer  ? 
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Mr.  Gidney.  Fortunately  in  most  cases,  practically  all  cases  up  to 
now,  they  have,  as  you  say,  said  "We  don't  need  that.'" 

But  you  are  suggesting  that  our  wishes  and  beliefs  should  be  set 
for  naught  and  that  the  matter  should  be  spread  to  the  world  regard- 
less. We  would  like  to  hare  some  protective  legislation  on  that.  And 
so  would  the  Federal  Reserve  System,  so  would  the  Federal  Deposit 
Insurance  Corporation,  and  I  am  certain  that  the  State  supervisors 
would  all  want  the  same. 

Mr.  Multeb.  Mr.  Gidney,  you  don't  give  us  a  single  instance  when 
there  has  been  an  abuse  of  your  right  to  keep  these  documents  oat 
of  court  if  they  are  not  pertinent  and  material,  and  yet  you  say  it  is 
against  some  possible  future  contingency  you  want  the  right  to  sty 
now,  as  a  matter  of  law,  that  no  court  can  get  these  papers. 

Mr.  Gidney.  We  have  had  the  instance  in  this  case 

Mr.  Multeb.  And  the  court  corrected  it. 

Mr.  Gidney.  Well 

Mr.  Multeb.  The  court  protected  you. 

Mr.  Gidney.  Well,  the  first  court  didn't  The  district  court  didnt 
The  district  court  did  not  protect  us. 

Mr.  Multeb.  But  the  appellate  court  did. 

Mr.  Gidney.  The  district  court  mistakenly  ordered  us  to  produce 
it 

Mr.  Multeb.  Isn't  that  the  orderly  procedure  as  we  know  it  in  this 
country?    If  you  don't  like  a  judge's  decision,  you  appeal. 

Mr.  Gidney.  That  is  right. 

Mr.  Multeb.  Isn't  that  the  orderly  way? 

Mr.  Gidney.  That  is  right. 

Mr.  Multeb.  Why  should  we  complain  about  a  judge  who  made  t 
mistake  that  was  corrected  on  review?  Why  do  we  need  legislation 
to  prevent  a  mistake  that  the  courts  can  correct  ? 

Mr.  Gidney.  Maybe  not,  but  I  know  that  the  three  supervisory 
agencies  believe  we  should  nave  it. 

Mr.  Multeb.  Let's  go  back  to  the  business  of  the  confidential  nature 
of  the  report.  In  the  Ellenville  National  Bank  in  New  York — an 
you  familiar  with  that  situation 

Mr.  Gidney.  We  know  quite  a  lot  about  it. 

Mr.  Multeb.  Did  the  president  of  that  bank  reveal  in  confidence 
or  otherwise  to  your  examiners  any  matters  as  a  result  of  which  he 
was  indicted? 

Mr.  Jennings.  He  did  not.    Defaulters  never  do,  Mr.  Multer. 

Mr.  Multeb.  Of  course,  they  don't. 

Mr.  Jennings.  I  am  talking  about  the  99.99  percent  that  are  not 
in  that  category. 

Mr.  Multeb.  I  am  too.  That  is  why,  Mr.  Jennings,  I  say  you  don't 
need  this  protection  against  the  honest  man.  We  need  the  protection 
against  the  dishonest  man  and  that  is  why  we  need  statutes  that  an 
going  to  permit  you  and  the  public  to  know  about  the  dishonest  man. 

Mr.  Jenninos.  We  firmly  believe  that  the  various  cases  that  have 
come  before  us,  where  the  reports  of  examination  have  been  mib- 
penaed,  revealed  no  need  for  the  reports  of  examination  to  be  suo- 
penaed.  We  have  had  to  go  to  court  and  fight  the  matter.  We  an 
getting  a  little  tired  of  that. 

Mr.  Multeb.  Isn't  that  the  privilege  of  being  a  member  of  a  de- 
mocracy, in  a  republican  form  of  government  such  as  ours,  to  give 
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the  man  the  right  of  subpena,  and  you  have  the  right  to  fight  the 
subpena?  Isn't  that  our  way  of  government?  Isn't  that  what  dis- 
tinguishes ug  from  totalitarian  forms  of  governments? 

Mr.  Jennings.  I  suppose  in  the  broad  sense  it  does.  However,  we 
do  not  believe  that  we  should  be  subjected  constantly  to  demands  on 
the  part  of  litigants  to  make  our  reports  of  examination  available. 

Mr.  Muwm  How  many  such  demands  have  there  been  in  the  last 
jear? 

Mr.  Gidney.  In  the  last  year  we  have  been  free  from  them. 

Mr.  Jennings.  Over  a  period  of  years  we  have  had  a  good  many 
such  requests. 

Mr.  Multer.  Will  you  give  us  an  indication  of  how  many  there 
were  in  the  last  5  years? 

Mr.  Jennings.  I  believe  we  could,  sir.    I  don't  have  it  in  mind. 

(The  data  requested  above  is  as  follows:) 

Treasury  Department, 
Comptroller  of  the  Currency, 

Washington,  August  7,  1957. 
Hon.  Brent  S pence, 

Chairman,  House  Banking  and  Currency  Committee, 
Hou»e  of  Representatives,  Washington,  D.  C. 

Mi  Dear  Mr.  Chairman  :  During  the  course  of  the  hearings  on  S.  1451  and 
H.  K.  7020  Representative  Mutter  requested  that  we  furnish  a  list  of  the  cases 
In  which  an  effort  has  been  made  to  subpena  reports  of  examination  of  national 
banks. 

From  the  beginning  of  the  year  1952  up  until  the  present  date  there  have 
been  five  cases  in  which  reports  of  examination  of  national  banks  were  sub- 
penaed.  The  position  was  taken  in  all  of  these  cases  that  these  were  confidential 
and  privileged  documents  of  the  Treasury  Department,  and  in  no  case  were 
they  actually  introduced  in  evidence. 

In  a  number  of  cases  during  the  same  period  national  bank  examiners  were 
sabpenaed  to  testify  with  respect  to  matters  of  which  they  gained  knowledge  In 
the  course  of  their  official  duties.  Tile  examiners  did  testify  In  those  cases.  In 
some  of  these  cases  the  subpenas  required  that  the  examiners  bring  with  tbem 
report*  of  examination  and  other  paper,  but  in  no  such  case  were  these  reports 
or  papers  actually  introduced  In  evidence. 

It  has  always  been  the  position  of  the  Comptroller  of  the  Currency  that  re- 
ports of  examination  of  national  hanks  and  related  correspondence  and  papers 
are  confidential.  As  required  by  law,  the  Office  of  the  Comptroller  of  the  Cur- 
rency published  its  position  with  respect  to  such  matters  in  the  Federal  Register 
for  September  11,  1940,  page  177A-14.  The  pertinent  paragraph  reads  as 
follows : 

"(h)  Public  records. — Matters  of  official  record  of  this  Bureau,  except  In- 
formation held  confidential  for  good  cause  found,  will  be  made  available  to 
persons  properly  and  directly  concerned,  at  the  offices  of  the  Comptroller  of  the 
Currency,  Treasury  Building,  Washington,  D.  C.  Reports  of  examination  of 
financial  Institutions  under  the  Jurisdiction  of  the  Comptroller  and  other  In- 
formation obtained  by  him  In  the  exercise  of  his  visitatorial  powers  over  such 
Institutions  are  classified  as  confidential,  because  such  information  is  obtained 
by  or  submitted  to  him  in  confidence,  its  revelation  might  adversely  affect  sucb 
Institutions,  the  affairs  of  their  customers,  or  others  dealing  with  them  or  with 
this  Bureau  and  would  be  inimical  to  the  public  Interest.  As  to  communications 
with  such  financial  institutions  and  others  concerning  their  affairs,  and  all  other 
matters  of  official  record  in  this  Bureau,  they  will  be  classified  as  confidential 
to  the  extent  that  the  revelation  of  the  contents  thereof  might,  in  the  opinion  of 
the  Comptroller,  be  a  breach  of  confidence,  adversely  affect  such  financial  Insti- 
tutions, their  customers,  or  others  dealing  with  them  or  this  Bureau,  or  would 
be  Inimical  to  the  public  interest." 

Judicial  recognition  of  the  confidential  status  of  information  obtained  In  the 
course  of  national  bank  examination  is  reflected  In  a  number  of  decisions, 
including  Bank  of  America  National  Trust  &  Savings  Association  v.  Douglas 
( (App.  D.  C.  1939)  105  F.  2d  100).    In  the  course  of  his  opinion,  citing  numerous 
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authorities.  Chief  Justice  Groner  of  the  Court  of  Appeals  for  the  District  <* 
Columbia  stated : 

'-*  *  *  The  National  Banking  Act,  In  deference  to  the  delicate  and  senttttn 
Interests  Involved,  contemplates  exclusive  supervision  of  banks  by  the  Comp- 
troller of  the  Currency  and  the  confidential  treatment  by  him   of  the  matteri 
developed  as  to  their  Internal  affairs." 
Sincerely  yours. 

Rat  M.  Gidnet, 
Comptroller  of  the  Currency. 
Mr.  Mtjlter.  Also,  will  you  give  us  an  indication  of  how  many 
times  you  unsuccessfully  resisted  the  demand? 
Mr.  Jennings.  I  don't  believe  we  have  been  unsuccessful. 
Mr.  Mtjlteh.  You  have  been  successful  in  every  instance  ? 
Mr.  Gidney.  Mr.  Multer,  we  are  like  the  man  who  says,  "We  in 
all  right  so  far." 

The  Chairman.  Mr.  Gidney,  I  think  there  are  two  sides  to  thii 
question. 
Mr.  Gidney.  Yes,  sir. 

The  Chairman.  I  think  many  matters  in  a  bank  are  confidential, 
its  far  as  the  public  obtaining  the  information,  and  yet  I  think  the 
department  ought  to  give  the  courts  testimony  that  is  pertinent  and 
relevant  to  a  particular  issue.    Don't  you  agree  to  that? 
Mr.  Gidney.  Yes,  sir. 

The  Chairman.  I  don't  think  there  is  any  doubt  about  the  rela- 
tionship between  a  customer  and  a  bank  being  a  confidential  relation- 
ship, because  a  bank  could  ruin  him  if  it  wanted  to  by  publishing  it 
every  time  his  note  is  delinquent.  I  don't  think  that  ought  to  be  done, 
But  I  think  we  ought  to  have  enough  information  to  try  the  issues  in 
a  case;  the  pertinent  matters  in  your  possession  should  be  given  to  the 
courts  in  those  cases. 

You  don't  take  any  opposite  view  to  that,  do  you  ? 
Mr.  Gidney.  No,  indeed,  we  would  agree  to  that.  But  if  we  went 
into  one  of  the  counties,  or  into  the  county  court  of  your  county  in 
Kentucky,  and  the  examination  report  of  the  Fort  Thomas  Bank- 
that  is  not  national,  but  it  is  illustrative — were  brought,  in,  do  yon 
think  that  everyone  that  had  a  chance  to  get  that  wouldn't  run  down 
that  list  of  loans  that  were  classed  "substandard"  ? 

The  Chairman.  I  wouldn't  agree  with  that.  I  used  to  have  some 
notes  there  myself. 

Mr.  Gidney.  Human  nature  isn't  very  diiferent  in  Fort  Thomas 
than  it  would  be  in  other  places.  I  think  it  would  be  a  juicy  bit  of 
local  gossip  to  say,  "Well,  I  had  a  chance  to  look  at  that  bank  examina- 
tion report,  and  I  see  that  Smith  over  here,  who  runs  the  dry-goods 
store— the  examiner  doesn't  think  his  paper  is  very  good." 

The  Chairman.  I  believe  the  court  ought  to  get  what  is  competent 
and  relevant  to  the  trial  of  the  issue. 

Mr.  Gidney.  We  agree  to  that.  We  would  like  to  have  the  protec- 
tion as  far  as  the-  whole  report  is  concerned.  However,  we  would  be 
willing  to  produce  that  part  which  is  pertinent.  I  believe,  but  we  cer- 
tainly don't  like  to  have  them  say,  "Bring  the  report  of  such-and-such 
n  hank."  when  it  is  just.  Smith  versus  Jones. 

The  Chairman.  Won't  it  lie  all  right  to  bring  certain  parts  of  the 
report  ?  The  court  wouldn't  want  the  whole  report  brought  in  to  an 
issue  between  Smith  and  Jones,  would  it.  * 
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Mr.  GmNEr.  I  think  the  Smith  and  Jones  issues  should  be  confined. 

Mr.  Mttlter.  Let's  pursue  that.  The  litigation  is  between  John 
Jones  and  a  bank.  He  serves  a  subpena  on  the  bank  to  produce  all 
reports  of  examinations  that  the  bank  receives  from  your  office.  Your 
office,  has  nothing  to  do  with  that  subpena,  am  I  right? 

Mr.  Grower.  Yes;  we  do.  We  will  certainly  resist. 

Mr.  Multer.  How  can  you  resist  ? 

Mr.  GroNET.  Maybe  we  can't,  but  we  will  try  to. 

Mr.  Multer.  How  could  you  try  to?  What  concern  is  it  of  yours 
in  an  action  between  Jones  and  the  bank,  if  the  bank  gets  a  subpena 
to  produce  what  is  in  the  bank's  files?  How  can  you  resist)  What 
right  do  you  have  to  resist  ? 

Mr.  Jennings.  Because  our  reports  of  examination  remain  our 
property.  We  merely  loan  the  bank  a  copy  of  our  examiner's  report 
of  examination.    The  report  is  still  our  property. 

Mr.  Multer.  Who  in  the  bank  gets  it  ? 

Mr.  Jenninos.  The  president  and  the  directors. 

Mr,  Multer.  Each  of  the  directors? 

Mr,  Jennings.  No;  one  copy  is  sent  to  the  board  of  directors. 

Mr.  Multer.  And  the  bank  president  and  all  members  of  the  board 
have  a  right  to  review  it? 

Mr.  Jennings.  Absolutely. 

Mr.  Mttlter.  What  about  the  stockholders? 

Mr.  Jennings.  That  would  depend  on  the  board  of  directors  of  the 
specific  bank.     The  shareholders  have  no  right  as  such. 

Mr.  Multer.  Would  the  directors  have  the  right  to  submit  it  to  the 
stockholders? 

Mr.  Jennings.  Yes;  I  believe  they  would  have,  sir. 

Mr.  Multer.  Would  they  have  the  right  to  withhold  it  from  the 
stockholders  ? 

Mr.  Jennings.  I  believe  they  would. 

Mr.  Multer.  By  virtue  of  what? 

Mr  Jennings.  There  is  no  law  that  would  require  the  directors  to 
make  the  report  of  examination  available  to  the  shareholders.  The 
directors  would  make  that  decision  on  their  own. 

Mr.  Gidney.  They  are  charged  with  management  of  the  bank. 

Mr.  Multer.  Certainly  they  are  charged  with  management  of  the 
bank.  I  don't  want  to  reopen  the  discussion  we  started  before  about 
who  owns  the  Federal  Reserve  banks,  but  I  am  sure  you  are  willing  to 
go  along  with  me  that  whoever  owns  stock  in  a  bank  or  corporation 
owns  that  bank  and  corporation.  Now,  if  the  stockholders  of  the  bank 
own  the  bank;  that  is  true  is  it  not? 

Mr.  GinNET.  That  is  certainly  true. 

Mr.  Multer.  Let's  leave  the  Federal  Reserve  bank  out.  We  will 
get  into  that  an  another  time.  But  if  the  bank's  stockholders  own 
the  bank,  why  are  they  not  entitled  to  know  what  is  wrong  with  that 
bank  and  with  the  management  of  that  bank. 

Mr.  Mumma.  Don't  they  delegate  their  authority? 

Mr.  Multer.  No,  sir;  they  delegate  the  right  of  proper  manage- 
ment not  to  do  wrong  or  mismanage.  And  they  have  every  right  to 
know  whether  their  managers  are  doing  the  job  imposed  upon  them. 

Mr.  Mumma.  The  minute  details  are  not  given  every  stockholder. 
When  you  vote  your  proxy,  you  have  confidence  in  that  fellow,  and 
you  put  him  in  there. 
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Mr.  Multer.  But  you  do  not  give  up  your  right  to  know  every  list 
detail  about  the  management.  lou  may  ignore  it,  but  you  have  • 
right  to  know  what  is  going  on  in  that  organization  that  you  own. 

Mr.  JItjmma.  I  don't  agree  with  you. 

Mr.  Coad.  Will  the  gentleman  yield  ? 

Mr.  Multer.  Yes. 

Mr.  Coad.  If  the  directors  have  a  right  to  permit  this  report  to  be 
viewed  by  the  stockholders,  why  do  they  not  also  have  the  right  to 
submit  it  under  subpena  to  a  court? 

Mr.  Jennings,  Of  course,  I  think,  Mr.  Coad,  it  is  purely  theoreticil 
that  the  directors  would  make  the  report  available  to  the  shareholders. 
I  have  never  heard  of  such  an  instance.  Possibly  it  has  occurred,  but 
it  hasn't  been  brought  to  my  attention.  Our  report  of  examination,  in 
my  opinion,  is  not  made  available  to  the  shareholders. 

Mr.  Gidney.  I  am  sorry  we  don't  have  a  copy  of  one  of  our  examin* 
tion  report*,  but;  we  can  send  for  one.  It  indicates  that  it  is  the 
property  of  the  Comptroller  and  can  only  be  used  in  such  a  way. 

I  am  not  sun*  that  Mr.  Jennings  isn't  overshooting  a  little  bit  when 
he  says  it  could  be  made  available  to  every  stockholder.  We  will  be 
glad  to  submit  a  copy  of  one  of  our  examination  report  inscriptions 
so  that  you  can  see  that. 

Our  intention  is  to  keep  it  in  proper  channels,  and  the  directors 
are  the  managers  of  the  bank,  of  course. 

Mr.  Coad.  Assuming  that  they  have  the  right,  which  you  now 
doubt 

Mr.  Gidnet.  I  doubt  whether  it  would  be  given  to  any  stockholder 
that  came  along.  I  am  sine  it  would  not  be  given  to  any  stockholder 
that  came  along  and  asked  for  it.  Sometimes  there  is  some  favoritism, 
and  a  big  stockholder  might  be  shown  a  copy,  but  I  think  the  inscrip- 
tion we  placed  on  it  was  to  restrict  its  use,  and  I  believe  it  is  restricted 
even  in  that  direction.  I  think  we  should  be  careful,  however,  and  see 
tli.it  we  give  yon  just  what,  is  exactly  the  fact. 

Mr.  Ci)Ai>.  What  about  the  employees  of  the  bank  who  may  not  be 
on  the  board  of  directors. 

Mr.  Gidney.  The  cashier  is  an  officer.  A  teller  wouldn't  see  it  but  a 
cashier  might  see  it.  It  is  possible  that  we  might  come  to  the  point 
where  we  wouldn't  always  give  the  reports  of  examination  to  the  banks. 
I  think  it  is  helpful  to  give  them  to  them,  because  they  can  see  what  the 
criticisms  are.  and  can  go  ahead  and  work  on  them  directly. 

Hut  it  could  !>e  that  that  miglit  not  always  be  done.  I  hope  we  stay 
right  with  what  we  are  doing,  because  it  is  working  to  best  advantage. 

Mr.  Mii.ter.  Is  there  anything  in  your  examiner's  reports  that 
doesn't  come  from  the  records  of  the  banks.  Mr.  Gidney,  and  your 
examiners  efforts  to  verify  the  accuracy  of  what  is  in  the  bank's 
records? 

Mr.  Gidney.  Practically  all  of  it,  yes ;  that  is  right. 

Mr.  Multer.  Then  how  can  you  pretend  that  you  have  a  right  to 
withhold  it  from  the  banks? 

Mr.  Gidney.  Well,  it  is  an  investigation  by  a  Government  officer. 

Mr.  Multer.  Certainly,  but  for  whose  benefit  ¥ 

Mr.  Gidney.  Well,  it  is  not  made  for  thegeneral  public. 

Mr.  Multer.  Is  it  not  for  the  benefit  of  the  general  public  t 

Mr.  Gidnet.  It  is  made,  to  enable  the  Comptroller  to  discharge  his 
responsibilities  and  see  that  the  hanks  are  operated  properly. 
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Mr.  Multer.  The  Comptroller's  responsibility  is  to  protect  the- 
depositor  and  the  stockholder,  and  the  general  public,  right!  That 
is  vour  responsibility? 

Mr.  Gidney.  That  is  right. 

Mr.  Multer.  You  are  going  to  protect  the  depositor,  the  stock- 
holder, and  the  general  public. 

Mr.  Gidney.  Yes;  and  all  who  deal  with  the  bank. 

Mr.  Multer.  Well,  isn't  that  the  general  public  ? 

Mr.  Gidney.  Yes. 

Mr.  Multer.  That  being  your  responsibility 

Mr.  Gidney.  Do  I  protect  the  borrowers  of  the  bank  if  I  make 
public  the  list  of  those  whom  the  examiner  thinks  may  be  a  little  bit 
weak  or  about  to  become  weak? 

Mr.  Multer.  Do  you  mean  the  bank  or  the  borrowers  ? 

Mr.  Gidney.  The  borrowers.  Do  I  protect  the  interest  of  those 
people  if  I  make  it  public? 

Mr.  Multer.  Suppose  we  wrote  into  the  statute  that  those  names 
shall  not  be  disclosed.  And  instead  of  names,  you  use  numbers,  in 
order  to  show  the  position  of  the  bank,  that  it  has  20  insured  loans 
for  a  million  dollars,  5  secured  loans  of  §2  million 

Mr.  Gidney.  Well,  those  are  listed  loan  by  loan,  and  if  we  gave 
them  numbers,  and  somebody  said,  "Here  is  a  milk  plant  down  the 
road  that  is  not  very  good,"  they  would  know  who  it  is. 

Mr.  Multer.  Suppose  we  gave  you  the  protection  of  the  statute  so 
that  you  can't  embarrass  anv  borrowers. 

Mr.  Gidney.  That  would  l>e  wonderful.  I  don't  know  how  you 
would  do  that. 

Mr.  Multer.  Leave  the  technique  to  the  committee.  Suppose  we 
gave  you  that  protection  so  we  don't  embarrass  any  of  the  borrowers 
or  hurt  any  borrowers.     What  other  protection  do  you  need  ? 

Mr.  Gidney.  I  think  that  is  a  very  important  protection. 

Mr.  Multer.  I  am  going  along  with  you  on  that. 

Mr.  Gidney.  Good. 

Mr.  Multer.  We  have  eliminated  that.  They  need  protection,  and 
we  are  going  to  protect  them.     Who  else  needs  protection  ? 

Mr.  Gidney.  Don't  you  think  the  shareholders  might  deserve  a 
little  protection  ? 

Mr.  Multer.  Certainly  they  deserve  a  lot  of  protection.  And  you 
are  supposed  to  be  protecting  them.    That  is  one  of  your  duties. 

Mr.  Gidney.  There  would  be  various  matters  in  the  reports  of 
examination  that  would  not  be  understood  by  the  public  at  large,  and 
that  would  be  misinterpreted,  and  the  bank  could  very  possibly  get  a 
bad  reputation  through  the  disclosure  of  this  information  that  would 
hurt  the  bank  and  in  turn  hurt,  the  shareholders. 

Mr.  Multer.  For  instance  what? 

Mr.  Jennings.  Well,  there  are  many  matters.  To  begin  with,  all  of 
the  classified  loans  are  totaled  up  and  they  are  set  up  in  one  schedule, 
showing  the  total  amount  of  substandard  loans,  total  amount  of 
doubtful,  total  amount  of  loss. 

The  figure  of  the  substandard  paper  might  seem  large  to  a  person 
not  well  informed  in  bank  examination  practice,  and  the  public  would 
then  start  talking  about  the  large  amount  of  substandard  paper  that 
the  bank  has. 
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The  bond  accounts  are  evaluated,  showing  the  market  depreciation 
or  appreciation.  The  public  might  become  concerned  about  the 
amount  of  depreciation  because  it  does  not  understand  all  of  the 
factors  that  enter  into  investment  accounts. 

Mr.  Mttltkr.  Why  shouldn't  I  as  a  stockholder  know  that  so  I  cm 
make  my  determination  whether  I  want  to  stay  with  the  bank  with  my 
stock,  or  whether  I  want  to  get  out  before  it  gets  worse. 

Mr.  GroscET.  If  we  are  going  to  make  it  available  to  shareholders, 
we  might  as  well  publish  the  report  in  the  newspaper  and  make  it 
available  to  the  public  at  large. 

Mr.  Mri/i-KR.  You  are  not  answering  the  question. 

Why  don't  I  as  a  shareholder  have  the  right  to  determine  whetha 
I  want  to  stay  with  the  stock  or  not? 

Mr,  Gidxey.  You  as  a  shareholder  have  elected  directors  who  func- 
f  ion  in  effect  as  trustees,  looking  after  your  interest. 

Mr.  Mvi-tku.  Did  I  give  them  the  right  to  mismanage  the  bank! 

Mr.  Gihxey,  You  did  not. 

Mr.  Mir/iKit.  Did  I  give  them  the  right  to  make  substandard  loans! 

Mr.  GinKKY.  You  did  not. 

Mr.  Mri.TKH.  Am  I  not  entitled  to  know  whether  they  are  perform- 
ing their  function  ? 

Mr.  Gidxey.  I  know  of  very  few  banks  in  America  that  don't  b*T» 
a  few  substandard  loans. 

Mr.  Mui.ter.  But  I  as  a  stockholder  have  a  right  to  know  it  and 
determine  for  myself  whether  I  will  continue  those  directors  who 
made  even  one  substandard  loan.  Don't  I  have  that  right  as  a 
st  ockholder  ? 

Mr.  Gidxey.  I  don't  know  what  your  rights  are  in  that  matter.  You 
certainly  have  what  you  have.  But  I  think  we  are  far  off  from  the 
finest  ion  we  are  talking  about,  and  that  is  your  rights  don't  regain 
(lie  publication  of  these  reports. 

Mr.  Mi  i.tkk.  I  am  not  talking  about  publication  now.  We  are 
talking  about  me.  the  stockholder,  getting  this  information. 

Mr.  Gidxey.  I  don't  believe  you  have  got  quite  as  complete  a  right 
to  yet  that  information  as  you  are  suggesting. 

Mr.  Mi'i/rait.  What  in  the  law  prohibits  me  having  that,  or  says  I 
donot  have  that  right? 

Mr.  Gidxey.  I  think  you  would  have  to  go  to  the  officers  and  if  you 
didn't  like  what  they  told  you.  to  the  Directors,  and  it  would  be  in  the 
discretion  of  the  directors,  except  at  an  annual  meeting,  how  much 
tliey  gave  you,  would  it  not  ? 

Mr.  Milter.  Xo.  I  don't  think  that  is  so. 

Mr.  Gidxey.  I  am  not  certain.  But  it  seems  to  me  that  is  perhaps 
debatable.     But  I  have  an  impression 

The  CiiAiinrAx.  The  House  is  now  in  session.  We  will  adjourn 
to  meet  tomorrow  at  10 o'clock. 

Mr.  Martin.  I  believe,  will  be  back  then. 

Mr.  Mri.TKH.  Will  Mr.  Gidney  be  back,  Mr.  Chairman? 

The  Chairman-.  I  don't  know.     Will  you  be  available,  Mr.  Gidney! 

Mr.  Giuxey.  I  will  lie  available.  Mr.  Chairman,  when  you  call  me. 

The  Cuaihmax.  We  will  adjourn  to  meet  tomorrow  morning  at  10 

i  Whereupon,  at  12 :  OS  p.  m.,  the  committee  adjourned,  to  reconvene 
,v    '       '  "  Tulv31.T 


n..  Wednesday,  July  31, 1M7.) 
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(The  following  data  was  submitted  by  Mr.  Gidney  in  answer  to 
questions  propounded  by  members  of  the  committee : ) 

TaEAUusT  Department, 
Comptroller  of  the  Treasury, 
Washington,  D.  C,  July  25,  1957. 
Hon.  BBBNf  Spence, 

Chairman,  House  Banking  and  Currency  Committee, 
Howe  of  Representative*,  Washington,  D.  C. 

11  y  Dbab  Mb.  Chaibman  :  During  the  course  of  the  hearings  on  S.  1451  and 
H.  R.  7026,  Representative  Multer  requested  that  we  furnish  to  the  committee  a 
statement  as  to  whether  we  would  have  an;  objection  to  the  language  of  the  con- 
flict of  Interests  statutes  applicable  to  government  employees  being  made  ap- 
plicable to  the  employees  of  the  Comptroller  of  the  Currency. 

There  are  two  statutes  pertaining  to  conflict  of  interests  applicable  to  Govern- 
ment employees.  Section  190  of  the  United  States  Revised  Statutes  (5  U.  S.  C. 
99)  provides: 

"It  shall  not  be  lawful  for  any  person  appointed  as  an  officer,  clerk,  or  em- 
ployee in  any  of  the  departments,  to  act  as  counsel,  attorney,  or  agent  for  prose- 
cuting any  claim  against  the  United  States  which  was  pending  in  either  of  said 
departments  while  he  was  such  officer,  clerk,  or  employee,  nor  in  any  manner, 
nor  by  any  means,  to  aid  in  the  prosecution  of  any  such  claim,  within  2  years 
next  after  he  shall  have  ceased  to  be  such  officer,  clerk,  or  employee." 
Section  284  of  the  act  of  June  25,  1948,  as  amended  (IS  U.  S.  C.  284),  provides: 

"Whoever,  having  been  employed  in  any  agency  of  the  United  States,  Includ- 
ing commissioned  officers  assigned  to  duty  in  such  agency,  within  two  years  after 
the  time  when  such  employment  or  service  has  ceased,  prosecutes  or  acts  as 
counsel,  attorney,  or  agent  for  prosecuting,  any  claims  against  the  United  States 
Involving  any  subject  matter  directly  connected  with  which  such  person  was  so 
employed  or  performed  duty,  shaU  be  fined  not  more  than  $10,000  or  Imprisoned 
not  more  than  one  year,  or  both." 

In  addition  to  these  two  statutes  there  is  a  Treasury  regulation  relating  to 
practice  of  attorneys  and  agents  before  the  Treasury  Department.  This  regula- 
tion provides  in  part  that — 

"No  enrolled  person  or  other  person  authorized  to  appear  before  the  Treasury 
Department  without  enrollment  shaU  represent  a  claimant  before  the  Treasury 
Department  in  any  matter  to  which  the  enrollee,  as  officer  or  employee  of  the 
United  States,  gave  personal  consideration  or  as  to  the  facts  of  which  he  gained 
knowledge  while  in  the  Government  service." 
This  regulation  provides  that — 

"No  former  officer,  clerk,  or  employee  of  the  Treasury  Department  shall  act 
as  attorney  or  agent,  or  as  the  employee  of  an  attorney  or  agent  within  two 
years  after  the  termination  of  such  Treasury  employment,  in  any  matter  pending 
in  such  Department  during  the  period  of  his  employment  therein,  unless  he  shall 
first  obtain  the  written  consent  thereto  of  the  Secretary  of  the  Treasury  or  his 
duly  authorized  representative.  This  consent  will  not  be  granted  unless  it 
appears  (i)  that  the  applicant  was  not,  during  the  period  of  2  years  immediately 
preceding  the  date  of  application,  employed  In  the  particular  departmental  or 
field  section  in  which  was  pending  the  matter,  to  handle  which  consent  is  sought, 
provided  that  this  requirement  shall  not  apply  to  persons  employed  In  an  admin- 
istrative capacity  such  as  head  of  a  unit,  division,  or  section,  or  employed  as  a 
reviewer  or  conferee  or  in  au  advisory  capacity;  and  (il)  that  employment  as 
an  agent  or  attorney  is  not  prohibited  by  section  5  (17  Stat.  202;  5  U.  S.  C.  99), 
or  other  law,  or  by  the  regulations  of  the  Treasury  Department" 

The  above-quoted  statutes  and  regulations  are  fully  applicable  to  all  employees 
of  the  Comptroller  of  the  Currency.  The  provisions  of  section  8  of  the  proposed 
legislation  will  be  in  addition  to  these  statutes  and  regulations. 

The  Comptroller  of  the  Currency,  as  well  as  the  other  2  directors  of  the  Fed- 
eral Deposit  Insurance  Corporation,  as  prohibited  during  the  time  he  Is  in  office 
and  for  2  years  thereafter  from  holding  any  office,  position,  or  employment  in  any 
Insured  bank,  except  that  this  restriction  does  not  apply  to  any  Director  who 
has  served  the  full  term  for  which  he  was  appointed.  Similarly,  members  of 
the  Board  of  Governors  of  the  Federal  Reserve  System  are  ineligible  during  the 
time  they  are  In  office  and  for  2  years  thereafter  to  hold  any  office,  position,  or 
employment  In  any  member  bank,  except  that  this  restriction  does  not  applv  to 
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a  member  who  has  served  the  full  term  for  which  he  was  appointed-  These  re- 
strictions are  applicable  only  to  the  heads  of  the  three  banking  agencies  and  not 
to  the  employees  of  those  agencies. 

We  would  be  opposed  to  any  legislation  which  would  impose  an  absolute 
prohibition  against  employees  or  former  employees  accepting  employment  with 
bacika  for  a  period  of  years.  Such  legislation  would  seriously  impair  our  ability 
to  attract  capable  young  men  to  our  examining  force.  For  practical  purposes 
such  young  men  joining  our  examining  staff  would  do  so  with  the  knowledge  that 
they  must  make  bank  examining  a  life  career  or  leave  the  banking  industry 
entirely  if  they  shonld  become  dissatisfied  with  examining  banks.  Foe  many 
years  it  has  been  our  practice  to  obtain  from  each  examiner  an  agreement  to  the 
t-ffect  that  for  a  period  of  2  years  after  he  ceases  to  hold  the  position  of  natlosal 
hunk  examiner,  he  will  not  accept  employment  of  any  kind  in  any  bank  which  be 
has  examined  without  first  receiving  permission  in  writing  from  the  Comptroller 
of  the  Currency.    This  protective  procedure  has  left  nothing  to  be  desired. 

We  are  nware  of  no  Federal  statutes  which  would  prohibit  any  employees  of 
the  Government  other  than  the  heads  of  agencies  from  accepting  outside  employ- 
Sincerely  yours. 


Tbeasiby  Dep.u 

COMPTBl'LLEB   OF  THE  CtTBHEXCT. 

Washington.  Jul*  >J».  JS57. 
Hon.  Brent  Spexce. 

Chnirni'iii.  nwr  Bnnkh.ii  and  Cnrrrncii  Committee, 
if'.uirc  of  Repreientaliret,  Washington.  D.  C. 

Mr  Dear  Mb.  Chairman:  During  the  course  of  the  hearings  on  S.  1431  and 
Fl.  R.  7020  Representative  Multer  requested  information  about  the  bonds  of  the 
Comptroller  of  the  Currency  and  the  Deputy  Comptrollers  of  the  Currency.  Be 
also  requested  information  with  respect  to  the  Ixmds  »f  other  officials  of  the 
Treasury  Department. 

As  required  by  statute  the  Comptroller's  bond  is  in  the  amount  of  $100,000. 
Ats.i  ns  required  by  statute,  each  Dfputy  Comptroller  is  bonded  in  the  amount  of 
fc~.ii.iVii i.  In  addition  There  is  a  blanket  fctiid  which  covers  all  of  the  employees 
•  >f  tbn  nifiVe  "f  thf  Comptroller  of  the  Currency  im-luding  the  Deputy  Comp- 
tr.ill.-rs  in  tlie  amount  of  $200,000.  Thus  the  Deputy  Comptrollers  are  bonded 
in  a  r..tal  amount  of  $2.l0.0i«l. 

Willi  respect  io  i  it  her  officials  of  the  Treasury  Department  we  find  that  the 
Treasurer  i.-f  the  I'lilied  States  is  required  by  statute  to  be  bonded  In  the  amount 
nf  Sl.1n.iNKt.  t.Vriain  employees  of  the  mint,  the  district  collectors  of  custom*. 
and  th.'  distrii  t  Jirecfurs  of  internal  revenue  are  required  to  lie  bonded  but  the 
niii-miit*  of  their  homis  are  left  to  the  discretion  of  the  heads  of  the  bureaus. 

It  is  our  view  that  the  officials  and  employees  of  the  Comptroller  of  the  Cur- 
i-.-ii'j-  are  adequately  bonded  at  the  present  time.  However,  we  would  have  no 
■  •lijection  if  the  Coiicrcss  should  deem  it  advisable  to  Increase  the  amounts  of 
rh>-  laiiidsi  required  by  statute  for  the  Deputy  Comptrollers  from  $50,000  to 
s2.Vi.lif"!  as  tbi«  wi>ul(l  merely  require  that  the  present  coverage  be  continued. 
Likewise,  we  would  have  no  objection  if  the  Congress  should  deem  It  advisable 
t"  increase  the  amount  of  the  bond  required  by  statute  for  the  Comptroller.  We 
make  no  rtviiinienilatlon  ns  to  the  aim  unit  to  which  it  should  be  increased  as  we 
"1"  ii"t  ileem  it  to  be  snnnd  poli.-y  for  The  person  to  be  bonded  to  recommend  the 
illinium  of  bis  bond. 

Rat  M.  Gin  net. 

1-ii'iitrnHer  of  the  Currency. 
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Treasury  Department, 
comptroller  of  the  cubbency, 

Washington  £5,  July  29,  1957. 
Hon.  Brent  Spence, 

Chairman,  House  Banking  and  Currency  Committee, 
Route  of  Representatives,  Washington,  D.  C. 
My  Dear  Mb.  Chairman  :  During  the  course  of  the  hearings  on  S.  1451  and 
H.  R.  7026,  Representative  Anderson  Inquired  whether  we  could  suggest  wording 
to  be  substituted  In  section  20,  "Preferred  stock,"  which  would  permit  the  Comp- 
troller to  approve  the  issuance  of  preferred  stock  by  national  banks  only  In 
urgent  or  unusual  situations  or  under  emergency  conditions,  in  accordance  with 
our  recommendation,  but  which  would  not  be  as  restrictive  as  the  language 
"only  practicable  method."    We  Indicated  that  perhaps  this  could  be  done.  How- 
ever, after  having  given  further  consideration  to  this  matter,  we  have  concluded 
that  the  language  "only  practicable  method"  Is  the  language  most  suitable  for 
restricting  the  issuance  of  preferred  stock  to  urgent  or  unusual  situations  or 
emergency  conditions. 
Sincerely  youra, 

Rat  M.  Gidnet, 
Comptroller  of  the  Currency. 

Treasury  Department, 
Comptroller  or  the  Currency, 

Washington,  August  t,  1957. 
Hon.  Brent  Spence, 

Chairman,  House  Banking  and  Currency  Committee, 
House  of  Representatives,  Washington,  D.  C. 
My  Deab  Mb.  Chairman  :  During  the  course  of  the  hearings  on  S.  1451  and 
H.  R.  7026,  we  advised  Representative  Coad  that  we  would  furnish  to  the 
committee  the  caption  which  appears  on  reports  of  examination  of  national 
banks.  This  caption  reads  as  follows: 

"This  report  of  examination  has  been  made  by  an  examiner  selected  by 
the  Comptroller  of  the  Currency  and  is  designed  for  use  in  the  supervision  of 
the  bank.  This  copy  of  the  report  is  the  property  of  the  Comptroller  of  the 
Currency  and  Is  furnished  to  the  bank  examined  for  its  confidential  use.  Under 
no  circumstances  shall  the  bank,  or  any  of  Its  directors,  officers,  or  employees 
disclose  or  make  public  in  any  manner  the  report  or  any  portion  thereof.  The 
information  contained  In  this  report  is  based  upon  the  books  and  records  of 
the  bank,  upon  statements  made  to  the  examiner  by  directors,  officers,  and 
employees,  and  upon  information  obtained  from  other  sources  believed  to  be 
reliable  and  presumed  by  the  examiner  to  be  correct.  It  Is  desired  that  each 
director,  in  keeping  with  his  responsibilities  both  to  the  depositors  and  to 
stockholders,  thoroughly  review  the  report.  In  making  this  review,  it  should 
be  kept  in  mind  that  an  examination  Is  not  the  same  as  an  audit,  and  this 
report  should  not  be  considered  to  be  an  audit  report." 
Sincerely  yours, 

Rat  M.  Cidney, 
Comptroller  of  the  Currency. 
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WEDNESDAY,  JDXY  31,  1957 

House  of  Representatives, 

COMMTTTEEE  ON  BANKING  AND  CuRRENCT, 

Washington,  D.  C. 

The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman)  pre- 
siding. 

Present:  Chairman  Spence,  Messrs.  Brown,  Patman,  Multer,  Bar- 
rett, Mrs.  Sullivan,  Mr.  Reuss,  Mrs.  Griffiths,  Messrs.  Vanik,  Coad, 
Anderson,  Breeding,  Talle,  Betts,  Mumma,  Bass,  and  Henderson. 

The  Chairman.  We  will  resume  the  hearings  on  the  Financial 
Institutions  Act. 

We  have  back  with  us  this  morning,  Mr.  Martin,  Chairman  of  the 
Board  of  Governors  of  the  Federal  Reserve  System. 

FURTHER  STATEMENT  OF  HON.  WILLIAM  McC.  MARTIN,  CHAIR- 
MAN; ACCOMPANIED  BY  W00DLLEF  THOMAS,  ECONOMIC  AD- 
VISER; AND  D.  R.  HEXTER,  ASSISTANT  GENERAL  COUNSEL, 
BOARD  OF  GOVERNORS,  FEDERAL  RESERVE  SYSTEM 

Mr.  Reuss.  Mr.  Chairman. 

The  Chairman.  Mr.  Reuss. 

Mr.  Reuss.  Mr.  Martin,  I  just  wanted  to  raise  a  question.  We  had 
an  interesting  discussion  the  other  day  on  this  question.  I  raised  the 
possibility  of  saving  some  of  the  cost  of  the  national  debt  by  insu- 
lating, as  we  put  it,  a  portion  of  the  national  debt,  as  I  recall  our 
discussion,  you  displayed  a  good  deal  of  interest  in  it,  and  raised  some 
objection  and  said  that  you  would  ask  the  staff  to  prepare  a  short  mem- 
orandum for  me,  setting  forth  the  System's  up-to-date  views  on  the 
possibility  of  it. 

Is  that  a  correct  summary  of  our  discussion  on  it? 

Mr.  Martin.  I  don't  recall  precisely,  but  I  am  sure  we  will  get  the 
memorandum  to  you  just  as  quickly  as  we  can,  Mr.  Reuss. 

(The  memorandum  referred  to  is  as  follows :) 

DISCUSSION  OF  ItHJOTBT  BT  COBGBEBBMAH  REUSS 

This  statement  examines  the  suggestion  that  the  Interest  cost  on  the  public 
debt  be  kept  down  or  reduced  by  Federal  Reserve  purchases  directly  from  the 
Treasury  of  Government  securities  hearing  some  arbitrarily  set  low  interest  rate 
and  that  the  additional  bank  reserves  thus  made  available  be  absorbed  by  in- 
creases In  bank  reserve  requirements  in  order  to  prevent  undue  credit  expan- 
sion as  a  result  of  the  operation. 

The  expressed  aim  of  this  proposal  is  to  reduce  the  Interest  cost  of  the  Fed- 
eral Government  debt  in  a  manner  that  would  not  contribute  to  inflation.  The 
net  effect  of  using  such  a  device  would  be  to  substitute  Federal  Reserre  bank. 
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holdings  of  Government  securities  at  a  low  interest  rate  for  a  correspond Iei 
amount  of  commercial  bank  credit.  The  proposed  action  would  not  be  Id  ac- 
cordance with  the  purposes  of  existing  law  and  practices.  Both  past  practice  of 
the  System  and  legislative  history  indicate  that  the  use  of  the  authority  to  pnr- 
fhase  securities  directly  from  the  Treasury  Is  for  the  purpose  of  meeting  portly 
temporary  needs  of  the  Treasury  where  necessary  to  avoid  short-time  disturb- 
ances to  the  money  market  or  In  the  case  of  serious  emergencies,  lite  au- 
thority to  raise  reserve  requirements  Is  to  prevent  injurious  credit  expansion  or 
contraction.  To  use  these  powers  for  the  expressed  purpose  of  reducing  Interest 
costs  for  the  Treasury  would  not  be  in  conformity  with  these  purposes.  Spedlc 
legislation  would  be  needed  to  permit  or  justify  such  action  by  the  Federal 
Reserve. 

The  proposed  procedure  would  enable  the  Federal  Government  to  cover  a  por- 
tion of  Its  expenditures  without  taxation  or  without  borrowing  the  savings  of 
the  people.  In  essence  and  to  a  degree,  it  would  be  the  same  aa  financing  tbt 
Treasury  by  the  Issuance  of  money,  while  attempting  to  prevent  inflationary 
consequences  by  I  m mobilizing  the  funds  In  the  banks.  While  such  a  practice 
might  appear  to  make  little  difference  l(  the  amounts  involved  are  ■mall,  the 
principles  of  sound  llscal  policy  would  be  violated. 

It  is  vitally  Important  that  the  Federal  Government  In  Its  borrowing  opera- 
tions conform  to  the  standards  and  requirements  that  are  necessary  to  maintain 
economic  stability  and  growth.  The  Treasury,  like  any  other  borrower,  should 
endeavor  to  borrow  the  savings  of  the  community  and  should  always  pay  the 
rate  of  Interest  necessary  to  induce  savings.  Any  attempt  to  maintain  artificially 
low  rates  of  interest  Interferes  with  the  processes  of  the  market  that  tend  to  keep 
savings  sud  borrowing  in  equilibrium- 
Federal  Reserve  hunk  credit,  whether  extended  to  banks,  to  Government,  or 
to  others,  may  hare  the  same  effect  as  the  issuance  of  flat  money.  It  adds  di- 
rectly to  the  money  supply  and  also  to  the  reserve  of  the  banking  system,  on  the 
basis  of  which  a  further  multiple  expansion  of  money  may  be  created.  Became 
of  unfortunate  experiences  with  continental  currencies  in  our  early  history, 
this  country  has  zealously  avoided  the  Issuance  of  money  by  governmental  au- 
thority. Only  because  of  the  exigencies  of  war  finance  has  this  device  for 
financing  been  used  directly  or  indirectly  and  always  with  unfortunate  conse- 
quences. Experience  with  snch  practices  In  otber  countries  has  often  been 
disastrous. 

The  Federal  Reserve  System  was  established  largely  because  our  facilities 
for  providing  money  to  meet  the  needs  of  a  growing  economy  with  wide  sea- 
sonal variations  were  inadequate  and  inflexible.  The  System,  however,  was 
made  subject  to  various  limitations  on  Its  operations  because  of  recognized  dan- 
gers in  the  unlimited  power  to  create  money.  Federal  Reserve  operations  have 
their  principal  impact  upon  the  banking  system  because  any  new  money  made 
available  by  the  System  is  likely  to  be  deposited  In  banks  and  be  added  to  bank 
reserves.  Holders  of  cash  deposits  most  of  it  in  banks  and  tbose  wanting 
additional  funds  to  meet  working  ensh  needs  borrow  from  banks  and  pay  off  their 
loans  when  they  have  available  cash.  This  credit  mechanism,  flexibly  operated, 
serves  lo  keep  the  supply  of  money  adjusted  to  current  needs.  Interest  rates 
serve  the  function  of  encouraging  or  discouraging  borrowing  and  lending  or 
the  repayment  of  debt.  Interest  rates  may  also  influence  the  volume  of  sav- 
ings by  the  public,  which  must  be  relied  upon  In  a  balanced  economy  to  matt 
the  bulk  of  the  credit  needs. 

There  is  a  danger  tlmt  once  a  procedure  such  as  the  one  proposed  were  adopted 
even  on  a  small  scale,  it  would  gradually  be  extended  to  meet  particular  needs 
on  an  Interest-free  hnW  This  would  not  only  lie  an  Inducement  to  governmental 
cxti'ftvngaiicc  but  would  be  an  attempt  to  bypass  the  economic  forces  of  the 
market.  Jn  the  end  it  might  impose  an  unjustifiable  burden  of  nonearnlng, 
illiquid  assets  upon  the  banking  system,  as  well  as  create  serious  distortions 
throughout  the  economy. 

Such  a  scheme  would  interfere  with  tbe  normal  functioning  of  money  markets 
and  the  banking  system.  If  carried  far,  It  would  seriously  hamper  banks.  It 
would  reduce  the  availability  of  Government  securities,  and  thus  decrease  the 
supply  of  liquidity  instruments  available  to  banks  and  other  sectors  of  tbc 
credit  markets  relative  to  the  total  supply  of  funds  that  banks  and  the  market 
would  be  called  upon  to  handle.  It  would  thus  diminish  the  flexibility  of  basks 
and  of  the  money  market  In  general  in  meeting  seasonal  and  otber  variation! 
in  the  essential  credit  demands  of  the  economy. 
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Banks  would  be  expected  to  continue  to  bold  deposits  and  provide  various- 
services  to  tbe  public,  but  tbeir  earning  assets  and  earnings  might  be  reduced 
to  such  an  extent  that  they  could  not  continue  to  provide  these  services  without 
Imposing  special  charges  of  various  sorts  on  their  customers — depositors  and 
borrrowers.  They  could  not  afford  to  pa;  adequate  interest  on  their  savings 
accounts  to  provide  aa  inducement  for  saving.  Tbeir  loan  rates  would  have  to 
be  raised.  Banks  perform  important  functions  in  tbe  economy  In  providing 
checking  account  services,  holding  savings,  and  making  loans  and  investments 
that  keep  these  funds  actively  in  use.  Tbese  functions  Involve  expenses  and  the 
holding  of  many  □  em  earning  assets.  The  record  of  the  past  does  not  indicate 
that  bank  profits  have  been  excessive  In  relation  to  tbe  risks  and  responsibilities 
Incurred. 

Finally,  question  may  be  raised  as  to  the  desirability  of  loading  tbe  Federal 
Reserve  banks  with  n  on  marketable  securities.  It  is  vitally  Important  that  the- 
central  bank  bold  a  sufficient  amount  of  highly  liquid  marketable  assets  so  that 
it  will  always  be  able  to  absorb  redundant  reserves  without  undue  effect  upon 
limited  sectors  of  tbe  market.  To  begin  even  on  a  limited  scale  to  load  the- 
central  bank  portfolio  with  frozen  assets  solely  to  reduce  by  a  relatively  small 
amount  tbe  figure  of  Interest  costs  In  the  bndget  would  start  a  practice  that  If 
carried  far  could  bave  highly  undesirable  effects.  It  could  hamper  tbe  ability 
of  the  central  bank  to  perform  its  functions,  as  well  as  interfere  with  the 
market  forces  that  work  toward  establishing  a  level  and  structure  of  interest 
rates  that  promote  equilibrium  In  the  economy. 

Any  reduction  in  Interest  paid  by  the  Treasury  as  a  result  of  such  a  procedure 
would  be  partly  offset  by  reduced  taxes  on  Interest  Income.  Tbe  net  saving  of 
Interest  costs  would  hardly  be  worth  the  dangers  Involved  in  starting  on  this 
path  of  unsound  fiscal  procedures. 

Mr.  Reuss.  I  thought  from  our  discussion  that  you  indicated  that 
the  Reserve  System's  mind  was  always  open  to  subjects  like  this,  con- 
cerning the  national  debt. 

Mr.  Mabtin.  No  question  of  that.  We  welcome  suggestions  and 
will  give  them  very  serious  consideration. 

Mr.  Reuss.  The  only  reason  I  raise  it  is  that  when  I  read  my  copy 
of  the  American  Bankers,  the  morning  after,  I  found  a  headline 
saying,  "Martin  Scorns  Plan  to  Hike  FRB  Buying  of  United  States- 
Securities,"  and  then  it  went  on  with  the  story,  and  reported  quite 
properly  our  colloquy,  and  then  said,  "Mr.  Martin's  reply  was  to 
reject  the  scheme  completely." 

Now,  that  is  overdoing  it  a  little,  isn't  it? 

Mr.  Martin.  Let's  say  Mr.  Martin  raised  some  objections  and  will 
study  the  matter. 

Mr.  Reuss.  Well,  that  is  exactly  what  I  thought.  I  just  want  to 
call  to  your  attention  and  to  the  attention  of  the  staff,  in  the  prepara- 
tion of  this  memorandum,  which  is  going  to  be  a  most  interesting  one, 
to  the  observations  of  Mr.  E.  A.  Goldenweiser  in  his  excellent  work, 
American  Monetary  Policy,  published  by  the  Committee  for  Economio 
Development  3  or  4  years  ago,  which  I  happen  to  have  looked  at  after 
our  colloquy  the  other  day,  and  curiously,  in  his  chapter  12,  on  Prin- 
ciples of  Monetary  Policy,  he  lays  out  what  has  since  become  the  so- 
called  Treasury -Federal  accord,  pointing  out  you  both  can't  exercise 
credit  restraint  and  at  the  same  time  support  the  bond  market  at  par, 
and  then  he  goes  on  to  lay  out,  to  my  surprise,  almost  precisely  the 
proposal  I  was  putting  to  you  and  he  says  of  it  that  this  is  a  rational 
and  temperate  proposal  and,  properly  administered,  would  introduce 
a  useful  device,  and  then  he  goes  on  to  say  that— 

However,  if  it  would  lead  to  misunderstanding  by  some  and  to  apprehensions, 
no  matter  how  111  founded,  by  others,  it  might  be  wise  to  pursue  a  more  con- 
ventional course  and  to  create  tbe  necessary  residual  money  by  borrowing  front 
commercial  banks.     It  would,  to  be  sure,  cost  the  Treasury  more  in  Interest. 
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That  was,  of  course,  in  1051  -when  the  effective  interest  rate  was  2 
percent,  or  something  like  that. 

Now  that  we  are  talking  about  4  percent,  the  price  of  not  arousing 
opposition  has  obviously  doubled,  and  I  do  think  that  a  new  look  is 
needed,  and  I  am  delighted  that  you  are  doing  just  that,  with  an  open 
mind,  as  I  know  it  will  be,  and  I  will  be  awfully  interested  in  the 
memorandum. 

Mr.  Martin.  Yes,  sir ;  and  the  problem,  Mr.  Reuss,  just  to  make  one 
comment  on  that,  that  we  faced  in  the  accord,  was  our  effort  to  assist 
the  Treasury  in  financing  its  debt  with  a  minimum  of  monetization  of 
the  debt.  That  was  the  heart  of  the  problem  in  the  Treasury-Federal 
accord. 

Mr.  Reuss.  Yet,  unfortunately,  the  debt  has  not  been  drastically 
demonetized  since  the  time  of  the  accord,  has  it  ? 

Mr.  Martin.  Well,  it  hasn't  been  demonetized. 

Mr.  Reuss.  It  hasn't  been  more  monetized  either,  which  is  good. 

Mr.  Martin.  That  is  right. 

Mr.  Patman.  Would  you  yield  t 

Mr.  Reuss.  I  am  through. 

Mr.  Patman.  Don't  you  think  that  when  the  bonds  are  reduced  in 
value,  down  to  £85  on  the  $100,  that  is  about  as  near  to  demonetizing 
as  }ou  could  reasonably  expect ?  As  long  as  the  bonds  were  at  par, 
they  were,  properly  speaking,  monetized.  But  any  reduction  of,  sty. 
f*  percent  or  10  percent,  really  immobilizes  them  and  puts  them  out  oi 
competition  with  money,  for  all  practical  purposes,  does  it  not! 

Mr.  Reuss.  I  don't  feel  quite  as  strongly  as  you  do  on  that,  Mr. 
Patman.  I  am  afraid  vou  are  beyond  my  depth. 

Mr.  Patman.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Does  any  member  desire  recognition? 

Mr.  Talle.  Mr.  Chairman. 

The  Chairman.  Dr.  Talle. 

Mr.  Talle.  I  have  a  letter,  Mr.  Martin,  from  Mr.  V.  W.  Johnson, 
president  of  the  First  National  Rank  of  Cedar  Falls,  Iowa.  I  have 
known  him  for  many  years.  He  is  not  only  an  able  banker  but  has 
taken  and  is  taking  keen  interest  in  improving  banking  as  a  business. 
He  served  on  the  Advisory  Committee  of  27.  The  advisory  committee 
to  the  Senate  Ranking  and  Currency  Committee,  as  a  representative  of 
small  banks,  when  the  study  pertaining  to  this  bill  was  made,  and  be 
is  now  a  director,  and  has  been  for  12  years,  of  the  Federal  Reserve 
Bank  of  Chicago,  representing  small  banks  in  the  Seventh  Federal 
Reserve  District,  which  embraces  the  State  of  Iowa. 

I  shou  Id  like  to  read  two  paragraphs  from  his  letter. 

Id  section  17  of  title  II  of  the  Senate  bill  there  Is  a  provision  which  has  for  IB 
purpose  to  limit  the  tenure  of  the  elected  directors  of  the  respective  Federal  Re- 
serve  bunks  to  6  years.  This  provision  wus  recommended  by  the  Board  of  Gov- 
ernors but  our  Subcommittee  on  the  Federal  Reserve,  the  whole  advisory  cok- 
mittee  itself,  anil  the  American  Bankers  Association  opposed  this  limit  of  tenors 
prevision  because  we  felt  it  took  from  the  member  banks  the  right  to  select  their 
own  representative,  which  we  believe  to  be  a  fund  a  mental  principle  and  so  in- 
tended by  the  original  Federal  Reserve  Act  of  1013. 

Then  he  continues: 

I  may  also  sny  in  this  connection,  that  It  is  very  difficult  for  directors  on  these 
Tarioiis  Federal  hoards  to  acquaint  themselves  with  the  intricacies  of  central 
hanking,  and  it  Is  only  after  a  long  period  of  study  and  observation  that  their 
usefulness  becomes  apparent.  *  •     Ton  will  also  understand  how  much  more 
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difficult  It  Is  for  a  representative  of  the  small  banks  from  tbe  rural  communities 
to  become  a  competent  director.  It  takes  much  study  to  feel  any  degree  of 
analytical  ability  in  determining,  for  example,  when  and  If  the  discount  rate 
should  be  changed. 

I  would  like  your  comment  on  that,  Mr.  Martin,  if  you  will. 
Mr.  Martin.  I  am  very  glad  to  comment,  Mr.  Tails. 
Mr.  Johnson  is  one  or  the  valued  directors  of  the  Federal  Reserve 
System,  and  I  know  him  personally  and  I  have  the  highest  regard  for 

The  System  has  been  struggling  for  the  last  5  or  6  years  with  an 
effort  to  broaden  knowledge  of  its  activities  and  its  usefulness  to  the 
community,  both  among  the  businessmen  and  the  bankers  and  the 
general  public,  and  one  of  the  problems  that  we  have  had  has  been 
this  problem  of  tenure,  and  in  1  or  2  instances  we  have  had  directors 
that  have  served  for  as  long  as  20  and  30  years  as  members  of  the  board 
of  directors  of  an  individual  bank. 

I  think  the  majority  in  the  System — and  there  are  others  in  the 
System  who  feel  the  same  as  Mr.  Johnson— but  out  of  the  260  directors, 
I  would  say  that  probably  70  to  75  percent  of  the  directors  agree  with 
the  provision  which  we  have — although  no  actual  poll  has  been  made 
of  this — agree  with  the  suggestion  that  we  have  hammered  out,  that 
it  would  be  wise  to  have  a  specific  tenure. 

We  have  decided  upon  6  years,  2  terms  of  3  years  each,  and  in  the 
event  of  an  individual  becoming  chairman,  he  could  serve  another  3 
years,  which  would  be  9  years,  and  that  that  would  be  the  most  ac- 
ceptable way  of  resolving  what  has  been  something  of  an  impasse  in 
the  System. 

Now,  there  is  some  merit  in  Mr.  Johnson's  contention  that  it  takes 
a  certain  amount  of  time  for  a  director  to  get  his  feet  on  the  ground 
and  become 

Mr.  Talle.  That  is  true  of  Congressmen,  too,  Mr.  Martin. 

Mr.  Martin.  I  think  that  is  probably  true. 

Now,  how  long  it  should  go  is  a  question.  But  since  we  feel  very 
Btrongly  that  this  ought — that  we  ought  to  be  constantly  bringing 
new  blood  into  the  System,  we  felt  that  this  provision  was  the  wisest 
course  to  follow,  and  I  think  that  the  majority  of  the  people  in  the 
System  are  back  of  it. 

Mr.  Talle.  Thank  you,  Mr.  Martin. 

Now  I  will  read  the  paragraph  that  has  to  do  with  the  second 
proposition  in  his  letter : 

While  It  is  not  too  important  to  have  It  included,  our  subcommittee,  as  well 
as  the-  wbole  advisory  committee,  recommended  the  abolishment  of  section  13 
(b)  of  the  Federal  Reserve  Act  which  permits  the  Federal  Reserve  banks  to 
lend  to  private  business. 

It  is  my  personal  conviction  that  this  Is  definitely  not  a  central  bank  function 
and,  since  It  Is  not  used  except  In  a  few  instances  and  for  the  further  reason 
that  Congress  provides  loans  to  private  enterprise  through  the  Small  Business 
Administration  and  kindred  agencies,  the  provision  ought  to  be  eliminated 
from  the  law. 

Mr.  Martin.  The  Board  has  recommended  this,  Mr.  Talle,  and  I 
will  ask  Mr.  Hexter  if  it  is  not  in  the  present  law. 
Mr.  Hexter.  It  is  my  impression  that  it  is,  that  is,  the  present  bill, 
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Mr.  Martin.  And  the  Federal  Reserve  Board  endorses  that  position. 

Mr.  Talle.  Thank  you,  Mr.  Martin,  for  your  comments  on  both 
propositions. 

That  is  all,  Mr.  Chairman. 

The  Ch  airman.  Mr.  Martin,  the  Banking  Act  of  1935,  as  passed  by 
the  House,  vested  authority  over  open  market  operations  in  the  Fed- 
eral Reserve  Board,  and  required  the  Board  in  exercising  its  author- 
ity to  consult  with  an  advisory  committee  of  5  bank  governors. 

That  went  to  the  Senate,  where  they  substituted  a  plan  under 
which  open  market  operations  were  vested  in  the  Open  Market  Com- 
mittee, composed  of  the  7  Board  members  and  6  representatives  of 
the  banks.  The  conferees  agreed,  in  substance,  to  the  Senate  pro- 
posal. 

What  do  you  think  about  these  two  propositions?  Do  you  think 
more  authority  should  be  concentrated  in  the  Board  than  it  has  now! 

Mr.  Martin.  I  am  not  familiar  with  that,  but  I  think  the  bill  verr 
wisely,  as  it  came  out,  provided  that  all  the  members  of  the  Federal 
Reserve  Board  be  on  the  Open  Market  Committee,  because  I  think  it 
would  be  difficult  to  have  a  member  of  the  Board  that  was  not  a  mem- 
ber of  the  Open  Market  Committee. 

Now,  the  regional  system,  to  be  effective  and  useful,  has  to  bring 
together  all  points  of  view  from  all  over  the  country,  and  the  meet- 
ings of  the  Open  Market  Committee  bring  together  these  points  of 
view  on  an  equal  basis,  and  I  think  that  the  present  law,  wnichpro- 
vides  for  5  of  the  12  presidents — one  of  them  is  always  the  New  York 
Bank  because  it  is  the  central  money  market  of  the  country,  bat  4  of 
the  others  in  rotation — contributes  to  the  functioning  of  a  regiontl 
system  in  a  way  that  would  fundamentally  alter  and  change  the 
nature  of  the  system  if  we  made  it  just  a  Board  system.  I  think  one 
of  the  strong  points  in  the  System  is  this  bringing  together  of  public 
and  private  interest,  and  I  think  it  proper  that  the  Board  have  t 
larger  representation  than  the  regional  banks,  but  both  the  Board 
ana  the  regional  banks  meet  on  common  ground  and  are  welded  and 
knit  together  in  this  open  market  meeting. 

I  might  say,  as  I  pointed  out  to  Mr.  Patman  on  a  number  of  oc- 
casions, that  at  the  present  time  we  have  all  12  of  the  presidents 
attend  those  meetings,  and  we  met  every  3  weeks.  The  reason  we 
have  all  12  of  the  presidents — only  5  of  the  presidents  have  a  vote, 
but  all  12  of  the  presidents  come  because,  by  rotation  any  one  of  the 
others  will,  in  a  subsequent  year,  become  a  member  of  the  committee, 
and  we  want  to  have  a  body  of  men  that  are  competent  to  take  over 
and  are  cognizant  of  all  the  developing  problems  of  the  System  be- 
fore they  take  over. 

It  is  very  seldom  that  we  have  to  take  a  vote,  but  if  we  take  a  vote, 
wo  follow,  of  course,  the  statutory  provision,  and  there  are  seven 
voting  members  of  the  Board  and  five  presidents. 

The  Chairman.  Do  you  find  through  the  years,  from  your  experi- 
ence, that  there  is  a  marked  difference  in  the  opinions  of  the  Board 
in  any  instances,  from  those  of  the  representatives  of  the  banks,  by 
reason  of  their  connections  and  duties^ 

Mr.  Martin.  Through  the  years  we  found  surprisingly  few  dif- 
ferences based  on  factors  other  than  differences  of  opinion  and  judg- 
ment.    I  don't  find  any  differences  based  on  anything  else. 
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Now,  we  have  had  a  good  many  differences  of  opinion.  We  have 
differences  of  opinion  at  every  meeting,  I  am  glad  to  say.  But  they 
are  resolved  as  a  rule  before  we  finish  the  meeting  by  a  concensus, 
which  most  of  the  members  subscribe  to. 

You  see,  in  the  policy  records  of  the  Federal  Reserve  System  that 
come  out  every  year,  the  votes,  whenever  we  have  a  vote. 

The  Chairman.  If  the  representatives  of  the  banks  would  vote  as 
a.  unit,  and  one  member  of  the  Board  would  join  with  them,  that 
would  prevent  any  action  on  the  subject  by  the  Board,  would  it  not? 
Have  you  ever  had  a  condition  like  that  exist,  on  questions  of  policy, 
where  members  of  the  banks  voted  as  a  unit  and  one  member  of  the 
Board  joined  with  them? 

Mr.  Martin.  I  don't  know  of  a  case  where  one  member  of  the 
Board  joined  with  the  banks.  There  have  been  1  or  2  cases  where 
there  has  been  a  split  between  the  Board  and  the  banks.  I  don't 
know  offhand.  I  would  have  to  search  the  records  to  be  sure,  but 
■certainly  not  during  the  time  I  have  been  chairman  has  there  been  a 
situation  such  as  you  describe. 

The  Chairman.  Well,  if  two  members  of  the  Board  would  vote 
with  the  representatives  of  the  banks,  who  voted  as  a  unit,  of  course, 
that  would  give  them  control. 

Mr.  Martin.  That  would  give  them  control. 

The  Chairman.  You  don't  apprehend  anything  of  that  kind  ? 

Mr.  Martin.  That  would  be  only  on  that  particular  item.  And  it 
might  well  be  that  the  two  members  of  the  Board  joining  with  the 
presidents  would  be  right. 

The  Chairman.  That  might  be,  but  that  is  a  very  liberal  statement 
for  you  to  make.  Don't  you  think  the  responsibility  is  vested  in  the 
members  of  the  Board,  for  the  open-market  operation,  because  they 
hear  a  little  different  relationship  to  the  public  than  the  representa- 
tives of  the  banks?  They  are  appointed  by  the  President,  confirmed 
"by  the  Senate. 

Mr.  Maetin.  No,  I  think  that  the  members  of  the  Board  should  have 
a  majority,  but  I  don't  think  that  the  Board  should  be  in  a  position 
to  ignore  completely  the  points  of  view  of  the  regional  hanks.  If  we 
had  such  a  situation,  I  think  the  simplest  way  to  operate  would  be  to 
just  have  a  central  bank  in  Washington,  with  12  branches  around  the 
country,  and  we  wouldn't  have  to  have  boards  of  directors  of  the  in- 
dividual banks,  and  I  think  you  would  have  a  different  type  of  central 
banking  system. 

The  Chairman.  Do  you  think  the  conferences  with  the  representa- 
ti  ves  of  the  banks  have  been  useful  to  you  ? 

Mr.  Martin.  During  the  time  I  have  been  with  the  System  it  has 
been  the  most  useful  medium  for  keeping  any  area  of  the  System  from 
being  insulated  or  isolated,  and  for  bring  together  different  points 
of  view  so  that  policy,  when  it  is  made,  is  not  a  one-man  policy,  but 
is  a  System  policy.  It  is  not  a  board  policy,  it  is  not  a  bank  policy, 
it  is  not  an  Advisory  Council  policy — it  is  a  System  policy. 

And  I  believe  there  are  real  safeguards  when  it  comes  to  acting 
as  trustee  for  tie  people's  money,  which  is  what  onr  System  envisages 
in  having  a  System  policy  determination  on  these  matters,  rather  than 
a  policy  that  is  attuned  to  just  one  particular  group. 
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Tj.e  Chairman.  T„er^  are  repie=er.:a::ves  of  the  different  bans 
'1..  ::A  <.o:r.:i_i::*»*.  ar.d  ;:.ry  arc  placed  <a.  \:a  Open  Market  Commit- 
'.'.-.  ■.•?':  i';-r  of  ::.e;r  >i:fc:*r.t  ::.:ere?;=. 

D'.--  L'^f gr/ipi.ic-il  repre^r.taricr:  make  ary  difference  in  tint 
:.'.,"*:-:  Because  if  it  would:."t  it  would  be  logical  to  have  all  the 
'•■,:.-..'*'  :.j-.vr  a  representative  on  the  Ope:.  Market  Committee. 

Mr.  Makhx.  Well,  it  is  for  that  reason  that  we  meet  every  3  weeks 
:.ow.  We  had  a  meeting  yesterday.  And  once  in  awhile  We  meet  it 
i--ve*rk  i.'.^rvals.  Vat  usually  :t  I:  every  3  weeks,  and  we  liave  invited 
&'.'.  of  the  la  presidents  to  attend  these  meetings,  although  following 
t;.o sti'iit'jiy  provision* of  the act. onlv  1H of  11=  ■an  voie.  That  means 
-'.-■■■'  h*re  are  i'*  ir.  thf  room.  h*.n  o-;\v  li  can  vote,  if  it  comes  to  a 
von;  or.  an  i-sv:e.     But  we  ask  all  12  to  participate  in  the  meeting. 

Th^  CH-iii:M.iX.  The  meetings  are  not  provided  by  lawT  are  they? 

Mr.  Martin.  They  are  not  provided  by  law.  We  could  have  than 
tvery  w*-efc.  We  could  have  them  eveiy  2  weeks.  We  could  have 
them  one*  a  month. 

.Some  time  ago.  when  I  first  came  to  the  System,  we  had  an  executive 
committee  which  met  more  frequently  than  the  full  Committee.  The 
full  Committee  was  inclined  the;;  to  meet  4  or  1%  times  a  year,  and  the 
'-x'-.utive  committee  would  meet  every  2  weeks.  Now,  we  haw 
'h.i'L'v;  that.  We  have  eliminated  the  executive  committee,  and  *» 
have  f'-.ll  meetings  of  the  Committee,  and  I  may  say  that  the  repre- 
sentative from  San  Francisco.  I  think,  deserves  special  credit  for  the 
fac.  that  he  hu.=n't  misled  a  meeting  of  the  Committee  in  the  past 
year,  and  that  meant  that  he  had  to  travel  across  the  continent  in 
evei  v  3-week  interval. 

Tht-  Chairman.  Whv  i=  it  necessary  to  have  so  many  meetings! 
Whsit  arc  the  major  problem*  you  discu-s  i 

Mr.  Martin.  In  the  Open  Market  Committee  meetings; 

The  (  'hairmax.  Yes.  sir. 

Mr.  Martin.  Will,  we  discus  the  general  credit  situation.  We 
review  the  economic  picture.  Then  we  review  the  credit  picture,  and 
rhi-n  we  take  into  account  the  current  policy  problems  in  the  System. 
We  discuss  the  discount  rate.  We  discuss  open-market  operations. 
We  discu-s  reserve  requirements.  We  discuss  all  aspects  of  the  Sys- 
tem policy,  although  we  only  act  on  open-market  operations, 

I  lilt  you  can't  divorce  any  one  of  these  things,  as  we  have  found  in 
many  of  our  discussions  here  with  vour  committee  and  with  other 
'  011:111  it  tees  nf  the  Congress.  All  of  tliese  things  are  related.  And  we 
have  used  this  Open  Market  Committee  as  an  opportunity  to  discuss 
all  aspects  of  the  credit  problem  that  might  bear  on  open-market 
operations  and  then  at  the  end  of  the  meeting  a  decision  is  made  by  a 
dint-tire,  which  is  issued  to  the  manager  of  the  account  for  the  con- 
duct of  open-market  operations  by  the  account,  until  the  next  meeting 
of  the  committee. 

The  Chairman-.  The  Open  Market  Committee  is  the  most  powerful 
instrument  over  which  you  have  control,  isn't  it? 

Mr.  Martin.  In  my  judgment,  the  Ojien  Market  Committee  is  the 
heart  and  center  of  t  lie  Federal  Reserve  System. 

The  Chairman.  It  has  more  influence  over  money  and  credit  than 
auv  other  power  you  have. 

Mr.  Patman.  And  more  than  the  Congress  has. 

The  Chairman.  Or  any  other  power  we  have  delegated  to  you. 
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Mr.  Martin.  No,  I  think  that  the  System  reserve  requirements  are 
specifically  the  authority  of  the  Board  of  Governors.  Margin  re- 
quirements are  particularly  the  authority  of  the  Board  of  Governors. 

Now  I  think  all  of  these  are  related,  but  I  think  that  open-market 
operations  and  open-market  policy — the  discount  rate  is  not  a  specific 
function  of  the  Open  Market  Committee.  It  belongs  jointly  to  the 
banks  and  to  the  Board,  with  the  Board  having  final  authority  over 
discount  rates. 

But  it  seems  to  me  that  the  Open  Market  Committee  is  the  one 
forum  in  the  System  where  all  of  these  points  of  view  can  be  brought 
together  in  the  most  satisfactory  way,  and  therefore  I  think  it  is 
the  most  important  arm  of  the  System. 

The  Chairman.  Through  the  years  you  find  no  marked  difference 
of  opinion  between  the  members  of  the  Board  as  members  of  the  Board 
and  representatives  of  the  banks,  in  reference  to  these  problems  ? 

Mr.  Martin.  I  found  no  differences  of  opinion  that  we  can't  resolve 
satisfactorily. 

I  think  that  we  ought  to  think  very  carefully  if  we  are  going  to 
change  the  nature  of  the  System.  We  ought  to  think  it  through  very 
carefully,  and  in  terms  of  merging  public  and  private  interest  in  a 
regional  system,  I  believe  that  the  Open  Market  Committee  is  as 
satisfactory  a  means  of  doing  it  as  we  have  yet  been  able  to  devise. 

Now  we  are  working  constantly  in  the  System.  We  don't  think 
that  the  System  is  perfect.  And  we  are  working  constantly  in  the 
System  to  see  whether  there  should  be  some  revisions  in  its  structure. 
When  we  find  some  revisions  that  we  think  ought  to  be  made,  we  are 
going  to  bring  them  up  to  the  Congress,  just  as  we  are  working  on  re- 
serve requirements  actively,  without,  as  Mr.  Multer  knows,  too  much 
success. 

But  that  is  a  policy  problem  of  great  difficulty,  and  I  don't  for  a 
moment  insist  that  the  structure  of  the  System  is  perfect,  but  I  think 
we  ought  to  be  very  careful  about  altering  the  regional  system  until 
we  have  thought  through  all  aspects  of  the  problem. 

I  think  the  Board  should  have  control,  and  I  think  the  Board,  as  a 
Board,  has  control  today.  But  I  certainly  don't  in  any  way  want  to 
turn  the  regional  banks  into  branches  of  a  Board  here  in  Washington. 
I  want  them  to  be  as  far  as  possible— I  want  decentralization,  to  keep 
a  check  and  balance  on  the  Board  of  Governors  and  on  the  policy 
decisions  that  we  are  making.  It  is  too  serious  to  put  it  in  one  single 
spot. 

The  Chairman.  You  have  made  no  recommendations  at  all  for  any 
change. 

Mr.  Martin.  Not  at  this  time. 

Mr.  Multer.  Will  the  chairman  yield? 

The  Chairman.  Mr.  Multer. 

Mr.  Multer.  Mr.  Martin,  you  started  to  say  a  moment  ago  at  Mr. 
Thomas'  suggestion — and  I  don't  think  you  finished  that  answer. 

Mr.  Martin.  Mr.  Thomas  pointed  out  that  I  had  said  there  were 
no  stated  times  for  meetings  of  the  Open  Market  Committee,  and 
the  law  says  we  do  have  to  meet  four  times  a  year. 

Mr.  Multer.  How  long  do  your  meetings  usually  last? 

Mr.  Martin.  About  3  hours,  Mr.  Multer.  We  convene  at  10  o'clock, 
and  we  get  through  about  1.    Sometimes  we  get  through  a  little  bit 


,yGoogIe 


376  FINANCIAL   INSTITUTIONS   ACT   OF    1957 

earlier,  once  in  a  while  later  and  occasionally  we  go  over  to  the  after- 
noon. 

Mr.  Mlxteb.  Thank  yon,  Mr.  Chairman. 

Mr.  Patman.  Mr.  Chairman,  I  would  like  to  be  recognized. 

Mr.  Brown.  Mr.  Chairman. 

The  Chairman.  Mr.  Brown. 

Mr.  Brown.  Mr.  Martin,  I  want  to  rend  a  paragraph  of  certain 
background  information  furnished  by  the  Federal  Reserve  Board  rel- 
ative to  the  Open  Market  Committee : 

The  princiiml  argument  against  placing  control  over  tbe  open-market  opera- 
tions In  the  Hoard  seems  to  be  that  the  Hoard  might  abuse  Its  power  to  par 
chase  Government  obligations.  Particularly  where  Government  spending  Is  high. 
the  President  or  the  Secretary  of  the  Treasury  might  exert  enough  pressure 
to  get  the  Hoard  to  force  tbe  Federal  Reserve  banks  to  supply  the  Government 
with  the  funds  it  needs  through  the  purchase  of  Government  obligations. 

Senator  Glass  particularly  argued  that  the  Federal  Reserve  banks  get  their 
funds  largely  from  the  deposits  ot  member  banks :  that  the  Government  bad  no 
money  invested  In  Reserve  banks  and  so  should  not  dictate  how  their  fundi 
should  he  used.  A  subsidiary  argument  is  that  tbe  Board  does  not  have  the 
expert  knowledge  needed  for  open  market  transactions  and  should  bare  lie 
benefit  of  the  views  of  the  Federal  Reserve  bank  presidents. 

Is  that  si  correct  statement? 

Mr.  Mahtix.  I  think  that  argument  substantially  is  just  as  good 
today  as  it  was  then,  Mr.  Brown. 

Mr.  Brows.  And  that  was  due  to  Carter  Glass  in  the  Senate. 

Mr.  Martin.  That  is  right. 

Mr.  Brown.  Thank  you. 

Mr.  Patman.  Mr.  Chairman. 

The  Chairman.  Mr.  Patman. 

Mr.  Patman.  That  contradicts  what  President  Wilson  said  when 
lie  asked  for  the  Federal  Reserve  banks  to  be  set  up,  does  it  not,  Mr. 
Martin? 

Mr.  Mar-iin.  I  don't  offhand  recall  what  President  Wilson  saM 
when  lie  asked  the  banks  to  lie  set  up. 

Mi-.  Patman.  I  would  like  to  quote  from  President  Wilson,  June  S3, 
191.'!,  in  an  address  to  a  joint  session  of  Congress.  He  thought  this 
mutter  important  enough  that  lie  came  up  here  to  appeal  to  tbe  Con- 
gress on  June  23,  1913,  to  enact  the  Federal  Reserve  bill.  The  Presi- 
dent said,  in  part,  in  that  address : 

The  control  of  (he  system  of  blinking  and  of  issue  which  our  new  laws  are  to  set 
Up  must  be  public,  not  private,  and  he  vested  in  the  Government  itself,  so  that  the 
bunks  may  be  instruments,  not  Hie  masters  of  business  and  of  Individual  enter- 
prise and  initiative. 

Then  there  is  a  report  of  the  House  committee  that  handled  the  bill 
I  tli ink  Senator  Glass  wrote  the  report: 

The  function  of  the  Federal  Reserve  Roard  is  siijiervlslng  the  banking  systea 
as  a  Government  function  in  which  private  persons  or  private  interests  bare  a» 
right  of  representation  except  through  the  Government  itself.  The  precedent 
all  civilized  governments  Is  against  such  a  contention. 

Aw  I  remember  it,  Senator  Glass  in  his  book,  Adventures  in  Con- 
struct ive  Finance,  told  about  a  visit  to  the  President  with  the  banker* 
from  Xcw  York  who  were  in  Washington  in  opposition  to  the  provi- 
sion in  the  House  hill  at  the  time  which  denied  banker  representation 
on  the  Board,  and  Mr.  Glass  went  to  the  White  House  with  the* 
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bankers  to  see  President  Wilson,  and  Senator  Glass  said  he  himself 
favored  banker  representation  on  the  Board.  But  after  their  propo- 
sition was  stated,  Mr.  Wilson  asked : 

Will  one  of  yon  gentlemen  tell  me  In  what  civilized  country  of  the  earth  there 
are  Important  government  boards  of  control  on  which  private  Interests  are 
represented? 

No  one  spoke  up.  And  then  President  Wilson  said,  as  Senator 
Glass  recalled  it: 


They  all  remained  silent,  and  Senator  Glass  said  they  left  whipped, 
all  with  the  definite  understanding  that  there  would  be  no  banker  rep- 
resentation on  the  Board  or  where  policymaking  decisions  were  to  be 
made.  And  the  bill  as  passed,  of  course,  did  not  have  banker 
representation. 

Is  that  your  understanding  of  it,  Mr.  Martin ! 

Mr.  Marttn.  Well,  Mr.  Patman,  I  don't  like  to  put  in  some  personal 
references,  but  I  talked  to  Senator  Glass  at  great  length  about  this 
problem.  We  have  in  the  System  an  ingenious  blending  of  public 
and  private  interest  which  I  think  is  one  of  the  achievements  of  Amer- 
ican political  science. 

Mr.  Patman.  Well,  now 

The  Chairman-.  Let  the  witness  finish  his  answer. 

Mr.  Martin.  The  statute  provides  for  an  Advisory  Council  made 
up  of  bankers,  but  which  has  nothing  but  advisory  functions  as  far  as 
the  System  is  concerned,  but  which  I  think  has  been  very  valuable, 
certainly  in  the  last  5  or  6  years  during  the  time  I  have  been  on  the 
Board.  It  has  been  valuable  to  know  their  viewpoints  although  they 
have  no  control  whatever  over  us,  they  have  no  authority  at  all,  but 
it  is  a  statutory  body. 

Now  the  Board  is  government.  There  can  be  no  question  of  that. 
When  we  talk  about  the  Board  and  the  banks — you  are  talking  about 
different  operations.  The  Federal  Reserve  banks  are  quasi-govern- 
ment,  and  the  banks  have  their  own  boards  of  directors;  they  are  set 
up  as  corporations.  The  blending  of  the  public  and  private  interests 
in  the  class  C  directors,  which  the  Board  of  Governors  appoints  in 
each  of  the  banks.  The  banks  through  their  stock  ownership,  which 
you  have  rightly  pointed  out  a  number  of  times,  is  not  proprietorship, 
is  not  ownership,  Dut  neverthless  is  an  effective  device  for  having  par- 
ticipation in  a  democratic  system,  provides  for  the  banks  electing 
by  virtue  of  their  stock  ownership — the  stock  not  being  proprietor- 
snip — for  electing  class  A  and  class  B  directors,  and  the  managements 
of  each  of  those  banks  reside,  so  far  as  the  day-to-day  operations  and 
the  housekeeping  activities  are  concerned^  always  subject  to  the  central 
Board  in  Washington,  reside  in  those  individual  banks. 

Now  that  is,  I  think,  an  effective  decentralized  system,  and  I  believe 
it  to  be  completely  in  accord  with  President  Wilson's  understanding 
of  what  he  was  driving  at,  and  I  believe  President  Wilson  was  instru- 
mental in  providing  no  specific  banker  representation  on  Mib  Board, 
but  in  terms  of  a  System  consisting  of  a  Board  of  Governors,  an  Ad- 
visory Council,  12  banks  with  their  individual  directorates — now  we 
have  24  branches  in  addition — we  have  sufficient  coordinated  control 
in  Washington  to  make  effective  control  lie  in  the  hands  of  the  Gov- 
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eminent  but  at  the  same  time  to  get  the  benefit  of  the  best  that  then  a 
in  private  thinking  and  private  mi2i2tzn«nt  without  letting  private 
interests  be  in  control:  and  the  design  of  the  System  in  essence,  is  la 
have  n  judicial  framework  in  the  Board  of  Governors  that  will  bets 
free  as  possible,  subject  to  tie  will  of  :he  Congress,  with  the  political 
pressures  on  one  hand  and  the  private  pressures  on  the  other,  and  it  ■ 
equal. 

That  is  exactly,  I  believe,  in  iir.e  with  President  Wilson's  concept 
I  did  not  have  the  pleasure  of  either  meeting  President  Wilson  or 
discussing  it  with  him.  but  I  did  have  the  pleasure  of  talking  to 
Senator  (.{lass  on  a  number  of  occasions:  in  fact  I  did  a  little  work 
for  him  at  one  time — I  was  a  graduate  student  and  had  an  opportunity 
to  get  to  know  him  through  my  father,  who  knew  him  quite  welL 

Mr.  Patmax.  Mr.  Martin,  have  you  finished  your  answer  i 

Mr.  Marti  x.  Yes. 

Mr.  Patmax.  The  statement  you  have  made  would  apply  to  the 
original  Federal  Reserve  A-il.  when  yon  had  12  autonomous  banks. 
There  is  no  doubt  about  what  you  have  said.    It  is  exactly  correct 

But,  my  contention  is — and  tie  records.  I  believe,  bear  out  what  I 
state — that  the  banking  system  was  completely  changed  in  1935,  and 
since  that  time  we  havo  Lid  j.  central  banking  system,  with  the  mail 
function  of  the  system  being  carried  on  by  the  Open  Market 
Committee. 

The  12  banks  are  nothing  more  than  branches.  They  have  no  power. 
They  are  eserci.'-irg  no  substantial  authority.  Thev  are  exercising  no 
discretion  of  ar.y  importance.  This  has  been  the  situation  since  1935. 
And  I  can  ■iuppor.  waat  I  say  about  this. 

Senator  (j-.n—.  wi=  for  this  banker  representation,  and  in  1935  he 
•iiuveed-'i  ;:.  t?--:.ux  hanker  representation  through  for  the  Open 
Market  lV.iK.i:w.  That  was  coutrarv  to  the  views  of  President 
Wil$"ii.  but  iv-.t.-17'ir  OIitS  was  a  very  frank,  forthright,  courageous 
man.  and  a  vmy  lijif  nun.  and  he  made  a  great  contribution  to  the 
welfare  of  r!,:.i  --.-oiiiitry  when  he  did  the  major  part  of  the  work  in 
ran -in  U  the  •sn.-iTmfcnt  of  the  Federal  Reserve  Act.  However,  he 
frankly  said  he  wanted  bankers  on  the  Board,  but  as  long  as  Mr. 
Wilson  was  President  no  bankers  got  on  the  Board  where  they  could 
determine  policy,  interest  rates,  and  the  supply  of  money. 

In  1M5.  t\,i-  law  w»>  changed.  Wln.-n  tlie'bill  passed  the  House,  I 
think  ii  will  \th  found  tiiat  it  did  not  provide  for  any  banker  repre- 
sent at  ion  on  flu-  Hoard  or  on  the  Open  Market  Committee — uw  recol- 
Ici-tvin  is  riiiir  the  Board  was  the  Open  Market  Committee.  'When it 
w-ii-i  considered  by  the  Senate,  they  put  the  bankers  on.  and  then  in 
r-oiiffi'i-iif-K  the  provision  for  banker  representation  remained  in  the 
bill. 

Now  then,  tinder  the  law  that  you  are  speaking  about,  the  1913  act, 
tin*  individual  Federal  Reserve  banks  had  some  power,  but  now  they 
exeni-e  no  power,  and  I  r-an  give  you  figures  to  show  that  they  do  not 
exercise  any  power. 

The  Chairman-.  What  i-  your  question  to  the  witness? 

Mr.  I'atma.v.  Mr.  Chairman,  you  insisted  on  his  having  time  to 
iin-wer  it.  bin  I  am  not  takiji-r  nearly  as  much  time  answering  him  as 
Ii"  did  in  answering  me.  I  feel  it  is  in  the  interests  of  this  bill  to  get 
id!  Mie  fuels  in  (lie  word.  I  assure  you  that  all  this  discussion  is 
*    ilerial,  it  is  pertinent,  it  is  germane. 
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They  are  asking  us  to  take  the  limit  off  expenditures  for  building 
branch  hanks,  so  that  they  may  build  them  where  they  want,  and 
spend  Government  money  for  their  construction.  I  can  show  you 
where  it  is  a  needless  expense.  And  I  can  show  you,  Mr.  Chairman, 
that  whatever  bank  premises  we  have  are  not  being  used — that  neither 
the  12  banks  nor  the  24  branch  banks  we  have  are  being  used  for 
Government  service.  They  are  being  used  for  commercial  purposes, 
for  clearing  checks. 

The  Chairman.  I  suggest  you  show  that  to  the  Congress,  not  me. 

Mr.  Patman.  I  would  like  to  convince  you. 

The  Chairman.  That  wouldn't  be  the  proper  way  to  conduct  a 
hearing.  It  is  through  questions  and  answers,  and  it  seems  to  me  that 
there  ought  to  be  some  questions  propounded  to  the  witness. 

Mr.  Patman.  I  will  ask  a  question  now  and  then. 

The  Chairman.  Now  we  have  your  opinion. 

Mr.  Patman.  Well,  we  got  Mr.  Martin's  opinion. 

The  Chairman.  Now  let's  get  Mr.  Martin's  opinion  on  something 
else. 

Mr.  Molter.  Will  you  yield  ? 

Mr.  Patman.  I  yield. 

Mr.  Multer.  I  haven't  any  doubt,  Mr.  Patman,  that  there  are  in- 
cluded in  your  statement  a  great  many  facts,  but  I  think  we  ought  to 
ask  Mr.  Martin  which  of  those  facts  he  agrees  with. 

The  Chairman.  I  think  we  should  conduct  this  inquiry  as  it  would 
be  conducted  in  court.  I  guess  we  will  never  attain  that.  It  is  just  a 
hope  of  mine.  But  I  think  we  should  ask  the  witnesses  questions  and 
get  their  opinions.    In  other  words,  this  is  not  a  joint  debate. 

Mr.  Patman.  Well,  that  is  my  idea  of  a  meeting.  It  is  more  or  less 
a  joint  debate,  because  people  nave  differences  of  opinion,  and  each 
one  expresses  his  opinion.  Unless  you  do  that,  you  cannot  get  the 
facts  out. 

The  Chairman.  I  just  made  a  suggestion  to  you,  Mr.  Patman. 

Mr.  Patman.  And  I  assure  you,  Mr.  Chairman,  that  Mr.  Martin  is 
very  cooperative  in  answering  questions. 

I  am  going  to  submit  some  questions  to  Mr.  Martin  in  writing.  In 
fact,  since  you  brought  it  up,  I  think  we  ought  to  have  other  members 
of  the  Board  here.  Mr.  Martin's  judgment  is  his  own.  Since  we  are 
dealing  with  fundamental  policy,  I  am  wondering  if  all  members  of 
the  Board  agree  a  hundred  percent  with  what  he  says.  If  they  do, 
somebody  is  doing  somebody  else's  thinking. 

The  Chairman.  Mr.  Martin  is  speaking  for  the  Board. 

Mr.  Patman.  I  think  we  ought  to  have  each  member  of  the  Board 
here  separately,  and  I  think  we  would  get  some  differences  of  opin- 
ion from  some  of  them.  They  are  human  beings;  human  beings 
differ  in  their  feelings  and  convictions. 

I  think  we  ought  to  have  them,  but  I  will  not  pursue  that. 

Mr.  Martin.  I  would  be  glad  to  have  you  call  each  and  every 
member  of  the  Board  of  Governors  here,  and  I  am  sure  they  would  be 
glad  to  come. 

Mr.  Patman.  That  is  a  good  suggestion,  Mr.  Martin.  I  am  glad 
you  suggested  it  and  I  think  we  should  pursue  it. 

Mr.  martin.  I  just  wanted  it  on  the  record. 

Mr.  Patman.  You  are  always  very  cooperative. 
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The  Chairman.  Mr.  Martin,  you  are  speaking  the  sentiments  ot 
the  Board,  aren't  you?  The  Board  knows  something  of  your  testi- 
mony, doesn't  it? 

Mr.  Martin.  They  don't  know  the  questions  I  am  going  to  be  asked, 
hut  I  think  I  am  speaking  for  the  Board  as  a  whole  on  most  of  then 
things.  I  can't  talk  about  every  shade  or  degree  of  difference  thit 
there  may  be  on  each  of  these  points. 

The  Chairman.  It  would  be  easier  to  ask  the  members  of  the  Board 
if  they  protest,  to  let  us  know,  and  if  they  don't,  we  will  assume  yoor 
statement  is  made  for  all  the  members  of  the  Board. 

Mr.  Martin.  I  would  be  very  glad  to  have  you  do  that,  Mr.  Chair 
man. 

The  Chaihman.  Go  ahead,  Mr.  Fatman. 

Mr.  Patman.  For  instance,  Mr.  Martin,  the  banks  in  their  statement 
tell  the  whole  story.  Last  year,  the  total  current  earnings  were  $594 
million. 

The  banks  received  these  earnings  for  these  purposes;  I  am  giving 
round  figures. 

Discounts  and  advances,  about  $23  million. 

Industrial  loans,  $36,000. 

Commitments  to  make  industrial  loans,  $15,000. 

Acceptances,  $537,000. 

From  United  States  Government  securities,  $572  million. 

All  other,  $238,000. 

In  other  words,  the  bank  earnings  are  almost  wholly — that  is,  9T 
percent,  from  interest  they  collect  on  Government  securities. 

Now  the  point  I  am  making  about  these  12  banks  and  24  branches, 
performing  no  substantial  function,  is  borne  out  by  this  statement 
right  here.  The  earnings  are  from  Government  bonds ;  they  donl 
even  touch  the  bonds,  do  they?  The  12  Federal  Reserve  banks  don't 
touch  those  bonds,  do  they  ? 

Mr.  Martin.  Physically,  I  don't  believe  they  do. 

Mr.  Patman.  Those  bonds  are  in  New  York,  arent  they  ? 

Mr.  Martin.  They  are  mostly  in  New  York. 

Mr.  Patman.  In  the  Open  Market  Committee.  In  other  words, 
when  the  Dallas,  Tex.,  bank  got  $22,699,658  of  earnings  on  United 
States  Government  securities  last  year,  they  did  not  render  any  service 
of  any  kind  in  Dallas  or  in  that  region  to  earn  that  money ;  did  they! 

Mr.  Martin.  They  contributed,  as  any  other  arm  of  the  System  did, 
to  the  judgment  that  was  involved  in  that.  Now  the  bulk  of  our  earn- 
ings come  from  Government  securities. 

Mr.  Patman.  Well,  that  is  just  the  point.  They  didn't  touch 
them.  The  operation  was  not  even  conducted  by  a  man  connected 
with  the  Dallas  system  or  bank.  It  was  conducted  by  a  person  ap- 
pointed, not  by  your  Board,  but  appointed  by  the  board  of  directors 
in  the  New  York  Federal  Reserve  banks,  a  majority  of  whom  wen 
selected  by  the  private  hanks,  and  they  selected  the  person  who  raw 
this  open -market  account,  and  the  New  York  bank  pays  him;  the 
Governors  of  (tie  Federal  Reserve  System  do  not  pay  him.  * 

Mr.  Martin.  We  have  control. 

Mr.  Patman.  They  select  him,  and  keep  him  in  New  York  and  keep 
tin'  bonds  there. 

Mr.  Martin.  We  have  control  of  his  salary. 
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Mr.  Patman.  Well,  you  can  veto  any  increase  in  his  salary  j  that  is 
about  all  you  can  do. 

Mr.  Martin.  We  can  refuse  to  approve  his  getting  any  salary. 

Mr,  Patman.  Well  you  wouldn't  think  about  that,  would  you! 
Yon  are  not  serious  about  denying  him  any  salary  ! 

Mr.  Martin.  If  we  thought  he  was  the  wrong  man  for  the  job  we 
wouldn't  hesitate  to. 

Mr.  Patman.  Well,  I  won't  pursue  that  point. 

Mr.  Multer.  Is  that  the  only  control  you  have! 

Mr.  Martin.  Oh,  no,  the  point  that  Mr,  Patman  is  making,  Mr. 
Multer,  is  that  the  Board  of  Governors  now  has  to  approve  the  ap- 
pointment after  he  is  selected,  and  we  don't  have  to  approve  him  at  all. 

Mr.  Multer.  Can  you  remove  him  after  he  has  been  approved,  if 
he  is  not  doing  the  right  thing  ? 

Mr.  Martin.  Yes,  sir ;  we  can.  But  I  wanted  to  point  out  that  Mr. 
Patman  and  I  are  in  agreement  on  one  thing.  I  think  it  would  be 
better  if  the  committee  appointed  the  man,  ana  the  board  of  directors 
of  the  New  York  bank  then  indicated  whether  he  was  persona  non 
grata  to  them. 

Mr.  Patman.  I  give  you  credit  for  that,  Mr.  Martin. 

Mr.  Multer.  How  would  you  acoraplish  that! 

Mr.  Martin.  We  have  been  working  on  that  within  the  System. 

Mr.  Multer.  Can  we  help  you  by  amending  the  law  to  require  it! 

Mr.  Martin.  No,  it  is  not  a  legal  point  per  se.  I  think  it  is  some- 
thing that  we  can  work  out.  If  we  cant  work  it  out  at  some  point,  we 
may  come  to  the  Congress. 

Mr.  Patman.  Mr.  Martin,  the  person  who  runs  the  open-market 
account  deals  with  billions  of  dollars  each  year  in  Government  bonds, 
doesn't  he! 

Mr.  Martin.  He  does. 

Mr.  Patman.  Now  you  have  no  regulations  of  any  kind  which  safe- 
guard the  public  interest  against  leaks  as  to  what  is  going  to  be  done 
by  the  manager  of  that  account,  have  you  ! 

Mr.  Martin.  Well,  we  have  interoffice  rules  and  regulations.  If  we 
found  anyone  leaking  information  on  the  account,  we  would  do  some- 
thing about  it. 

Mr.  Patman.  But  there  is  no  violation  of  the  law.  You  have  not 
even  asked  Congress  to  protect  the  public  interest  by  providing  for 
criminal  penalties  against  anybody  who  leaks  information  which 
might  affect  billions  of  dollars  of  Government  bonds  annually. 

You  haven't  asked  for  any  protection  along  that  line,  have  you! 

Mr.  Martin.  We  haven't  felt  that  we  needed  it. 

Mr.  Patman.  Now  hundreds  of  people  know  about  this  every  day, 
don't  they!  They  call  up  people  all  over  the  Nation  about  the  bona 
market,  and  about  what  should  be  done !  Hundreds  of  people  every 
day  know  what  the  Federal  Reserve  is  going  to  do  today. 

Mr.  Martin.  Oh,  no,  not  in  the  least. 

Mr.  Patman.  I  don't  see  how  it  can  be  kept  from  them. 

Mr.  Martin.  The  instructions  to  the  open-market  account  are  made 
up  every  3  weeks,  as  I  have  indicated,  and  the  number  of  people  who 
know  what  those  instructions  are  is  a  very  limited  number  indeed. 
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Mr.  Patman.  Well,  it  would  embarrass  members  of  Congress  very 
much  to  know,  when  they  get  the  full  facts,  that  the  public  intend 
is  not  safeguarded  in  that  respect  at  all.  It  is  a  dangerous  situa- 
tion, just  like  the  destruction  of  money. 

There  are  no  safeguards  there  because  there  is  no  audit,  and  ill 
because  you  have  no  supervision  by  the  Congress.  You  are  out  from 
under  the  Congress.  Congress  has  permitted  you  to  take  money  that 
you  create  by  Government  bonds,  collect  nearly  $600  million  a  yaw 
interest,  spend  the  money  as  you  want,  but  you  never  gt>  before  a  con- 
gressional committee  to  account  for  these  expenditures,  you  never  htn 
your  books  audited,  you  have  no  supervision,  footloose  and  fancy  free. 

That  is  the  Federal  Reserve  System  now. 

Mr.  Martin.  Now,  Mr.  Patman,  I  want  to  give  testimony  to  your 
diligence,  because  you  alone  have  sent  us  dozens  of  questions  to  wikt 
we  supply  the  answers.    You  have  never  had  a  refusal. 

Mr.  Patman.  That  is  right,  you  are  very  nice  about  it,  Mr.  Martin, 
and  1  appreciate  it.  You  did  one  thing  I  asked  you  to  do,  although 
you  never  announced  it  publicly  to  my  knowledge 

Mr.  Brown-.  I  think  Mr.  Martin  has  a  right  to  answer  one  question 
before  he  asks  another. 

Mr.  Patman.  I  will  put  it  in  question  form  for  him.  I  will  nub 
it  legal. 

The  Chairman.  Ask  him  a  question,  Mr.  Patman. 

Mr.  Patman.  I  will  make  it  legal.  Isn't  it  a  fact  that  you  abol- 
ished the  executive  committee  of  the  Open  Market  Committee  ate 
I  complained  about  it! 

Mr.  Martin.  Xot  after  you  complained  about  it,  Mr.  Patman.  I 
don't  know  when  you.  or  if  you  complained  about  it.    We  abolished  it 

Mr.  Patman.  All  right,  I  will  not  pursue  that. 

Mr.  Martin.  It  has  never  been  hidden. 

Mr.  Milter.  May  we  know  when  it  was  abolished ! 

Mr.  Martin.  I  can  get  you  the  exact  date. 

Mr.  Patman.  I  am  not  trying  to  get  it  exactly,  Mr.  Martin. 

Mi.  Mabtin.  About  4  years  ago. 

Mr.  Patman.  I  pointed  it  up  in  a  critical  way  at  a  hearing  in  which 
you  were  involved,  while  it  was  in  existence,  and  you  defended  it  but 
later  on  you  abolished  it, 

Mr.  Martin.  And  many  times  I  have  stated  that  in  the  hearing! 
which  you  conducted,  we  complied  with  every  request  for  information, 
and  every  suggestion  that  came  out  of  it  that  we  felt  we  could  oomph' 
with. 

Mr.  Patman.  Yes,  sir,  you  have  been  very  cooperative,  Mr.  Martin. 
You  have  always  been.    I  appreciate  that. 

Mr.  Pjrown.  Let  the  witness  answer. 

Mr.  Patman.  I  can  agree  with  him  if  I  want  to. 

The  Chairman.  You  cut  off  his  answer.  Let  bim  complete  ha 
answer. 

Mr.  Patman.  Mr.  Martin  can  take  care  of  himself.  He  does  not 
need  any  help  from  you  gentlemen.  He  can  take  care  of  himself.  I 
have  known  him  as  long  as  you  have,  and  I  have  asked  him  a  lot  of 
questions. 
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Mr.  Brown.  Every  time  you  ask  a  question,  you  answer  it  your- 
self. Let  the  witness  answer. 

Mr.  Patman.  I  appreciate  the  suggestion  and  criticism  of  the  gen- 
tleman, and  I  will  toy  not  to  do  it  anymore. 

The  Chairman.  It  is  just  a  matter  of  common  courtesy.  The  wit- 
ness should  be  allowed  to  answer  a  question. 

Mr.  Patman.  I  appreciate  your  calling  it  to  my  attention,  Mr. 
Chairman. 

In  all  these  banks  most  of  their  earnings  are  from  Government 
bonds,  as  you  have  admitted,  but  the  12  Federal  Reserve  banks  and 
the  24  branches  don't  touch  them  at  all ;  they  are  in  New  York  City 
handled  by  this  one  person  whom  I  have  talked  about.  The  money 
involved  in  these  transactions  is  sent  to  the  banks,  or  is  credited  to 
their  accounts.  In  addition  to  the  earnings  on  Government  securities, 
the  banks  have  some  other  earnings,  but  they  are  relatively  insignifi- 
cant. 

Now,  where  a  bank  like,  we  will  say,  Minneapolis,  is  making 
loans  on  Government  securities  entirely,  you  wouldn't  consider  that 
a  duty  that  a  clerk  couldn't  perform,  would  you,  Mr.  Martin?  You 
wouldn't  consider  that  a  matter  requiring  such  diligence  and  discre- 
tion that  you  should  have  some  highly  paid  official  doing  it  ?  Couldn't 
a  clerk  perform  a  duty  like  that,  extending  loans  on  United  States 
Government  securities? 

Mr.  Martin.  No,  Mr.  Patman,  that  is  not  the  function  of  the  dis- 
count window.  The  discount  committee  of  each  of  the  Federal  Re- 
serve banks,  taking  Minneapolis  for  example,  has  to  decide  not  what 
the  security  of  the  loan  is  going  to  be,  but  whether  it  is  desirable  to 
make  the  advance  to  the  member  bank. 

These  are  not  automatic  advances.  There  is  no  automatic  right  of 
the  banks  to  get  this  money. 

Mr.  Patman.  I  understand  that. 

Mr.  Martin.  Now  the  Government  securities,  as  collateral,  is  merely 
a  means  of  procedural  operation. 

There  was  a  time  when  this  was  all  commercial  paper.  We  didn't 
originally  contemplate  having  Government  securities  at  all. 

Mr.  Patman,  That  is  back  in  the  time  which  you  were  discussing  a 
while  ago. 

Mr.  Martin.  That  is  back  in  the  early  days  of  the  system. 

Mr.  Patman.  That  is  right.  They  did  it  that  way  and  I  think  it 
was  a  fine  way. 

Mr.  Martin.  And  they  can  still  do  it  that  way.  In  the  case  of  some 
of  the  cotton  areaSj  in  recent  years  we  have  had  cotton  paper,  not 
Government  securities,  as  collateral  for  advances  through  the  discount 
window. 

Mr.  Patman.  But  Mr.  Martin,  isn't  it  a  fact  that  the  earnings  of 
all  the  banks,  the  12  banks  and  the  24  branches— outside  of  their 
interest  on  Government  securities  which  comes  to  them  from  the  New 
York  bank — last  year  amounted  to  about  $20  million  for  all  the  banks. 

That  is  what  your  report  shows  here,  between  $20  million  and  $23 
million,  I  believe. 
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Mr.  Martin.  If  that  is  what  the  report  shows,  that  is  right. 

Mr.  Patman.  Yes,  sir. 

Mr.MoLTEH.  May  we  make  it  part  of  therecord! 

Mr.  Patman.  Yes,  I  would  like  this  report  made  a  part  of  the  r* 
at  this  point.   Not  the  whole  report,  just  that  one  matter. 

The  Chairman.  Bo  you  want  the  whole  report  made  a  part  of  A* 
record? 

Mr.  Patman.  No;  table  No.  6,  Earnings  and  Expenses  of  the  Fed- 
era]  Reserve  Banks  during  1956,  commencing  at  page  80. 

The  Chairman.  That  may  be  done. 

(The  data  referred  to  follows :) 
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Mr.  Patman.  Now  I  have  ascertained  the  amount  of  loans  and  ad- 
vances made  by  the  banks  outside  of  Government  securities.  It 
will  surprise  yon,  Mr.  Martin,  to  know  how  little  business  is  done 
requiring  discretion  in  these  12  banks  and  24  branches,  if  you  say  tbit 
making  loans  on  Government  securities  of  a  hundred,  cents  on  the 
dollar  is  not  requiring  discretion — although  you  state  that  it  does. 

Mr.  Martin.  The  collateral  is  not  what  requires  the  discretion.  It 
is  the  purpose  for  which  the  loan  is  going  to  be  used.  And  particu- 
larly, in  recent  months,  the  decisions  of  the  individual  discount  com- 
mittees of  the  12  Federal  Reserve  banks  have  been  decisions  requiring 
considerable  discretion  and  judgment  and  planning. 

Mr.  Patman.  When  I  get  through  interrogating  you,  you  will  real- 
ize that  they  haven't  worked  overtime,  or  anything  like  that. 

The  banks  earned  $596  million,  principally  on  Government  bonds, 
and  I  have  ascertained  how  much  was  received  from  loans  and  ad- 
vances where  the  loans  and  advances  were  not  based  upon  collateral 
in  the  form  of  United  States  Government  securities.  I  found  that  for 
the  year  1956  seven  Federal  Reserve  banks  didn't  make  any  such  loam 
at  all;  the  Philadelphia  bank  made  loans  of  that  type  in  the  amount  of 
$11,880;  and  the  Atlanta  bank,  $302. 

Now,  there  are  big  organizations,  with  big  buildings  and  branches 
everywhere,  yet  this  is  all  the  business  that  they  were  doing  on  loana 
and  advances  not  secured  by  United  States  Government  securities, 
which  I  say  was  the  only  business  that  required  discretion. 

Chicago,  $28. 

Minneapolis,  $1,065. 

Dallas,  $1,307. 

Now,  that  is  the  business  that  was  done  outside  of  loans  and  ad- 
vances on  Government  securities. 

Now  I  am  coming  to  the  question.  Isn't  it  a  fact,  Mr.  Martin,  that 
98  percent  or  99  percent  of  the  business  which  is  transacted  in  these 
12  Federal  Reserve  banks  and  24  branches,  is  business  in  the  interest 
of  and  for  the  commercial  banks  in  clearing  checks  principally  J 

Mr.  Martin.  Well,  I  think  that  clearing  checks  is  one  of  the  prin- 
cipal functions  of  the  System. 

Mr.  Patman.  Of  the  System. 

Mr.  Martin.  Yes,  sir.  We  hold  the  deposits,  the  reserves  of  the 
member  banks,  we  clear  checks  for  them. 

Mr.  Patman.  I  am  not  saying  it  is  not  a  good  purpose. 

Mr.  Mahtin.  We  handle  the  money,  and  before  leaving  thin  dis- 
cussion, again,  you  have  agreed  with  me  a  number  of  times  in  our  hear- 
ings that  we  ought  not  to  have  this  discount  window  just  automatic, 
without  any  control  of  any  sort. 

Mr.  Patman.  That  is  right. 

Mr.  Martin.  Well,  the  fact  that  these  loans  and  advances  are  bb- 
cured  by  Government  collateral — they  don't  always  have  to  be  secured 
by  Government  collateral — but  the  fact  that  they  are  under  present 
circumstances,  has  nothing  to  do  with  the  amount  of  time  and  energy 
that  the  discount  committees  of  the  individual  banks  take  in  deter- 
mining whether  the  advance  should  be  made. 

Mr.  Patman.  Well,  that  is  true,  Mr.  Martin. 

Mr.  Multer.  Clarify  one  thing  at  this  point,  please.  I  think  yon 
gentlemen  understand  it,  but  the  record  doesn't  show  it; 
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All  of  these  transactions  that  you  and  Mr.  Patman  have  been 
talking  about  are  between  the  Federal  Reserve  banks  and  member 
banks. 

Mr.  Martin.  Yes. 

Mr.  Multer.  Not  between  Federal  Reserve  banks  and  private  in- 
dustry. 

Mr.  Martin.  That  is  right. 

Mr.  Mttlteb.  Bank-to-bank  transactions. 

Mr.  Martin.  That  is  right,  for  the  use  of  the  banks  as  reserves. 

Mr.  Patman.  Mr.  Martin,  according  to  your  report,  isn't  it  a  fact 
that  last  year  only  8V2  percent  of  all  the  banks  in  the  Dallas  Federal 
Reserve  district  asked  for  or  received  any  accommodation  of  any  kind 
whatsoever;  that  is,  any  loan  discount,  or  advance? 

Mr.  Martin.  I  don't  know  what  the  percentages  are. 

Mr.  Patman.  Well,  that  figures  out  from  the  information  that  you 
have  supplied. 

So  that  leads  me  to  this  point :  wouldn't  it  be  a  good  thing  for  the 
Government,  and  in  the  public  interest,  Mr.  Martin,  since  the  public, 
the  taxpayer,  is  oat  about  $125  million  a  year,  to  clear  checks  for 
commercial  banks— to  which  I  am  not  objecting,  I  am  willing  for  it 
to  be  done,  although  it  is  a  subsidy — I  am  willing  for  it  to  be  done,  and 
it  is  in  the  public  interest,  I  believe,  but  why  should  we  do  it  for  a  few 
banks?  Why  shouldn't  we  pay  back  that  $330  million  worth  of 
stock,  which  is  called  stock,  and  which  you  have  already  said  is  not 
stock,  because  there  is  no  proprietary  interest — pay  that  back,  and 
then  let  all  banks  that  are  insured  by  the  FDIC  have  the  benefit  and 
the  privileges  and  the  opportunities  of  using  the  Federal  Reserve 
banks  and  their  branches  f 

Don't  you  think  there  is  something  to  that,  Mr.  Martin,  that  you 
could  agree  to? 

Mr.  Martin.  No;  I  don't  think  so,  Mr.  Patman.  I  think  it  is  de- 
sirable to  have  a  business  system,  and  to  have  the  ordinary  checks  of 
business  methods  and  procedures.  I  dont  think  you  can  just  operate 
in  a  vacuum. 

Mr.  Patman.  Mr.  Chairman,  I  have  used  about  30  minutes,  and  I 
would  prefer  to  yield  because  I  don't  want  to  take  all  the  time.     But 
.  I  am  not  through,  Mr.  Chairman. 

The  Chairman.  You  have  been  recognized.  In  the  House  when 
you  yield,  you  yield  time  that  is  yours.    You  are  recognized. 

Mr.  Patman.  I  will  keep  on  then,  but  I  would  like  to  yield  to 
somebody  else  and  have  you  come  back  to  me  later,  if  you  will,  be- 
cause I  don't  want  to  take  too  much  time. 

Mr.  Brown.  Let  the  witness  answer  the  last  question,  Mr.  Pat- 
man. 

Mr.  Patman.  I  thought  he  had. 

Are  you  satisfied  with  your  answer,  Mr.  Martin ! 

Mr.  Martin.  I  think  I  lost  the  last  part,  Mr.  Patman. 

Mr.  Brown.  You  have  answered  so  many  parts  of  the  questions 
yourself  that  I  can't  tell. 

Mr.  Martin.  Mr.  Leonard  said  he  sent  you  these  figures  which  you 
have,  and  the  8%  percent  you  are  talking  about  applies  only  to  the 
Dallas  bank. 
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Mr.  Martin.  We  are  available  at  all  timeB,  and  that  is  why  we  have 
in  our  title,  "Reserve." 

Mr.  Brown.  Don't  you  treat  all  banks  alike  1 

Mr.  Martin.  We  do,  indeed. 

Mr.  Patman.  All  member  banks.  Some  of  them  you  won't  deal 
with  at  all.  You  won't  even  let  them  in  the  door,  because  they  are  not 
members.     You  don't  accommodate  the  nonmember  banks,  do  you  ? 

Mr.  Martin.  They  can  all  become  members. 

Mr.  Pathan.  Well,  in  effect  they  get  the  benefit  of  the  checking 
privilege  through  correspondents,  don't  they  ! 

Mr,  Martin.  They  do,  indeed. 

Mr.  Multek.  Do  they  pay  for  that  privilege? 

Mr.  Martin.  No,  they  don't. 

Mr.  Betts,  Would  you  yield) 

Mr.  Patman.  I  yield. 

Mr.  Beits.  Just  one  question  along  that  line. 

What  are  the  eligibility  qualifications  of  a  bank  to  belong  to  the 
Federal  Reserve  System  ! 

Mr.  Martin.  Mr.  Hexter  will  give  you  the  exact  requirements. 

Mr.  Hexter.  Mr.  Belts,  the  provisions  for  membership  in  the  Fed- 
eral Reserve  System  on  the  part  of  State  banks  are  rather  extensive. 

Mr.  Martin.  All  national  Danks  automatically  become  members. 

Mr.  Hexter.  State  banks  can  become  members  by  complying  with 
the  requirements  of  section  9  of  the  Federal  Reserve  Act. 

The  opening  sentence  of  that  begins : 

Any  bank  Incorporated  by  any  special  law  of  any  State,  or  organized  nnder  the 
general  laws  of  any  State,  or  of  the  United  States,  desiring  to  become  a  member 
of  the  Federal  Reserve  System  may  make  application  to  the  Board  of  Governors. 

And  if  the  Board  of  Governors  finds  that  the  applicant  bank  com- 
plies with  the  requirements  of  law,  and  is  eligible,  it  will  become  a 
member. 

Any  bank  is  eligible. 

Mr.  Betts.  It  is  a  matter  of  application  and  not  solicitation. 

Mr.  Martin.  We  don't  solicit.  We  do  have  our  men  out  occasion- 
ally. They  said  good  things  about  the  System.  We  wouldn't  want 
them  working  for  us  if  they  didn't. 

Mr.  Betts.  I  think  the  member  banks  yesterday,  or  they  were 
referred  to  as  the  "chosen  few."  That  isn't  true,  is  it ! 

Mr.  Martin.  Not  in  the  slightest. 

The  Chairman.  What  proportion  of  all  the  banks  are  national 
banks  and  therefore  member  banks  ? 

Mr.  Martin.  About  half  of  the  banks. 

The  Chairman.  Almost  all  of  the  large  banks  are  either  national 
banks  or  member  banks  ! 

Mr.  Martin.  Eighty-five  percent  of  the  deposits,  practically. 

Mr.  Patman.  Isn't  your  estimate  of  half  a  little  high!  Don't 
about  40  percent  of  the  banks  belong  to  the  Federal  Reserve  System  I 

The  Chairman.  Will  you  let  me  ask  a  question  ? 

Mr.  Patman.  Certainly. 

The  Chairman.  What  qualifications  are  required  of  a  bank  to  be- 
come a  member  of  the  Federal  Reserve  System! 

Mr.  Martin.  If  they  have  passed  their  State  qualifications  and  are- 
willing  to  subscribe  to  the  capital  of  the  Reserve  bank,  they  are  eligible 
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and  admitted  almost  automatically.  We  review  them,  and  they  bin 
to  agree  to  our  examining  them,  and  they  have  to  agree  to  become  i 
part  of  the  System,  and  then  they  are  eligible  for  the  services  tint 
anyone  else  is  eligible  for. 

The  Chairman.  Very  few  banks  would  not  be  eligible  if  they  de- 
sired to  become  members  1 

'Sir.  Martin.  Practically  none.  In  some  instances,  State  banks  find 
it  costly  to  become  members  because  the  Reserve  requirements  are  i 
little  more  stringent  with  us  than  the  State  requirements. 

Mr.  Hester  will  comment  on  that  in  detail. 

Mr.  Hester.  Mr.  Chairman,  formerly  there  were  specific  reqnin- 
ments  of  law  specifying  the  amount  of  capital  that  a  bank  had  to 
possess  in  order  to  become  a  member  of  the  Federal  Reserve  System. 

In  recent  years  that  provision  of  law,  in  section  9  of  the  Federt! 
Reserve  Act,  was  changed  so  that  at  the  present  time  a  bank  may  bi 
admitted  to  membership  if,  in  the  judgment  of  the  Board  of  Governor! 
of  the  Federal  Reserve  System,  its  capital  structure  is  adequate  in 
relation  to  the  nature  of  its  business  and  the  amount  of  its  responsibili- 
ties, deposits,  and  so  on. 

Mr.  Multek.  Isn't  there  one  additional  requirement  as  to  capital, 
that  it  must  have  the  same  capital  as  required  of  a  national  bank  in 
that  community  ! 

Mr.  Hester  (reading) : 

Provided,  That  no  bank  engaged  In  the  business  or  receiving  deposits  *  •  * 
which  does  not  possess  capital  stock  and  surplus  In  an  amount  equal  to  tint 
which  would  be  required  for  the  establishment  of  a  national  banking*  mum  titfcti 
in  the  place  in  which  it  Is  located,  shall  be  admitted  to  membership  niitemlth 
or  bas  been,  approved  for  deposit  Insurance  under  tbe  Federal  Deposit  ~ 


So  that  if  it  has  been  approved  for  insurance,  the  requirement  dot 
the  amount  of  capital  shall  equal  that  required  for  a  national  bank 
in  the  same  situation  is  not  applicable. 

Mr.  Mtjlter.  As  a  matter  of  practice,  the  Federal  Deposit  Insur- 
ance Corporation  will  not  insure  that  bank  unless  it  brings  its  capital 
and  surplus  up  to  the  requirements  of  a  national  bank  in  the  sum 
community,  isn't  that  so? 

Mr.  Hester.  I  believe  that  in  very  few  cases,  if  any,  has  the  capital 
been  less  than  that.  Because  ordinarily  the  minimum  statutory  re- 
quirements for  national  banks'  capital  are  lower  than  the  reqnirfr 
ments  actually  imposed  by  the  Comptroller  of  the  Currency  in  chute- 
in;:  national  banks.  The  statutory  miniinums  are  rather  low  in  thai 
cases.    So  the  question  does  not  arise. 

Mr.  Pat-man.  Mr.  Martin,  you  have  stated  that  your  services  mi 
available  to  the  member  banks  but  that  they  don't  always  use  the* 
and  don't  have  to,  and  so  forth.  Of  course  I  know  that*  is  true,  W 
isn't  the  fact  that  the  banks  can  now  borrow  on  Federal  funds  at  lo«r 
rates  from  other  banks  than  they  can  get  from  the  Federal  Reserre 
biink  of  their  district? 

Mr.  M.urnN.  That  may  he  true  in  some  ease-*. 

Mr.  Patman.  Well,  I  will  cite  you  yesterday's  paper.  I  have  befoA 
me  here  the  Xew  York  Times  of  Wednesday,  July  31,  1957,  umkr 
the  heading  "Money." 

Tuesday,  July  SO,  1957.    Federal  funds.    Open,  high,  low,  dual,  SJJ18. 
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In  other  words,  they  can  borrow  funds  from  other  banks  cheaper 
than  they  can  borrow  them  from  the  Federal  Reserve. 

That  is  correct,  is  it  riot  i 

Mr.  Martin.  That  is  just  1  day. 

Mr.  Patman.  Well,  that  is  the  only  day  I  have  looked  up. 

Mr.  Martin.  We  are  there  all  the  tune. 

Mr.  Patman.  That  is  the  only  day  I  looked  up,  but  I  found  that 
on  that  day  you  could  do  it. 

Mr.  Martin.  You  found  one  of  the  exceptional  days,  but  I  must  say 
that  that  is  a  residual  amount,  which  comes  from  time  to  time. 

Mr.  Patman.  This  is  what  you  call  high-powered  dollars,  isn't  it? 

Mr.  Martin.  Oh,  no. 

You  are  talking  about  Federal  funds  ? 

Mr.  Patman.  Federal  funds.  Aren't  these  high-powered  dollars? 
Aren't  these  the  reserves  which  they  have  in  the  Reserve  banks,  that 
they  are  lending  to  another  bank  ? 

Mr.  Martin.  Yes,  sir,  they  go  around  in  that  way. 

Mr.  Patman.  Well,  that  is  nigh-powered  money,  isn't  it  ? 

Mr.  Mabtin.  Yes,  sir,  Federal  funds  in  that  sense. 

Mr.  Patman.  In  other  words,  they  can  expand  credit  at  a  maximum 
of  6  to  1  on  that. 

Mr.  Martin.  That  is  right,  but 

Mr.  Patman.  They  can  borrow  on  it  from  themselves  at  2.518  per- 
cent and  lend  6  times  that  much  on  it. 

Mr.  Martin,  No,  no,  one  bank  gives  another  bank  the  right  to  use 
what  it  could  have  used  otherwise.     That  is  all  that  is  involved  there. 

Mr.  Patman,  That  is  right. 

The  services  performed  by  the  Federal  Reserve  banks,  as  originally 
proposed,  under  the  1913  act,  which  you  mentioned  a  while  ago  when 
they  had  no  Open  Market  Committee — and  each  hank  finally  Duilt  up 
its  own  system  of  exchanging  Federal  Reserve  notes  for  securities 
itself,  up  until  1933,  isn't  that  correct,  Mr.  Martin  ? 

Mr.  Martin.  The  Open  Market  Committee  grew  like  Topsy. 

Mr.  Patman.  Well,  they  didn't  have  any  Open  Market  Committee 
until  1933,  except  an  informal  one, 

Mr.  Martin.  That  is  right.  It  was  put  into  the  Banking  Act  at 
that  time. 

Mr.  Patman.  By  agreement,  in  1933,  and  then  changed  by  law  in 
1935. 

Mr.  Martin.  That  is  right. 

Mr.  Patman.  All  right. 

Therefore,  the  1913  act  did  not  have  any  Open  Market  Committee 
in  it,  and  that  wasn't  established  until  1933. 

Or  course,  one  of  the  most  tremendous  powers  that  any  12  men  on 
earth  ever  had  is  vested  in  the  Open  Market  Committee.  The  power 
and  the  weight  and  the  prestige,  and  the  wealth  of  the  entire  United 
States  Government  are  behind  those  men.  The  power  is  delegated  to 
those  men  by  this  Congress,  which  is  more  power  than  the  Congress, 
itself,  is  retaining.    But  you  didn't  have  that  power  in  the  original  act. 

Another  power  important  in  the  original  act  was  the  discount  rate. 
Now,  that,  rate  was  fixed  by  the  local  Federal  Reserve  bank,  under  the 
original  act,  was  it  not ! 

Mr.  Martin.  That  is  right. 
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*  Mr.  Multer.  And  half  of  that  is  still  outstanding. 
Mr.  Martin.  That  is  right,  and  could  be  called. 

to  Mr.  Multer.  And  the  dividend  is  payable  on  what,  the  total 
jHwnount  of  subscription  or  only  on  the  part  that  is  paid  in? 

Mr.  Martin.  Only  on  the  part  actually  in  existence. 
*     Mr.  Multer.  And  if  the  State  member  bank  is  under  the  restric- 
tions of  State  laws  against  subscribing  to  or  owning  such  stock,  in- 
-  Vtead  of  buying  that  stock  or  subscribing  for  it,  it  deposits  with  you 
L"*hf>  equivalent  amount  of  what  it  would  be,  required  to  subscribe  for 

mx  stock,  and  instead  of  getting  a  dividend  on  stock,  it  gets  interest 

on  its  deposits,  is  that  right  ? 

'.    Mr.  Martin.  I  don't  know  the  State  laws. 

*  Mr.  Multer.  No,  this  is  the  Federal  Reserve  Act  I  am  talking 
'  about.    There  are  some  States  that  say  that  a  State  bank  cannot  buy 

*  stock  in  another  bank,  even  in  the  Federal  Reserve  bank.  In  those 
'  instances  the  law  permits  you  to,  and  you  have,  I  believe — and  cor- 
"  rect  me  if  I  am  wrong — you  have  actually  taken  deposits  in  lieu  of 

stock  subscription  and  paid  interest  instead  of  dividends. 

Mr.  Martin.  I  don't  know.  I  would  have  to  look  it  up.  Bat  it  has 
"  been  worked  out  in  every  instance  so  that  they  can  participate. 

Mr.  Multer.  Yes,  sir,  so  they  either  get  a  dividend  or  they  get 
interest. 

Mr.  Martin.  Right. 

Mr.  Multer.  And  in  every  instance  it  is  the  same.  If  the  bank 
wants  to  get  out,  or  the  Federal  Reserve  Board  puts  the  bank  out, 
the  stock,  if  it  is  stock,  is  canceled,  and  the  money  paid  back  or  the 
deposit  is  returned. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  And  the  membership  ends. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  Now,  as  to  the  voting  of  the  stock,  the  member  who 
-  has  no  stock  but  has  a  deposit  in  lieu  of  stock,  has  the  same  voting 
rights  as  a  member  who  owns  stock,  isn't  that  so?  The  statute  re- 
quires it.    I  assume  you  follow  the  statute  ? 

Mr.  Martin.  I  don't  know  how  we  worked  out  the  technicality  of 
it,  but  it  amounts  to  the  same  thing. 

Mr.  Multer.  Yes,  sir,  so  that  the  member  bank,  whether  it  has  a 
deposit  or  stock,  has  the  same  voting  right,  so  they  all  have  the  same 
voting  right  ? 

Mr.  Martin.  Yes,  sir- 
Mr.  Multer.  Now,  the  voting  right,  however,  is  not  dependent 
upon  the  amount  of  deposit  or  stock,  so  that  the  bank  that  owns  a 
million  dollars  worth  of  stock  has  no  more  vote  in  electing  members 
of  the  Board  of  that  particular  Federal  Reserve  bank  than  a  member 
that  has  $100,000  worth  of  stock.    Am  I  right  on  that  ? 

Mr.  Martin.  Well,  your  A  and  B  directors,  you  see,  are  divided 
into  1  representative  of  the  large  banks,  1  of  the  medium-sized  banks, 
and  1  of  the  small  banks. 

Mr.  Multer.  The  point  I  am  making  is  each  bank  has  only  one  vote 
in  any  category. 

Mr.  Martin.  In  that  category,  that  is  right. 

Mr.  Multer.  All  the  banks  in  class  A  have  only  one  vote  for  class  A 
directors,  and  so  forth. 

Mr.  Martin.  That  is  right. 
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Mr.  Multer.  And  all  the  banks  in  class  C  have  only  one  vote. 

Mr.  Martin.  Class  C  directors  we  appoint. 

Mr.  Multer.  You  are  right.    I  am  wrong.    That  is  correct. 

So  that  as  to  class  A  and  class  B  directors,  that  would  applj, 
whereas,  if  this  were  a  private  bank  or  corporation,  for  every  slim 
of  stock  I  owned,  I  would  have  a  vote,  so  that  I  could  attain,  if  I  hid 
enough  stock,  control  the  election  of  the  Board,  unless  there  ni 
cumulative  voting. 

Mr.  Brown.  That  is  very  helpful  to  the  little  banks,  Mr.  Mutter. 

Mr.  MtTLTER.  I  agree.  1  am  not  finding  fault  with  it.  I  just  mat 
the  record  to  show  what  is  being  done. 

So  that  if,  instead  of  selling  stock  to  all  of  your  member  banks,  yot 
simply  required  them  all  to  carry  these  reserves,  and  called  as  much 
of  it  as  you  needed,  of  the  50  percent,  now,  with  the  right  to  call  men, 
and  paid  interest  on  what  you  got,  and  gave  them  the  right  to  vote, 
you  would  accomplish  the  same  thing  as  with  this  paper  you  call  i 
stock  certificate,  which  is  really  not  a  stock  certificate.  You  could  ac- 
complish the  same  thing  by  giving  them  the  right  to  vote,  apart  from 
any  stock  ownership. 

Mr.  Martin.  I  think  you  could.  But  I  still  think  that  this  pro- 
cedure is  a  good  one. 

Mr.  Multek.  I  am  not  saying  it  is  not  a  good  procedure.  But  I  an 
trying  to  indicate  clearly  on  the  record  that  you  don't  need  this  stock 
arrangement  in  order  to  give  every  bank  the  right  to  vote,  which  they 
have  today,  and  you  don't  need  this  arrangement  in  order  to  give  them 
either  their  dividend  or  their  interest  on  whatever  amount  they  de- 
posit with  the  Federal  Reserve  bank. 

Mr.  Martin.  T  agree.  You  could  set  up  an  entirely  different  system 
and  do  the  same  thing.  But  I  happen  to  be  a  little  bit  prejudiced  in 
favor  of  this  way  of  doing  it. 

Mr.  Mclter.  Because  of  its  traditional  use. 

Mr.  Martin.  Mr.  Hexter  would  like  to  comment. 

Mr.  Hexter.  Mr.  Multer,  I  believe  the  provision  you  had  in  mind 
with  respect  to  a  deposit  in  lieu  of  stock  is  one  with  respect  to  mutual 
savings  bunks  in  certain  circumstances. 

Mr.  Multer.  That  is  correct. 

Mr.  Hextes.  In  order  that  the  record  should  be  clear  on  this  point 
it  should  be  emphasized  that  in  every  State,  I  believe,  commercial 
banks,  which  make  up  the  tremendous  bulk  of  the  Federal  Resent 
System,  do  purchase  stock  of  the  Reserve  banks,  and  there  have  been 
ii  negligible  number  of  cases,  if  any,  in  which  such  deposits  are  made 
by  mutual  savings  banks  which  are  not  permitted  by  State  law  to  hold 

Mr*  Mclter.  That  is  right. 

Mr.  Hexter.  It  is  a  provision  to  take  care  of  a  very  small  set  of 
circumstances. 

Mr.  Multer.  But  it  is  found  advantageous  by  most  of  these  mutual 
savings  banks  to  be  members  of  the  System,  and  they  do  want  to 
come  in,  and  you  have  a  provision  of  the  law  so  that  they  can  and  do 
come  it.     Isn't  that  correct? 

Many  mutual  savings  banks  are  a  part  of  the  System;  are  theynott 

Mr,  Hexter.  A  small  number  of  them  are. 

Mr.  Leonard.  No,  Mr.  Chairman,  there  are  three  mutual  saving! 
banks.   Each  of  them  a  very  small  institution. 
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Mr.MoLTiR.  That  are  members  of  the  System. 

Mr.  Leonard.  Yes,  sir. 

Mr.  Mdxter.  I  thought  there  were  quite  a  number  of  them. 

Mr.  Leonard.  There  are  many  of  them  that  are  insured,  but  only 
three  small  mutual  savings  bants  in  the  Midwest  are  members. 

Mr.  Muitek.  But  I  am  right,  however,  that  all  of  them  could  come 
in. 

Mr.  Leonard.  Yes,  sir, 

Mr.  Mueter.  There  is  provision  in  the  law  and  in  your  regulations 
to  take  them  in  if  they  want  to  come  in. 

Mr.  Leonard.  That  is  right. 

The  Chairman.  Mr.  Martin,  what  is  the  disposition  of  the  earn- 
-  ings  of  the  Federal  Reserve  banks  8 

Mr.  Martin.  Ninety  percent  goes  to  the  Treasury,  Mr.  Chairman. 
We  are  recommending  in  this  bill  that  we  go  back  to  the  old  franchise 
tax  method,  in  preference  to  paying  interest  on  Federal  Reserve  notes, 
which  was  the  way  that  it  worked  out  after  that  franchise  tax  was 
repealed. 

The  Chairman.  How  is  the  90  percent  figured?  Is  it  90  percent 
of  the  net  earnings? 

Mr.  Martin.  That  is  figured  on  net  earnings.  Mr.  Leonard  can  give 
it  to  you  exactly,  Mr.  Chairman. 

The  Chairman.  The  reserves  and  undivided  profits  in  the  bank 
belong  to  the  Government,  for  it  to  make  whatever  disposition  it 


Mr.  Leonard.  Mr.  Chairman,  the  earnings  are  figured  on  90  percent 
of  the  net  earnings,  after  allowance  is  made,  in  those  few  cases,  where 
it  is  necessary  to  build  up  the  surplus  to  100  percent  of  the  subscribed 
capital.  Ninety  percent  of  the  remainder,  after  payment  of  dividends, 
is  paid  over  as  interest  on  Federal  Reserve  notes. 

The  Chairman.  What  is  the  surplus  now,  of  the  Federal  Reserve 
banks  'i 

Mr.  Leonard.  It  is  around  seven-hundred-and-odd  million  dollars. 

Mr.  Martin.  $700  million,  approximately,  at  the  end  of  last  year. 

The  Chairman.  That  can  be  disposed  of  as  the  Congress  desires, 
can  it  not?     I  mean,  the  title  to  that  surplus  is  in  the  Government! 

Mr.  Leonard.  That  is  a  legal  question,  Mr.  Chairman.  Congress 
did,  in  setting  up  (he  FDIC7  direct  the  Reserve  banks  to  purchase 
stock  in  the  FDIC  in  an  amount  equal  to  one-half  of  their  surplus. 

The  surplus,  and  the  corporate  form,  there  is  a  protection  and  in 
support  of  the  Reserve  bank  business.  In  the  event  of  liquidation  of 
a  Reserve  bank,  the  surplus,  after  payment  of  debts,  reverts  to  the 
Government. 

The  Chairman.  So  the  Government  can  make  what  disposition  it 
desires  of  the  surplus.    There  is  no  question  about  that,  is  there! 

Mr.  Martin.  I  don't  think  there  is  any  question  there.  It  might 
have  to  be  done  in  steps,  Mr.  Chairman,  but  the  Government  certainly 
could  do  what  it  wanted  with  it.  It  might  have  to  liquidate  the 
system. 

The  Chairman.  On  liquidation,  it  wouldn't  go 

Mr.  Martin.  Oh,  no,  on  liquidation  there  is  no  question  at  all. 

The  Chairman.  It  must  go  to  the  Government 

Mr.  Leonard.  It  is  specifically  so  stated  in  the  law,  Mr.  Chairman. 
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Tin  '  a..:iJt.»  1.'.-  Z'.r.-rz.  _ 

Mr.  ::*;.-wsr.  TV*  *-.j^I-.s  xtj&~~  "fat  Tr-aszr-r  ac-w.    Js.-^svLiyM 

an?  zolr.z  v#  .'^ '"^r;  Mtvi  v,  *^k  -.lc:  *t3I5kl.  ^i_  7":i  "j-**^  la  *tt 
system ' 

*  Mr.  Lr/. x*  is.  T.-.*  •:'•.■".  fi-sbbe  xl-  «gy— i~-j  w=ar  is  sew  betsajdoat 
ir.  pay*:.*-*  '.?  .•r«r*w  -.r  .".r.raft,  Z~.  r«r^r~i  "ia;  -ie  eazri=2£  p 
to  (/;:.' d  :.;,  *.."7-!  j-.-  \:A  r-'ifs.  -±a  s=^Jis  2a*i  revved  IOC-  perttat. 
tlrtn  Vi  T+.r'.i-t.:  'jf  r:.i*  .'.«:  »»r^jz_ss  T'.'ili  ?*  raid  w  tb?  GciwnBea 
id  r.Ji«s  f'..-".  '.*  *  ?."*.v.r_*«  -Ji.  iiji  '2j*  — ca^zizg  M  cgrceni  would 
be  ir»f-,:f*.''.-*d  v,  F.fTiI^s  '.f  -Jla  Reserve  bazjs — after  djTidend*. 

Mr.  Itaw*.  TUeleTW. 

Mr.  M- r.;:Jr.  I«  I  :.-.c^rv.i.-^  -ji*.-.  ;he  cr-sect  biH  is  to  bring  baek 
the  old  v/tWw.  ? 

Mr.  Li-/,.T.i*jj.  V*=.  <r :  ir  will  wrire  into  law.  in  effect,  wfaat  4ft 
pr*#M.t.  f.fv:f>>  ;.*.  sr.d  th*  pr**nc  pnctioe  was  adopted  after  tfe- 
<niv-.i'»ri  m ».h  th*  Tmawitt  and  with.  congressional  committees,  and  in 
eflVt  i+.'u.vt ktt*l  r\.+.  '.>T'M-\',zj-  'A  ib*  fraKhiae  tax  in  this  other  form. 

Mr.  Mri.rf.fc.  Jr.  the  er*nt  of  liquidation,  what  would  happen  to  the 
surpIiM 

Mr.  Lio*  am*.  'Hie  -surplus  would  still  go  to  the  Government. 

Mr.  Mr.uw;.  There  is  no  change  in  that? 

Mr.  Lf/j.sAKD.  No,  sir. 

Mr.  I'a'ima.v.  Mr.  Chairman. 

'I'liK  riiAiHMA.v.  Mr.  Pullman. 

Mr.  J'atman.  Mr.  Martin,  isn't  it  a  fact  that  on  this  so-called  stock 
(hut.  I'sk-Ij  member  hank  deposits  with  the  Federal  Reserve  System  in 
niN'iijiil.  i-'|iiul  to  )'  pereent  of  the  member  hanks'  capital  and  surplus? 

Mr.  Maktin.  That,  in  right 

Mr.  I'.viman.  Now,  l.h»;  amount  goes  up  or  down  with  changes  in 
I  In-,  capital  ■}•,<•]'.  ii  ml  Mieaurpluflof  the  banks,  doesn't  it! 

Mr.  Maiiiin.  'Mmt  ii  right 

Mr.  I  Vim  an.  There  in  no  certain  amount.    It  just  goes    op  or 

Mr.  Maiiiin.  That  in  right 

Mr.  I 'aim  an.  Ami  that,  nt.ix'k  cannot  be  sold,  as  Mr.  Multer  brought 
i.nt.umlniiiiiol  hc.livpolh.-culiwl* 
Mr.  Martin.  Tim  I.  in  light 
Mr    I'viman.  Ami  il  run not  he  voted  except  according  to  the  rules 

I  hut  >«>•!. -V|.I Ilflllilll. 

I"'nr  ivlml  |nn  j)r.a>  i'i  thiil.  money  used,  Mr.  Martin!     Can  you  name 

Him  | hi i'| i  fin  which  Unit  money  is  tinnier),  except  as  you  said,  that 

il  i-n-iitfi  ii  i'inhI  ri'liiliiiichip  Willi  the  hunks  and  makes  them  feel 
l  In"  v  '<■■>  pin  I  »f  Hie  Sv  iliiii.     OuLsidii  of  that,  what  purpose  does  that 

Sir.  M  miiiv.  I  ilim'l  lliinU  il  Iiiih  miy  purpose  at  the  moment  I 
think  iiiii'iiiiillv  >■  win  I m il.  of  the  oi^iini/ntion  capital  of  the  Fed- 
i.iul  IIi-4-i;vk  ImiiLik 

Mr   r.nns     Ti.jh'I  iiiillmKrirrwIuililMl 

Mi     Muiiin.  tWIiiiiilv- 

Mi    1'mnN.    I  bit  nun-  it  n I  iiMtlml  at  nil,  is  it? 

Mr.  Mihiin.   1  lliink  wn  cimlil  gH  along  without  it  today. 

Mr.  I'ii-h in     All  right. 
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Mr.  Martin,  in  connection  with  the  Open  Market  Committee, 
■which  deals  in  billions  of  dollars  worth  of  securities  every  year, 
there  is  no  audit  made  by  the  Government,  and  there  has  never  oeen 
an  audit  made  by  the  Government,  the  Comptroller  General,  or  the 
General  Accounting  Office,  during  that  time,  nas  there 3 

Mr.  Martin.  We  have  had  sent  up  to  you  several  audits  which 
have  been  made.  I  think  the  Comptroller  General — we  had  no  open- 
market  account  prior  to  1933,  as  you  have  pointed  out. 

Mr.  Patman.  That  is  right. 

Mr.  Martin.  That  is,  as  such.  The  Banking  Act  of  1933.  and 
again  in  1935,  specifically  excluded  us. 

Mr.  Pathan.  Every  audit  which  has  been  made  has  been  a  self* 
audit,  has  it  not,  made  hy  auditors  within  the  System  ? 

Mr.  Martin.  I  think  the  audits  we  have  sent  up  to  you  for  the  last 
5  years  have  been  extremely  competent,  by  a  competent  group  of 
examiners,  and  they  have  been  reviewed  hy  an  outside  public-account- 
ing firm,  for  the  last  4  years. 

Mr.  Pathan.  I  am  not  disputing  that  But  you  appointed  the 
auditors.  The  System  appointed  the  auditors.  The  System  gave  th« 
auditors  their  instructions- 
Mr.  Martin.  Well,  almost  Bvery  business  appoints  its  auditors. 

Mr.  Patman.  Yours  is  a  self-audit? 

Mr.  Martin,  You  are  using  the  word  "self"  in  the  sense  that  w*» 
are  trying  to  control  the  decision  of  these  auditors?  We  are  not  at 
all. 

Mr.  Patman.  No,  I  am  not, 

Mr.  Martin.  We  are  giving  them  completely  blanket  authority. 

Mr.  Patman.  Well,  anyway,  the  Government  has  never  made  an 
audit  of  those  books. 

Mr.  Martin.  The  Government  has  had  access — you,  yourself,  had 
10  years  of  these  audits  in  your  office. 

Mr.  Patman.  Well,  I  am  not  an  auditor,  Mr.  Martin,  and  I 
couldn't  use  that  information  by  itself.  We  didn't  get  anywhere. 
Of  course,  if  we  had  had  an  investigation  of  the  monetary  system, 
we  might  have  looked  into  them  back  to  1913.  We  might  get  those 
audits  one  of  these  days,  and  you  had  better  keep  them  available. 

Mr.  Martin.  We  will  keep  them  available,  and  we  will  be  glad 
to  have  our  auditing  system  reviewed  at  any  time. 

Mr.  Patman.  I  think  you  ought  to  have  it  reviewed ;  I  am  in  accord 
with  you  on  that. 

Now,  the  point  is  the  Government  has  never  audited  the  Open 
Market  Committee,  which  handles  billions  of  dollars  a  year  in  Gov- 
ernment securities,  just  as  it  has  never  audited  the  Federal  Eeserve 
Board,  during  its  existence.  The  Government  has  never  audited  the 
Federal  Reserve  banks,  since  1913,  during  their  existence,  and  no 
congressional  committee  has  ever  seen  or  nas  had  the  privilege  of 
going  over  any  expenditures,  I  point  out  the  expenditures  of  the 
12  banks,  involving,  for  example,  travel  expenses,  $1.5  million ;  postage 
and  express,  $15  million,  and  a  lot  of  items  like  that — repairs  and 
alterations,  depreciation,  taxes — but  no  congressional  committee  has 
looked  at  these  expenses.  Taking  printing  alone,  $5.5  million — you 
don't  know  whether  or  not  they  handle  that  as  the  Government  does, 
by  competitive  bids,  do  you,  Mr.  Martin ! 

Mr.  Martin.  In  most  instances  we  have  had  competitive  bids. 
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Mr.  Patman.  But  there  is  no  supervision  by  Congress  over  these 
enormous  expenditures,  yet  it  is  Government  money,  taxpayers*  money, 
money  that  the  taxpayers  have  to  pay  or  go  to  jail, 

Mr.  Martin.  Well,  Mr.  Patman,  I  have  written  you  several  state- 
ments on  tliiw  which  can  be  put  in  the  record.  You  have  had,  as  I  say, 
tlie  audits,  and  we  now  have  outside  public  accountants  who  are  audit- 
ing the  Hoard  and  reviewing  the  audits  that  we  make  as  a  part  of  our 
daily  work  of  the  12  Federal  Reserve  banks. 

Mr.  Patman.  But  you  resist  the  Government  and  defy  the  Genexil 
Accounting  Office,  and  you  defied  the  Government  Operations  Com- 
mittee. 

Mr.  Martin.  I  have  never  defied  any  committee  of  the  Congress.  I 
never  will. 

Mr.  Patman.  You  mean  to  say  that  you  did  not  refuse  to  let  them 
audit? 

Mr.  Martin.  I  pointed  out  to  you  at  the  time  that,  as  I  interpret  the 
Banking  Act  of  1935,  we  have  no  such  authority,  and  when  the  Con- 
gress wants  to  change  it,  why,  I  won't  deny  the  Congress  at  all. 

Mr.  Patman.  Well,  the  chairman  of  the  Government  Operation! 
Committee  instructed  you  did  he  not,  by  letter,  to  permit  their  auditon 
to  go  in? 

Mr.  Martin.  I  went  up  and  had  very  nice  conversations  with  Mr. 
Dawson  about  this  matter. 

Mr.  Patman.  But  you  never  yielded. 

Mr.  Martin.  I  made  my  position  perfectly  clear  and  suggested  that 
the  proper  forum  to  develop  this  is  the  House  or  the  Senate  "Ranking 
and  Currency  Committee,  and  if  the  Congress  wants  to  change  the 
law — I  hope  it  won't — but  if  the  Congress  wants  to  change  the  law, 
why,  we  will  not  defy  them  but  we  will  do  everything  we  can  to  comply 
with  what  they  decide. 

But  I  think  this  is  a  question  that  ought  to  have  testimony  from  a 

§ood  many  arms  of  the  System,  and  ought  to  be  pretty  thoroughly 
longlit  through  before  any  changes  are  made. 

Mr.  Patman.  You  mentioned  repurchase  agreements.  Yon  can 
answer  my  next  question  very  briefly,  I  know. 

When  you  purchase  securities  from  a  member  bank,  on  a  repurchase 
agreement,  does  the  bank  pay 

Mr.  Martin.  We  don't  get  them  from  member  banks  at  all,  Mr. 
Patman. 

Mr.  Patman.  You  don't  get  them  from  member  banks  t 

Mr.  Martin.  I  won't  say  we  might  not  have  had  1  or  2,  but  we  a» 
talking  here  about  dealers. 

Mr.  Patman.  How  many  dealers  are  usually  in  the  country— SO 
or  30? 

Mr.  Martin.  There  are  not  more  than  that.  The  dealer  organiza- 
tion— what  is  the  number  now? 

Mr.  Thomas.  About  14, 1  think. 

Mr.  Martin.  About  14  at  the  moment. 

Mr.  Patman.  Whenever  you  accept  a  million-dollar  bond,  does 
that  dealer  pay  you  the  discount  rate,  or  do  you  get  just  the  interest 
on  the  bond? 

Mr.  Martin.  It  is  the  repurchase  rate.  Not  the  discount  rate  but 
the  repurchase  rate. 
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Mr.  Patman.  Is  the  repurchase  rate  the  going  rate  of  the  Govern- 
ment security  or  is  it  the  discount  rate  that  you  have  in  effect  ? 

Mr.  Martin.  It  could  be  either. 

Mr.  Patman.  Which  is  it  ? 

Mr.  Martin.  At  the  moment  it  is  the  discount  rate. 

Mr.  Patman.  Do  you  have  the  same 

Mr.  Martin.  We  don't  at  the  moment. 

Mr.  Patman.  You  have  the  discount  rate. 

Mr.  Martin.  That  is  right. 

Mr.  Patman.  You  keep  the  bond  and  return  it  to  the  dealer  when 
he  repays  the  loan  ? 

Mr.  Martin.  That  is  right. 

Mr.  Patman.  On  foreign  deposits,  Mr.  Martin,  are  commercial 
banks  allowed  to  pay  interest  on  demand  deposits  of  foreign  accounts? 

Mr.  Martin.  Not  on  demand  deposits,  but  on  time  deposits. 

Mr.  Patman.  Can  the  rate  be  greater  than  the  rate  you  fix  for 
the  member  banks  ? 

Mr.  Martin.  No  ;  we  set  the  rates  on  time  deposits. 

Mr.  Patman.  You  set  the  rates  on  that? 

Mr.  Martin.  Yes,  sir. 

Mr.  Multer.  May  I  ask  at  this  time  for  the  record  the  names  of  the 
outside  auditors  that  have  been  making  these  audits  ? 

Mr.  Martin.  Arthur  Anderson  &  Co. 

Mr.  Multer.  They  have  made  them  for  the  last  4.  years  ? 

Mr.  Martin.  Yes. 

Mr.  Multer.  I  think  at  one  time  you  did  send  up  to  this  committee 
a  copy  of  your  letter  of  instructions  to  them ;  did  you  not ? 

Mr.  Martin.  I  did. 

Mr.  Multer.  Am  I  to  understand,  Mr.  Martin,  that  the  Board  ob- 
ects  to  the  General  Accounting  Office  aduiting  the  books  and  records 
of  the  Board  and  the  Federal  Reserve  banks? 

Mr,  Martin.  The  Board  doesn't  think  that  under  the  present  law 
that  we  have  the  right  to 

Mr.  Multer.  I  put  my  question  incorrectly. 

Does  the  Board  take  the  position  that  the  law  should  not  be  amended 
to  permit  the  General  Accounting  Office  to  make  such  audits  ? 

Mr.  Martin.  That  is  not  the  position  of  the  Board. 

Mr.  Multer.  You  are  opposed  to  the  law  being  amended  to  permit 
that? 

Mr.  Martin.  That  is  correct. 

The  Chairman.  Mr.  Martin,  can  you  come  back  tomorrow,  sir? 

Mr.  Martin.  I  will  be  back  as  long  as  you  want  me,  Mr.  Chairman. 

The  Chairman.  All  right.  We  will  want  you  again.  We  will 
now  adjourn,  to  meet  again  tomorrow  morning  at  10  o  clock. 

(Whereupon,  at  12 :  02  p.  m.,  the  committee  adjourned,  to  reconvene 
at  10  a.  m.,  Thursday,  August  1, 1957.) 
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thtjbsday,  august  1,  19st 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  0. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spemce  (chairman) 
presiding. 

Present:  Chairman  Spence,  presiding;  Messrs.  Brown,  Patman, 
Multer,  Barrett,  Mrs.  Griffiths,  Messrs.  V  anik,  Healey,  Coad,  Ander- 
son, Breeding,  Talle,  Betts,  Mumma,  McVey,  Siler,  Henderson,  and 
Chamberlain. 

The  Chairman-.  The  committee  will  be  in  order. 
We  will  resume  the  hearings  on  the  Financial  Institutions  Act  and 
with  further  testimony  of  Mr.  Martin. 
General  Anderson  has  asked  for  recognition. 

FURTHER  STATEMENT  OP  HON.  WILLIAM  McC.  MARTIN,  CHAIR- 
MAN; ACCOMPANIED  BY  WOODLIEF  THOMAS,  ECONOMIC  AD- 
VISER, AND  D.  B.  HEXTER,  ASSISTANT  GENERAL  COUNSEL, 
BOARD  OF  GOVERNORS,  FEDERAL  RESERVE  SYSTEM 

Mr.  Mui.ter.  Mr.  Chairman,  will  Mr.  Anderson  yield  so  that  I  can 
offer  an  insert  for  the  record  at  this  time  ? 

Mr,  Anderson.  I  yield. 

Mr.  Multer.  Mr.  Chairman,  I  ask  unanimous  consent  to  have 
added  to  our  record  at  this  point  a  statement  by  Mr,  Harry  J.  Hard- 
ing, president  of  the  First  National  Bank  of  Pleasanton,  Calif.,  as 
president  of  the  Independent  Bankers  Association. 

Mr.  Beits.  What  is  the  statement? 

Mr.  Multer.  It  is  a  fairly  long  statement.  It  tells  about  how  the 
independent  bankers  are  being  forced  out  of  business  by  the  big  banks 
and  indicates  how  mergers  are  affecting  these  small  banks,  and  other- 
wise relates  to  various  matters  pertinent  to  this  bill. 

The  Chairman.  Without  objection,  it  may  be  incorporated  in  the 
record. 

(The  statement  follows :) 


Although  the  title  of  my  talk  appears  on  your  program  as  "The  Single,  Dual, 
and  Triple  Banking  Systems  Reexamined,"  I  will  approach  this  by  discussing 
the  three  "F.  T.  P.'s"  of  independent  banking. 

These  F.  T.  F.'s  are:  Face  the  facts  of  Independent  banking,  first  things  first 
In  independent  banking,  and  finish  the  Sght  for  independent  banking. 
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What  are  some  of  the  facts  of  independent  banking  today  T 

Fact  No.  1  Is  that  independent  banking  is  under  attack. 

We  do  not  hear  anyone  advocate  the  destruction  of  our  system  of  Indepmhrt 
banking  and  the  substitution  therefor  of  the  Canadian  or  the  European  ijiIim 
of  nationwide  brunch  banking — with  only  half  a  dozen  or  so  banks — at  leaKMt 
openly  and  directly.  Such  an  effort  quickly  would  be  burled  in  an  avalanche  «( 
opposition. 

WHITTLING.   PROCESS 

The  effort  to  accomplish  the  elimination  of  Independent  banks  Is  mora  snbtfe 
It  takes  form  largely  in  a  whittling  process,  a  constant  nicking  away  at  dlffnwd 
control  of  banking,  on  the  one  hand,  and  a  building  up  of  public  acceptance  d 
absentee  ownership  and  management. 

Among  other  things,  these  undermining  efforts  take  the  form  of  the  nev- 
rent  urging  that  control  over  the  reserves  of  all  banks  be  placed  In  the  hub 
of  the  Federal  Reserve  Board — or  increasing  the  powers  of  the  Federal  Deport 
Insurance  Corporation — or  to  expand  the  powers  in  the  hands  of  the  otiHf 
Federal  supervisory  agencies. 

The  State  comptroller  of  the  State  in  which  we  are  now  meeting, 
the  Florida  Bunkers  Association  a  few  weeks  ago,  warned  that  the  . 
Invasion  of  the  rights  of  the  States  by  the  Federal  Government  and  Its 

in  the  field  of  bunking,  could  result  in  the  disappearance  of  State  chartered 

Slate  supervised  bunks. 

So,  fact  No.  1  that  we  should  face  is  that  our  system  of  Independent  bauklaf 
is  under  strong  undermining  attack. 

Fact  No.  2  is  (he  tlireut  of  holding  company  expansion  within  a  State. 

The  Bank  Holding  Company  Act  of  1956  falls  short  of  the  objectives  of  yon 
organization.  While  It  prohibits  further  interstate  expansion.  It  leaves  the  door 
wide  open  in  most  States  for  the  expansion  of  bank  holding  companies  wlthhn 
State,  regardless  of  what  the  branch  banking  laws  of  such  State  might  fat 
It  placed  a  responsibility  upon  each  of  the  States  to  enact  Its  own  leglslatks, 
if  it  wishes  to  regulate  the  expansion  of  such  companies  within  Its  borders. 

A  ruther  startling  Idea,  which  certainly  seemed  aimed  at  farthering  the  pur- 
poses of  a  proposed  New  York  State  bank  holding  company,  was  the  publleatka 
by  a  well-known  nnd  highly  respected  bank  stock  analyst,  claiming  that  CongreH, 
by  enacting  the  Bunk  Holding  Company  Act,  had  "given  its  blessing"  to  a  Dew 
"triple  banking  system." 

NEW  TERM  FOB  EVAMWO 

Completely  misunderstanding  the  legislative  history  and  the  restraining  pur- 
poses of  the  act,  he  enthusiastically  halted  what  he  believed  to  be  congressional 
approval  of  the  "pole  vaulting"  of  the  State's  branch  banking  lawB.  (Let  me  add 
that  "pole  vaulting"  Is  a  polite  way  of  saying  "evudlng.") 

This  authority  on  bank  stock  says :  "The  announcement  of  plans  for  a  new 
bank  holding  company,  First  National  Corp.,  marks  the  opening  of  a  new  en 
of  banking  In  New  York  State,  and,  inevitably,  the  Nation." 

He  also  stated,  "The  proposed  bank  holding  company  *  *  *  now  shows  At 
way  to  lea 1 1  across  every  wall  from  New  York  City  to  Plattsbnrg  and  front 
Albany  to  Buffalo.  Indeed,  the  proposed  first  little  jump  has  suddenly  revealed 
greener  pastures  that  have  already  forced  other  bankers  and  their  stockholder! 
to  look  to  their  own  Jumping  shoes." 

PREMATURE  EXULTATION 

That  expert  on  bank  stocks  spoke  a  little  too  soon.  He  hadn't  dreamed  that  hi 
addition  to  Mississippi,  Illinois,  and  Georgia,  which  States  already  had  laws  01 
their  books,  other  States  would  be  enacting  legislation  to  clip  the  Wings  of  any 
holding  company  movement. 

Indiana  and  Kansas  recently  enacated  laws  that  baa  holding  companies. 
Pennsylvania,  New  Jersey,  Minnesota,  and  Massachusetts  have  had  bills  in  the 
hopper. 

Most  surprising  of  all,  probably,  to  the  stock  expert,  was  the  action  of  Mew 
York  State,  as  follows : 

First  In  the  antlbolding  company  position  taken  by  Governor  Harrlman  and 
George  A.  Mooney,  superintendent  of  banks. 

Second,  the  enactment  of  a  stopgap  law  aimed  at  preventing  the  piuuund 
First  National  City  Bank  holding  company  from  acquiring  a  bank  in  a  district 
in  which  It  could  not  legally  operate  branches. 


>,  Google 


FINANCIAL  mBTTTUTIONS  ACT  OF    1957  403 

Third,  extension  to  this  stopgap  measure  to  keep  it  In  effect  until  May  1, 1058. 

No,  we  are  far  from  developing  this  so-called  triple  system  of  banking,  thanks 
to  the  work  that  the  independent  bankers  have  done  over  the  years  and  are  still 
-doing  to  fight  this  threat.  But  this  Inadequacy  of  present  bank  holding  company 
laws  is  fact  No.  2  that  we  most  keep  in  sight. 

CONCKNTBATIOff  BT  KEBOEE 

Fact  No.  3  is  the  concentration  of  banking  control  through  the  mergers  of 
tanks.    This  merger  trend  has  been  accelerated  in  recent  years. 

Last  year  alone  103  banks  absorbed  143  other  banks — almost  1V4  banks 
.gobbled  up  by  each  of  the  surviving  banks. 

In  the  20-year  period  from  December  31,  1936,  to  December  31.  1950,  accord- 
ing to  the  FDIC,  the  number  of  banks  In  this  country  decreased  from  15,679 
to  14,106 — a  shrinkage  of  1,513  banks,  though  approximately  1,000  new  banks 
were  authorised  in  this  period. 

This  year-by-year  shrinkage  In  the  number  of  banks,  In  the  opinion  of  the 
ABA,  is  nothing  to  be  alarmed  at.  The  ABA,  to  which  we  all  belong,  bitterly 
opposed  the  Celler  bank-merger  bill  in  1955  as  not  needed.  It  declared  "*  *  • 
that  the  number  of  individual  hanks  In  operation  since  1839  has  remained 
relatively  stable;  that  this  stable  level  In  the  number  of  operating  institutions 
has  adequately  supplied  the  banking  needs  of  the  country  essential  to  the 
•enormous  economic  growth  of  the  country  during  this  period." 

A  decline  of  about  10  percent  in  the  number  of  banks  In  20  years,  the  ADA 
regards  as  "relatively  stable,"  notwithstanding  an  "enormous  economic  growth." 

WHAT    LAW    SAYS 

The  Financial  institutions  Act  of  1957,  as  approved  by  the  Senate,  declares 
that  in  addition  to  other  factors,  the  respective  Federal  supervisory  agencies  In 
considering  proposed  mergers  shall,  and  1  quote : 

"In  the  case  of  a  merger,  consolidation,  etc.,  take  into  consideration  whether 
the  effect  thereof  may  be  to  lessen  competition  unduly  or  to  tend  unduly  to 
create  a  monopoly,  and,  in  the  interests  of  uniform  standards,  it  shall  not  take 
action  as  to  any  such  transaction  without  first  seeking  tbe  vfews  of  each  of  the 
other  two  banking  agencies  referred  to  herein  with  respect  to  such  question ;  and 
In  such  case,  the  appropriate  agency  may  also  request  the  opinion  of  the  Attorney 
General  with  respect  to  such  question." 

Let  me  discuss  this  a  little.  You  will  note  that  there  is  no  outright  prohibition 
of  any  merger,  merely  the  requirement  the  appropriate  agency  shall  "take  Into 
consideration"  competitive  and  monopolistic  aspects  and  "In  the  interest  of 
uniform  standards"  shall  first  seek  the  views  of  the  other  two  banking  agencies. 

The  appropriate  Federal  agency  at  Its  discretion  may  also  request  Ihe  opinion 
of  the  Attorney  General  with  respect  to  such  question.  What  Is  the  question? 
Whether  the  effect  of  a  specific  merger  may  be  to  lessen  competition  unduly  or 
to  tend  unduly  to  create  a  monopoly?  Does  that  mean  monopoly  is  O-  K.  as  long 
as  it  does  not  tend  unduly  to  create  a  monopoly? 

How  would  you  define  "unduly"?  In  the  existing  antitrust  legislation,  such 
as  the  Sherman  Act  and  the  Clayton  Act,  tbe  word  "unduly"  does  not  appear. 

The  word  "substantially"  has  been  passed  upon  as  to  meaning  by  the  courts  in 
a  number  of  cases.  It  is  safe  to  say  that  It  will  be  years  before  the  meaning  of 
the  word  "unduly"  can  be  determined.  There  will  have  to  be  a  number  of  court 
decisions  on  this  point. 

Ton  will  also  note  that  the  provision  which  we  have  quoted  does  not  say  a 
word  about  any  approval  of  any  merger  by  the  State  supervisor  of  banks  where 
a  State  bank  is  concerned.  Here  again  the  termite  of  Federal  control  continues 
to  eat  away  at  the  vitals  of  our  dual  banking  system. 

FDIC   UERGEB   STAND 

The  FDIC,  in  a  letter  signed  by  its  general  counsel,  addressed  to  the  Honor- 
able Strom  Thurmond,  United  States  Senator  from  the  State  of  South  Carolina, 
has  given  assurance  that  it  will  not  consent  to  any  transaction  under  the  merger 
section  involving  a  State  bank  without  the  prior  approval  of  tbe  State  banking 
authority.   If  such  approval  la  required  by  State  law. 

While  this  la  a  recognition  the  State  supervisor  should  have  the  authority  to 
disapprove  a  merger,  this  is  not  enough  to  preserve  the  prerogatives  of  the  State 
supervisory  authorities  and  to  maintain  the  autonomy  of  the  States  over  banking. 
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This  policy  of  the  Federal  Deposit  Insurance  Corporation  can  be  changed  by  U» 
Board  of  Directors  at  any  time.  The  personnel  of  toe  Board  does  chance.  We 
learned  with  sorrow  of  the  pasting  of  Maple  Harl,  former  Chairman  and  t 
Director  of  the  FDIC.    This  brings  home  more  than  ever  that  boards  dotaup 

I  strongly  believe  that  neither  the  Federal  Reserve  Board,  nor  the  Comptroller 
of  the  Currency,  nor  the  FDIC,  should  have  any  additional  powers  orer  0* 
mergers  of  State  banks,  and  I  hope  that  the  House  of  Representatives  will  aawad 
the  Senate  Ml!  in  this  regard. 

Certainly  the  record  of  the  States  as  to  the  maintenance  of  competition  anusf 
banks  Is  as  good  as  that  of  any  Federal  agency.  However,  Inasmuch  as  bams 
hare  been  held  to  be  engaged  In  Interstate  commerce  and  since  «*■?'■■>'  Federal 
antitrust  laws  apply  to  concerns  engaged  in  Interstate  commerce.  It  does  not  Men 
realistic  to  permit  each  State  to  establish  Us  own  standards  to  apply  to 
list ie  tendencies,  either  for  banking  or  for  any  other  line  of  business.    Tl 

I  believe  the  enforcement  of  all  antitrust  and  monopoly  laws.  Including 

alTecting  banking  monopoly,  should  rest  with  the  Federal  QoTernment,  that  k 
the  Attorney  General. 

Those  who  argue  that  the  Federal  supervisory  agencies  alone  should  have  ssf- 
thing  to  say  over  banks  and  banking  are  forgetting  that  by  reason  of  briar 
engaged  In  Interstate  commerce,  banks  come  under  a  whole  flock  of  lavs  that 
are  administered  by  agencies  other  than  the  Federal  aoperrtsorj  Means! 
Among  these  taws  are  the  Fair  Labor  Standards  Act  (wages  and  hoars  Itva 
we  usually  refer  to  It),  the  Labor  Management  Act  of  1M7  (Wagner  Act).  Sodu 
Security  Act,  the  Clayton  and  the  Sherman  Acts. 

PES  MISSIVE   WORM  SO 

The  merger  provisions  In  the  proposed  Financial  Institutions  Act  which  I  bait 
quoted  state  that  the  respective  Federal  agencies  may  request  the  opinion  of  tar 
Attorney  General.  Why?  Presumably  because  the  Attorney  General's  oplnka 
should  be  helpful.  Then  why  under  the  sun  shouldn't  the  respectlTe  Federal 
agencies  take  advantage  of  that  help?  They  will.  If  the  wording;  of  the  act  It 
changed  from  "may"  to  "shall." 

The  Independent  bankers  consistently  have  held  there  Is  danger  In  the  ecooeanf 
power  Inherent  in  the  concentration  of  control  over  banking.  Monopoly,  hi  tat 
ordinary  sense,  the  destruction  of  competition  always  has  been  second  to  tab 
danger. 

It  was  not  so  much  the  fear  there  would  be  no  competition  to  the  second  bank 
of  the  United  States  that  led  Andrew  Jackson  to  fight  for  a  system  of  duTsaci 
control  over  hanking  as  It  was  the  fear  of  the  economic  power  that  oentraUsfd 
control  would  heget. 

Congressman  Caller  has  presented  some  arresting  flpures  on  the  concentratka 
of  banking,  figures  that  are  startling  In  showing  how  far  down  the  road  to  the 
European  system  of  banking  we  have  traveled.  I  also  will  shock  yon  with  sane 
figure*  fr»m  an  era  with  which  I  happen  to  be  pretty  well  acquainted  and  where 
J  saw  It  happen. 

At  the  end  of  I1KK,  there  were  In  California  275  banks,  of  which  238  were astt 
hunks:  8ft  branch  systems.  At  the  end  of  last  year,  there  were  only  139  hanks, 
of  which  H7  were  unit  hanks  and  .12  branch  systems. 

At  tin-  end  rif  IftMi,  the  hunk  assets  held  by  branch  banking  systems  amounted 
to  Hif.fl  perron t  of  the  total.  Twenty-one  years  later,  at  the  end  of  last  year,  the 
branch  systems  held  i»7.H  percent  of  the  total  bank  assets,  largely  concentrated 
In  7  branch  hanks. 

In  Washington,  (it  the  end  of  llOfi,  there  were  188  banks,  of  which  ISO  were  mlt 
hanks.  Ity  the  end  of  lltfilt,  the  number  of  banks  had  decreased  to  97  with  aslt 
hunks  numbering  74  and  brunch  hank  systems  23.  The  percentage  of  bank  assets 
held  hy  the  branch  bunking  systems  In  the  20-year  period  Increased  front  Sit 
percent,  to  hit.::  |rf-rci-tit,  Is  rgejy  concentrated  In  the  5  large  branch  bank  ajsteao. 

In  Oregon,  nt  the  end  of  MKWi,  there  were  07  banks,  of  which  94  were  unit  banks. 
At  the  end  of  I  MM,  the  number  of  banks  had  dwindled  to  52,  of  which  41  were 
milt  bunks  ami  1 1  brunch  bunk  systems.  In  the  20-year  period,  the  percentage 
of  bunk  assets  held  hy  the  brunch  blink  systems  Increased  from  OBJ.  percent  a> 
Dl.fi  percent,  practically  held  about  equally  by  two  chains. 
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-  At  the  end  of  1935,  there  were  9  banks  in  Arizona,  of  which  6  were  unit  banka ; 
3  branch  systems.  By  the  end  of  1950,  the  number  of  banks  remained  the  same, 
trat  the  nnit  banks  had  decreased  to  three.  Now  there  are  only  two.  Think  of 
It — only  two  small  independent  banks  in  the  entire  State  of  Arizona. 

Whereas  in  1985  the  percentage  of  bank  assets  in  Arizona  held  by  the  branch 
systems  was  77.2  percent,  by  the  end  of  1058  this  had  increased  to  99.5  percent. 
But,  as  a  matter  of  fact,  two  holding  companies  hold  practically  ail  of  the  assets 
as  shown  by  the  branch  banking  systems  just  mentioned. 

Certainly,  in  Oregon  and  in  Arizona,  where  2  organizations  alone  in  each 
State  hold  practically  all  the  bank  deposits,  there  is  competition  between  these  2 
organizations.  But  we  would  like  to  ask  the  Comptroller  of  the  Currency,  the 
Federal  Reserve  Board,  and  the  Department  of  Justice,  as  well  as  the  ABA,  has  a 
tendency  toward  monopoly  developed  In  the  States  that  I  have  Just  quoted? 
Or,  at  what  point  does  this  tendency  toward  monopoly  begin? 

liUBT  CHECK    MRBGEKS 

.  As  so  ably  pointed  out  by  Congressman  Celler,  unless  the  merger  movement  is 
speedily  checked  we  will  wake  up  1  day  to  And  that  these  mergers,  repeated  and 
multiplied  over  and  over  again  throughout  the  country,  will  have  brought  about 
a  new  situation  tike  the  European  system  where  a  few  banks  completely  domi- 
nate our  banking  structure.    That  is  fact  No.  3  on  our  list  of  facts  we  must  face. 

Fact  No.  4  Is  the  extension  of  branch  banking.  The  destruction  of  legal 
restrictions  on  branching  Is  perhaps  the  most  serious  of  all  threats  to  independent 
banking. 

Branch  banking  proponents  argue  that  Independent  banks  and  branch  banks 
can  exist  together.  The  history  of  no  country  supports  their  claims.  No,  the 
history  of  Europe  and  Canada,  as  well  as  some  American  States,  overwhelmingly 
demonstrates  the  fact  that  branch  banking  drives  out  nnit  banking. 

PATTERN    IN    CALIFORNIA 

Let's  take  another  look  at  California.  The  Bank  of  America  started  in  1904. 
-By  the  end  of  1922,  when  I  located  in  California,  it  bad  01  banking  offices  In 
42  communities  and  deposits  amounted  to  $229  million.  By  the  end  of  1950,  the 
Bank  of  America  branches  had  reached  the  600  mark  and  deposits  amounted  to 
$8,993  million,  about  44.5  percent  of  the  State's  banking  resources.  There  is  no 
celling. 

There  are  half  a  dozen  other  branch  systems  in  California  trying  to  over- 
take each  other  In  opening  branches.  There  are  now  1,304  branch  bank  offices  In 
California  and  only  87  unit  banks. 

There  are  some  branch  bank  operators  in  California  who  very  frankly  admit 
they  are  afraid  of  the  situation.  They  are  opposed  to  any  "octopus"  system  and 
and  they  want  competition,  instead  of  monopoly  by  themselves  or  any  other 

Because  they  cannot  restrain  the  ambitions  of  their  competitor  branch  bank 
operators — and  as  these  competitors  reach  out  and  surround  them  with  branches, 
they  feel  forced,  in  defense  of  existing  business,  to  expand  themselves.  Thus 
the  pressure  continues,  ever  splrallng  toward  greater  and  greater  concentration. 

RECORD  SHOWS  ATTRITION 

In  our  own  country,  the  history  of  those  States  where  branch  banking  is  per- 
mitted, even  though  limited  to  cities  or  counties,  shows  in  almost  every  case  a 
steady  attrition  in  the  ranks  of  Independent  banks  and  a  constant  Increase  in  the 
number  of  branches. 

Of  7,957  branch  offices  as  of  December  31.  last.  8,336  were  in  the  18  States  that 
permit  statewide  branches,  and  4,403  are  located  in  the  18  States  that  limit 
branches  to  cities,  counties,  or  other  areas. 

In  20  years,  there  has  been  a  gain  of  about  2%  times  in  the  areas  in  which 
branching  Is  limited,  as  against  a  gain  of  2y5  times  for  the  statewide  States.  In 
States  where  branching  Is  limited  in  area,  the  concentration  of  bank  assets  In  a 
few  institutions  is  just  as  marked  as  It  is  in  States  permitting  statewide  branch- 
ing, sometimes  more  so. 

No;  the  argument  that  branch  banks  and  unit  banks  can  live  side  by  side  on 
a  basis  of  equality  is  a  fallacy. 
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Fact  No.  5  is  the  lack  of  public  Interest  Id  my  opinion  a  great  many  nesBk- 
care  very  little  whether  a  bank  Is  a  unit  bank,  a  branch  bank,  or  a  aubaidiiiy 
of  a  holding  company.  Moat  people  care  very  little  whether  a  bank's  policies  m 
laid  down  locally  or  by  an  absentee  management  located  a  long  distance  awaj. 
The  public's  primary  concern  Is  as  to  the  safety  of  Its  funds,  and  It  looks  to  tW 
Government  to  provide  this  protection. 

That  is  why  Carter  Glass,  after  nearly  32  years  as  a  member  of  the  Hon** 
and  Senate  Banking  and  Currency  Committees,  was  able  to  say  be  bad  never 
heard  a  inen-hant  or  businessman  protest  against  branch  banking. 

Happily,  there  are  people  who  understand  the  difference  between  lndependtat 
and  other  banking.  It  la  this  percentage  who  prefer  independent  banking  that 
accounts  for  the  slightly  better  growth  in  unit  banks  as  compared  with  otto 
systems.    Nevertheless,  the  public  apathy  is  fact  No.  5  we  must  consider. 

Fact  No.  C  Is  internal  weaknesses.    Certainly,  faulty  building  helps  c 

termite  problem.    We  might  say  that  we  ourselves  are  guilty  of  faulty  b . 

when  we  do  not  properly  provide  for  management  succession,  when  we  fill  t* 
build  up  our  invested  capital  as  our  business  grows,  and  when  we  get  carriea 
about  providing  adequate  services  for  the  public  as  conditions  and  ways  of  dobs 
business  chance. 

There  are  other  problems  that  confront  us,  such  as  competition  of  pseudobanb 
and  various  lending  organizations.  But  these  problems  your  association  hu 
been  studying  and  we  are  hopeful  there  will  be  devised  a  treatment  necessary  to 
meet  these  situations. 

The  facts  that  face  us,  then,  are : 

Inileiwndent  banking  is  under  attack. 

Iloldlag  company  expansion  within  a  State  regardless  of  branch-bank  laws,  ii 
undermining  independent  banking. 

The  concentration  of  control  of  banking  by  the  merger  method  is  another 
threat  to  independent  banking. 

The  spread  of  branch  banking. 

The  public  is  disinterested. 

Internal  weaknesses  in  our  banks  must  be  corrected. 

what  to  no 

With  these  facts  before  us,  let  ns  take  a  second  look  and  determine  which  of 
these  undermining  influences  presents  the  most  urgent  problems  to  be  tackled. 

I  think  we  will  pretty  much  agree  the  most  serious  threats  are  from  the  thrto 
channels  through  which  concentration  of  banking  control  Is  taking  place:  roerg- 
ing,  branching,  and  holding  company  intrastate  expansion,  and  these  need  toot 
tackled  simultaneously. 

I.et's  begin  with  the  merger  threat. 

Kur  (|iilte  n  number  of  years  the  House  Judiciary  Committee  and  the  Senate 
Select  Committee  on  Small  Business,  particularly,  have  called  attention  to  the 
dangerous  trend  of  banking  concentration  and  have  sought  to  cure  thie  tendency. 

In  my  opinion,  none  of  the  proposed  bank  merger  bills  go  far  enough.  Presto* 
I)i 'Iti no,  then  Comptroller  of  the  Currency,  in  testifying  before  the  Senate  Oon- 
m  it  tec  on  Hanking  and  Currency  In  1*"0  on  S.  2318,  a  bank  holding  company 
hill  which  had  been  drafted  by  the  Federal  Reserve  Board  declared,  "It  has  alio 
been  suggested  that  it  would  be  wise  to  have  a  definite  ceiling  beyond  i 
li'ink  holding  companies  could  not  expand.  A  suitable  test  might  be  a  si 
percentage  of  the  banking  offices  or  bank  resources  within  defined  areas." 

I  seem  to  lie  in  good  company,  then,  when  I  suggest  a  somewhat  similar  pre- 
vision be  aiNJ^d  to  the  hank  merger  bill.  You  may  wonder  why  we  bad  not  en- 
dorsed this  principle  at  the  time  Preston  Delano  made  the  suggestion.  We, 
however,  took  the  position  and  have  steadfastly  maintained  it,  that  the  bisk 
holding  company  device  had  been  used  to  evade  the  Nation's  banking  laws,  *■« 
we  oppose  legalizing  such  evasion  In  any  degree.  The  matter  of  law  evasion  doei 
not  apply  to  branch  bank  legislation. 

SUGGESTED  STANDARDS 

So  that  we  may  have  something  to  shoot  at.  let  me  suggest  an  addition  to  1ST 
bank  merger  hill,  along  the  following  lines: 

■'No  merger  shall  be  approved  under  this  act.  In  cities  of  10,000  or  less  popu- 
lation, when  the  result  will  be  2  or  less  banks  located  in  the  dty  In  which  tht 
merging  bank  is  located  ;  nor  In  cities  of  more  than  10,000  population  up  to  R- 
IhMI  population  when  the  result  will  tie  3  or  less  banks  located  In  the  city  in  which 
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the  merging  bank  la  located ;  nor  In  cities  of  over  25,000  population  to  100,000 
population  when  the  result  will  be  4  or  less  banks  located  In  the  city  In  which 
the  merging  bank  Is  located ;  nor  in  cities  of  over  100,000  In  population  when  the 
result  will  be  5  or  less  banks  located  In  the  city  in  which  the  merging  bank  is 
located.  In  each  case,  the  population  figures  will  be  those  of  the  last  Federal 
census. 

"Nor  shall  an;  merger  be  approved  under  this  act  when  the  result  will  be  that 
the  merging  bank  will  hold  more  than  30  percent  of  the  total  banking  deposits 
of  the  area  in  which  tbe  merging  bank  has  offices." 

Let's  kick  tbla  around  for  awbile.  I  don't  want  you  to  say  you  are  for  this  or 
that  you  are  opposed.  I  would  like  to  have  you  think  of  the  arguments  both  for 
and  against  such  a  proposal,  so  that  we  may  carefully  study  and  weigh  them. 

You  may  feel  that  the  criteria  specified  in  this  suggestion  are  not  realistic, 
but  can  you  think  of  better  yardsticks  than  the  ones  suggested?  Do  you  think 
that  we  ought  to  have  any  yardsticks  other  than  the  discretion  of  some  Federal 
agency?    Have  you  any  reason  to  believe  the  Federal  agencies  would? 

The  yardsticks  I  have  suggested  are  no  more  arbitrary  than  tbe  existing  re- 
quirements as  to  the  capital  necessary  for  the  establishment  of  a  new  bank,  or 
of  a  merging  bank.  The  prevention  of  undue  concentration  of  bunking  control 
Is  Just  as  much  in  the  public  interest  as  the  limitations  on  the  loans  tbat  a  bank 
can  make.  As  to  tbe  argument  that  mergers  should  be  left  to  tbe  discretion  of  a 
supervisory  agency,  this  in  my  opinion,  could  apply  equally  as  well  as  to  the 
capital  requirements  for  a  new  bank. 

SEES  OBJECTION' 

I  know  the  supervisory  agencies  will  Immediately  howl  that  the  merger  door 
must  be  kept  open  so  that  without  hindrance  they  can  merge  a  falling  bank,  a 
bank  that  is  not  properly  managed,  or  a  bank  that  Is  undercapitalized,  with  an- 
other good  bank,  regardless  of  its  monopolistic  tendencies. 

If  such  an  emergency  escape  hatch  needs  to  be  kept  open,  tbat  can  be  provided, 
of  course,  but  I  wonder  if  merging  a  weak  bank  is  the  one  and  only  solution  that 
tbe  FDIC  or  any  other  supervisory  agency  can  think  of.  If  so,  why  do  not  the 
laws  say  something  affirmatively  giving  the  power  to  compel  the  merger  of  a  bank 
under  such  circumstances,  to  the  supervisory  agencies?  Or  Is  this  a  method 
they  themselves  have  seized  upon  without  congressional  sanction? 

You  will  note  what  we  have  proposed  places  no  limitation  on  size,  nor  does  it 
In  any  way  binder  normal  growth.    It  merely  restricts  cannibalism. 

Let's  not  say  it  can't  be  done,  but  rather  ask  ourselves  should  this  be  done? 
I  am  convinced  we  must  have  a  ceiling  on  concentration  of  control  over  banking 
or  face  destruction  to  our  independent  banking  system. 

Second :  What  can  be  done  to  overcome  the  threat  of  envelopment  by  branch 
banking? 

Every  effort  must  be  made  to  hold  existing  restrictions  on  branching  In  the 
various  States.  This  should  be  done  by  study  and  discussion  of  branch  banking 
and  its  tendency  to  drive  out  independent  banking — a  tendency  that  is  Just  as 
Inexorable  as  the  workings  of  Gresfaam's  taw. 

While  each  State  will  have  to  solve  Its  own  problems,  your  organization  must 
be  prepared  to  give  help  and  guidance  to  State  groups,  profiling  by  the  experi- 
ence and  success  achieved  in  other  States.  This  means  a  certain  amount  of 
public  education  also. 

PUIiT.TO  HEARINGS  NEEDED 

There  is  no  provision  in  the  National  Bank  Act,  nor  in  the  Financial  Institu- 
tions Act  of  1957,  for  public  hearings  on  national  bank  branch  applications.  I 
fail  to  see  any  valid  reason  why  such  applications  should  be  made  and  passed 
on  in  secrecy. 

What  we  want  to  know  is  wherein  is  It  detrimental  to  the  public  Interest  to 
have  it  known  when  an  application  for  a  branch  haB  been  made?  I  hope  that  the 
House  of  Representatives  will  amend  the  Financial  Institutions  Act  to  provide 
for  such  public  bearings.  Your  association  in  on  record  in  favor  of  such  a 
provision. 

The  Comptroller  of  the  Currency  should  be  restricted  by  statute  in  his  au- 
thority to  approve  branches  of  national  banks,  in  addition  to  the  geographical 
limits  in  which  State  banks  can  have  branches,  as  at  present,  so  that  limita- 
tions a  State  may  place  on  drive-in  or  teller  windows  would  have  to  apply  to 
similar  stations  or  offices  of  national  banks  In  those  States. 
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Likewise,  I  am  of  the  opinion  that  the  ceiling  in  percentage  of 
city  or  area,  such  as  I  have  suggested  for  mergers,  that  la,  30  percent,  should  tp- 
ply  in  the  case  of  de  novo  branches  in  other  words,  no  banks  holding  SO  peraB 
of  the  deposits  of  the  area  in  which  it  is  authorized  to  operate  should  be  pa- 
mitted  to  establish  a  new  branch. 

Now  let  us  look  at  the  third  important  threat,  holding  company 
within  Its  home  State.  One  difficulty  In  securing  enactment  of  the  Ba 
ing  Company  Act  of  1956  in  the  form  it  was  originally  overwhelmingly 
by  the  House  of  Representatives  was  the  intensive  effort  on  the  part  of  the  ABA 
and  the  Federal  Reserve  Board  to  convince  the  Senate  Banking  and  Comae; 
Committee  that  holding  company  banking  was  not  essentially  branch  bankns. 


The  ABA  particularly  testified  at  length  as  to  the  differences  between  a  bi 
bank  and  a  separately  incorporated  bank  controlled  by  a  holding  company. 
representatives  of  the  Independent  Bankers  Association  held  that  these  dunt- 
ences  were  mainly  in  form  and  not  in  substance. 

In  the  March  issue  of  Banking,  there  appeared  an  Item  stating  that  a  court 
in  the  State  of  Georgia  held  that  holding  company  banking  and  branch  bankHf 
were  the  same.  Courts  in  several  other  States  have  held  the  same  thing.  Hsi 
the  American  Bankers  Association  recognized  the  obvious,  that  the  holdhf 
company  was  a  mechanism  for  evading  the  law  of  the  States  relative  to  branchs 
of  banks,  I  am  quite  sure  we  would  have  gotten  the  House- approved  SpencebQl, 
substantially  In  Its  original  form. 

We  realized  after  successfully  having  the  Douglas  amendment  prohibltng 
interstate  expansion  by  bank  holding  companies  adopted  by  the  Senate,  the  ND 
was  all  we  could  hope  for  at  the  time.  Striving  for  the  ideal  might  hive  neat 
that  legislation  would  have  been  delayed  as  our  opponents  counted  on  doing  ui 
thereby   we   would   have  been  defeated. 


We  knew  If  we  kept  well  organized,  and,  as  experience  proved  the  need,  tkt 
act  could  be  amended.  In  fact,  the  act  provides  that  within  2  years  after  It* 
enactment,  the  Board  of  Governors  shall  report  to  the  Congress  the  results  a* 
the  administration  of  the  act,  stating  what.  If  any,  substantial  difficulties  tt 
have  been  encountered  in  carrying  out  the  purposes  of  the  act,  and  any  reco 
mendatlons  as  to  the  changes  In  the  law  which  in  the  opinion  of  the  Board  woold 
be  desirable. 

I  think  we  can  expect  the  holding  companies  will  make  every  effort  to  briaf 
about  a  softening  of  the  law.  We  must  be  ready  ourselves,  at  the  proper  asn 
to  support  amendments  that  will  strengthen  the  act 

SUGGESTED  AMENDMENTS 

The  first  of  these  amendments  would  be  a  definite  restriction  on  the  evsi 
of  the  State  branch  banking  laws  through  the  holding-company  device,  such  if 
was  recently  attempted  in  New  York  State.  This  would  mean  adding  a  p» 
vision  essentially  similar  to  the  one  deleted  from  the  House-approved  Speun 
bill,  as  follows: 

"Nor  will  It  be  lawful  for  any  bank  bodling  company  or  subsidiary  thereof 
to  acquire,  directly  or  indirectly,  any  shares  In  a  bank  In  any  area  within  Its 
home  State  except  in  the  same  geographical  area  in  which  a  bank  located  la  Us 
same  city  In  which  the  bank  holding  company  has  Its  principal  place  of  limine* 
could  lawfully  establish  a  branch  of  such  bank." 

A  second  amendment.  In  my  opinion,  would  be  a  provision  to  Mature  the  re- 
quirement which  also  was  In  the  House-npproved  Spence  bill,  that  the  IWenl 
Reserve  Board  would  have  to  accept  as  final  any  disapproval  by  the  Stabs  anper- 
vlsory  authority  as  to  the  acquisition  of  stock  in  a  State  bank,  and  by  ttt 
Comptroller  of  the  Currency  as  to  the  acquisition  of  stock  In  a  national  bank. 

I  am  not  saying  these  are  tbe  only  changes  In  the  Bank  Holding  Compnj 
Act  of  lO.'ifi  that  should  be  advocated,  but  these  are  the  ones  that  primarily  en 
necessary  to  prevent  the  further  evasion  of  branch  banking  restrictions  sal 
lor  tbe  preservation  of  Independent  banking. 
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Now  we  come  to  the  third  P.  T.  F. :  Finish  the  fight  for  Independent  b 

To  my  way  of  thinking,  we  are  fighting  on  S  fronts,  and  on  all  3  fronts,  we 
need  to  act  and  act  quickly : 

At  the  national  level,  we  need  congressional  action  on  merger  legislation  and 
Bank  Holding  Company  Act  amendments. 

At  the  State  level,  we  must  hold  the  line  against  extension  of  branch  banking 
areas  and  secure  enactment  of  State  merger  and  holding  company  laws. 

At  the  banking  level,  we  need  more  Intensive  organization. 


Not  that  I  minimize  oar  strength.  This  organization  has  proved  its  strength 
and  has  established  its  standing.  But,  our  first  problem  Is  to  arouse  all  inde- 
pendent bankers.  There  are  6,000  more  banks  that  should  be  In  this  fight. 
With  strong  representation  in  a  State,  It  will  be  a  lot  easier  to  secure  enactment 
of  State  laws  to  regulate  mergers  and  bank  holding  companies.  With  effective 
State  laws  on  the  books,  it  will  be  easier  to  get  congressional  action. 

No  job  Is  hard  when  we  can  break  it  down  into  small  parts.  To  double  the 
membership  merely  means  that  each  member  should  undertake  to  secure  one 
new  member,  that's  all.  Just  one  new  member.  If  those  present  today  will  do 
this  it  will  add  substantial  strength  to  your  organization.  If  there's  the  will. 
It  can  be  done. 

Don't  fool  ourselves.  We've  got  to  face  these  undermining  attacks  on  inde- 
pendent hanking  with  our  eyes  wide  open.  We've  got  to  make  decisions  like 
grownup  men,  men  who  are  confident  that  what  we  represent  is  In  the  public 
interest  that  the  business  In  which  we  are  engaged  has  been  a  mighty  factor  in 
the  growth  and  prosperity  of  our  country,  and  can  continue  to  be  so.  We  are 
not  playing  for  marbles.  The  future  of  free  enterprise  and  our  Independent 
banking  system  Is  at  stake. 

You  bankers  are  the  leaders  in  independent  banking.  If  you  were  not  inter* 
ested,  yon  would  not  be  here.  But,  the  passive,  gentle  sort  of  an  Interest  will 
not  win  this  battle.  Every  bit  of  support,  every  bit  of  strength  you  gave  to  the 
independents'  fight  to  secure  bank-holding  company  legislation  needs  to  be 
doubled  and  tripled.    Remember,  the  best  defense  is  a  strong  offense. 

Let's  face  the  facts,  tackle  first  things  first  and  finish  the  fight  for  independ- 
ent banking. 

Mr.  Anderson.  Mr.  Martin,  I  have  been  reading  your  testimony 
before  this  committee,  and  I  have  reread  all  of  your  testimony  before 
the  Senate  committee,  and  the  testimony  of  Governor  Robertson  be- 
fore the  Senate  committee  in  January  and  February  of  this  year. 

Yesterday  you  indicated  that  members  of  your  Board  might  appear 
before  our  committee  later,  but  that  in  general  your  policies  Were 
pretty  much  alike.  ! 

Would  you  say  that  the  testimony  that  Governor  Robertson  gave 
before  the  Senate  committee  pretty  well  presented  views  that  you 
accept  and  go  along  with  ? 

Mr.  Martin.  The  testimony  which  Governor  Robertson  gave  be- 
fore the  Senate  committee  and  the  testimony  which  I  have  given 
before  this  committee  were  approved  by  the  entire  Board.  In  other 
words,  I  speak  for  the  Board  so  far  as  this  testimony  is  concerned, 
and  Governor  Robertson  was  doing  the  same  on  the  other  side. 

Mr.  Anderson.  Then  could  I  clarify  or  reiterate  the  position  which 
I  judge  you  take  on  some  of  the  specific  sections  of  the  bill  ?  :  ■'; 

With  respect  to  section  20,  then,  the  provisions  for  issuance  of  pre- 
ferred stock,  I  would  judge  that  you  feel  that  preferred  stock  should 
be  issued  only  under  exceptional  or  unusual  circumstances? 

Mr.  Martin.  That  is  correct,  Mr.  Anderson. 

Mr.  Anderson.  And  even  after  the  presentation  that  Governor 
Robertson  made  before  the  other  committee,  the  bill  that  came  to  us 
from  the  Senate  simply  used  the  words  "most  practicable"  in  referring 
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to  the  circumstances  under  which  preferred  stock  may  be  issued  bj 
the  national  banks. 

There  is  quite  a  strong  feeling  that  a  better  wording  would  be  that 
suggested  by  the  Comptroller  of  the  Currency,  namely,  "the  oak 
practicable  method,"  and  that  this  should  lie  the  criterion  for  decid- 
ing whether  or  not  preferred  stock  should  be  issued. 

Do  you  agree  that  the  words  "only  practicable  method"  would  be 
satisfactory  from  vour  viewpoint  i 

Mr.  Martin.  Mr.  Anderson,  1  can't  truthfully  say  that  I  know 
enough  about  that  to  1*>  certain  that  that  is  correct,  but  I  will  ask  Mr. 
Hexter,  if  he  will,  to  comment  on  the  wording. 

Mr.  Hexter.  Mr.  Anderson,  needless  to  say,  this  mutter  is  one  with 
which  the  Comptroller  of  the  Currency  is  best  acquainted,  relating  is 
it  does  to  banks  under  his  supervision  and  not  to  the  active  super- 
vision of  the  Board. 

Was  the  language  you  referred  to  language  recommended  by  the 
Comptroller? 

Mr.  Axdfjwon.  The  Comptroller  mid  that  either  word  wns  agree- 
able with  him,  but  he  also  stated  that  if  we  wanted  to  limit  it  to 
n nu sua!  circinnslanceSj  that  the  word  ''only"  rather  than  "most" 
would  be  the  more  restrictive,  of  course- 
Mr.  Martin.  Well,  I  would  go  along  with  the  Comptroller  on  tint, 
although  I  have  not  studied  that  language  too  carefully,  to  know  why 
we  disagreed  with  that,  if  we  did. 

Mr.  Andehson.  1  don't  believe  there  is  any  disagreement. 

Mr.  Mabtin.  You  would  just  have  it  more  restrictive.  And  I  think 
the  Comptroller's  suggested  language  is  more  restrictive. 

Mr.  Ani>ki;son.  Perhaps  I  should  review  again  the  situation.  The 
Comptroller  said  that  the  wording  of  the.  hill,  which  is  "most  practi- 
cable method"  was  agreeable  to  him,  but  he  also  said,  and  I  am  going  to 
ask  whether  you  agree,  (lie  Comptroller  said: 

Wo  believe  that  under  the  liinguiiirc  of  the  hills,  the  Issuance  of  preferred  itork 
hy  national  bunks  Khuulri  be  approved  by  tbe  Comptroller  only  In  argent  or 
UHfiKnul  situations',  or  under  emergency  conditions. 

That  is  what  the  Comptroller  says. 

Mr.  Mabtin.  1  agree  with  the  Comptroller  on  that. 

Mr.  Anderson.  Then  in  a  letter  to  me,  dated  Julv  29,  lie  says- 
alt  hough  he  says  that  either  wording  is  agreeable  to  him,  he  says: 

The  lunjniufH'  "only  i 


Our  choice  apparently  is  going  to  be  between  these  two  words. 

Mr.  Martin.  Well,  either  would  be  acceptable  to  me,  but  I  would  b» 
inclined  to  go  along  with  the  Comptroller  on  his  recommendation. 

Mr.  Milter.  Will  vou  yield.  General  ? 

Mr.  Axdekson.  If  I  may  without  losing  the  floor,  I  yield. 

Mr.  Mi'Ltkr.  Mr.  Clidney,  when  he  was  last  before  the  committee, 
also  indicated  that  if  the  committee  saw  tit,  he  would  not.  object 
to  the  language  being  changed  to  read  that  preferred  stock  may  he 
issued  only  in  unusual  circumstances.  lie  did  suggest  that  the  word 
'■emergency"  should  not  be  used  in  the  statute,  because  that  might 
alarm  |>oople  if  and  when  preferred  stock  were  issued,  hut  he  indicated 
also  that  he  would  have  no  objection  to  having  the  statute  specifically 
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Bay  that  the  issuance  may  be  limited  to  "unusual  circumstances." 
Would  you  agree  with  that? 

Mr.  Martin.  I  would  agree  with  that. 

Mr  Mtjlteh.  Thank  you,  General. 

Mr.  Andersox.  Mr.  Martin,  I  realize  that  these  questions  with  re- 
spect to  title  I  do  come  primarily  under  the  Comptroller,  but  both 
you  and  Governor  Robertson  have  testified  previously  with  respect  to 
title  I,  and  so  on  these  2  or  3  sections  in  which  I  was  particularly 
interested,  I  would  like  to  get  your  views- 
Mr,  Martin.  Fine. 

Mr.  Anderson.  Now,  with  respect  to  section  31  (a)  (9),  the  stock- 
option  plan,  I  believe  that  the  general  presentations  by  the  Reserve 
Board  have  not  been  favorable  to  this  use  of  the  stock  option  plan. 

Would  you  want  to  recap  your  position  with  respect  to  the  desira- 
bility of  stock  options  for  employees? 

Mr.  Martin.  I  don't  think  we  commented  on  fliis,  but  I  will  ask 
Mr.  Hester  to  confirm  my  view  on  that. 

Mr.  Hexter.  Mr.  Anderson,  did  you  state  a  moment  ago  that  the 
Board — did  you  ask  Mr.  Martin  to  confirm  the  Board's  position  on 
that? 

Mr.  Anderson.  To  confirm  or  restate  his  position. 

Mr.  Hexter.  Has  the  Board's  position  been  stated  ? 

Mr.  Anderson.  Not  officially.  At  the  beginning  of  this  discussion 
I  raised  the  question  of  whether  or  not  Mr.  Robertson,  in  the  Senate 
hearings,  spoke  for  the  Board,  and  Mr.  Martin  said  that  in  general 
he  believed  that  that  had  been  cleared  by  the  Board,  and  Mr.  Robert- 
son in  his  testimony  questioned  the  desirability  of  issuing  preferred 
stock,  excepting — no,  we  have  gone  on  now  to  the  matter  of  cumula- 
tive voting.  Mr.  Robertson  presented  the  viewpoint  that  the  Federal 
Reserve  favored  the  continuance  of  our  present  plan  of  cumulative 
voting. 

Mr.  Hexter.  Yes,  sir,  that  is  a  different  point  from  the  stock-option 
point  you  mentioned. 

Mr.  Anderson.  Yes,  sir.  Since  we  are  on  it  may  we  settle  the 
question  of  cumulative  voting. 

Mr.  Martin.  I  would  conhrm  Governor  Robertson's  view  on  that. 

Our  feeling  is  that  you  can  make  a  case  on  both  sides  of  the  ledger 
on  cumulative  voting,  but  that,  as  a  general  practice,  we  think  that 
it  should  be  maintained. 

If  the  Congress  thinks  that  the  use  of  it  has  been  such  as  to  warrant 
its  discontinuance,  the  Board  wouldn't  have  a  strong  feeling  about 
it,  but  we  think  that,  generally  shaking,  cumulative  voting  is  sound. 

Mr.  Anderson.  That  was  section  26. 

Now,  could  we  return  to  section  31  ? 

Returning  again  to  the  stock-option  plan,  Mr.  Robertson  opposed 
the  stock-option  plan,  and  suggested  that  it  be  dropped  from  the 
committee  bill  and  made  the  subject  of  a  separate  study,  for  possible 
consideration  in  more  extended  hearings  at  a  later  time. 

Mr.  Martin.  Well,  his  comment,  Mr.  Anderson,  was  the  feeling 
on  the  part  of  the  Board  that  not  enough  study  had  been  given  to  this 
question.  lie  didn't  want  to  opix>se  it  or  take  a  position  either  way, 
but  I  think  his  suggestion  was  that  it  would  be  better  dropped  at  the 
moment. 
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*•  The  Chairman.  The  American  Bankers  Association  has  opposed 
cumulative  voting ;  has  it  not  % 

Mr.  Martin.  They  have,  and  I  have  the  greatest  respect  for  the 
American  Bankers  Association. 

The  Chairman.  The  Independent  Bankers,  also. 

Mr.  Martin.  I  have  the  greatest  respect  for  both  of  them.  But  in 
this  instance  I  think  they  are  wrong. 

The  Chairman.  I  notice  that  the  Bankers  Association  of  Kentucky 
favors  the  change. 

Mr.  Martin.  I  don't  deny  that  at  all. 

The  Chairman.  I  don't  think  that  we  could  deny  the  principles  of 
cumulative  voting  as  a  means  to  give  a  minority  some  voice.  But  if 
it  has  been  generally  misused  to  get  people  on  the  boards  of  banks  that 
are  hostile  to  the  best  interests  of  banks,  and  are  merely  there  to  make 
trouble,  that  is  another  thing. 

It  seems  to  me  to  be  a  matter  on  which  one  side  outweighs  the  other. 

Mr.  Martin.  I  agree  with  you,  Mr.  Chairman. 

I  will  ask  Mr.  Hexter  to  comment  on  the  frequency  of  use  of  cumu- 
lative voting  if  you  will  permit  it. 

The  Chairman.  Yes,  sir. 

Mr.  Hexter.  Mr.  Spence,  a  surprisingly  large  number — the  entire 
number  of  such  cases  that  come  to  public  attention  are  relatively  few, 
and  perhaps  a  substantial  number  of  those  few  cases  in  which  cumu- 
lative voting  becomes  a  public  issue,  indicate  that  cumulative  voting 
has  been  misused. 

But  it  may  be  that  that  creates  an  incorrect  impression  because 
under  the  present  law  the  minority  shareholders,  with  enough  votes 
to  cumulatively  elect  a  minority  of  directors,  will  frequently  be  per- 
mitted to  elect  those  directors  as  part  of  a  slate  including  the  majority, 
the  majority  realizing  that  the  minority  has  its  legal  right,  and  an 
arrangement  will  be  worked  out  and  the  minority  will  be  represented, 
and  there  will  be  no  necessity  for  exercising  the  cumulative  voting 


privilege. 
So  that 


So  that  it  may  well  be  that  in  many  cases  minority  representation 
occurs  because  of  cumulative  voting  s  existence,  where  there  is  no 
controversy  at  all.  Controversy  sometimes  arises  where  the  majority 
feels  the  minority  is  trying  to  do  something  adverse  to  the  institution. 

The  Chairman.  If  there  were  abuses,  who  would  have  the  knowl- 
edge of  the  abuses  ?     What  agency  of  the  Government  ? 

Mr.  Hexter.  I  presume  the  Comptroller  of  the  Currency. 

The  Chairman.  What  power  would  he  have  to  correct  them?  Sup- 
pose a  man  got  on  a  bank  board,  and  he  was  determined  to  use  his 
influence  not  for  the  best  interests  of  the  bank  but  for  some  other  pur- 
pose. He  might  be  connected  with  another  bank,  a  competitive  insti- 
tution. Suppose  that  type  of  man  got  on  the  board  and  used  his 
influence  to  injure  the  bank  rather  than  to  help  it  by  the  process  of 
cumulative  voting. 

What  remedy  would  the  Comptroller  have ;  what  power  would  he 
have  to  remedy  that? 

Mr.  Hexter.  In  the  case  of  national  hanks,  which  are  all  that  are 
involved  in  this  case,  the  Comptroller  of  the  Currency  has  authority 
under  section  30  of  the  Banking  Act  of  1933  to  institute  a  proceeding 
to  remove  any  director  who  continuously  engages  in  unsound  or  un- 
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safe  banking  practices,  and  in  my  judgment,  the  sort  of  practice  yoi 
describe  would  fall  within  that  category. 

The  Chairman,  Would  you  consider  his  interest  in  other  instira- 
1  ions  as  such? 

Mr.  Martin.  Yon  would  consider  all  aspects  of  the  individual  can 
on  an  ad  hoc  basis. 

I  don't,  want  to  minimize  the  difficulties  of  removing  someone  un- 
der section  30.  It  is  a  difficult  problem.  But  I  still  think  it  is  » 
remedy  that  could  be  invoked,  and  invoked  effectively  in  a  clear  cm 
of  misuse. 

The  Chairman.  How  many  directors  have  you  removed  for  causa 
such  as  you  mentioned? 

Mr.  Martin.  How  many  have  we  removed? 

The  Chairman.  Yes,  sir.  Ho  you  have  a  record  of  how  many 
have  been  removed  i 

Mr.  Martin.  Do  you  want  to  comment,  Mr.  Hexter? 

Mr.  Hkxtkk.  There  have  been  proceedings  started  by  the  Comp- 
troller of  the  Currency  in  a  few  cases.  Whether  they  have  gone  on 
to  actual  removal  in  more  than  a  very  few  cases,  I  am  not  certain,  but 
there  have  been  withdrawals  of  directors  when  proceedings  like  that 
have  been  instituted. 

The  Chairman.  How  are  those  cases  tried  ? 

Mr.  IIextkr.  They  are  proceedings  before  the  Board  of  Governors. 

In  the.  case  of  national  hank  directors,  the  Comptroller  of  the  Cur- 
ivncy  cites  the  director  to  the  Board  of  Governors,  enumerating  tha 
unsound  or  unsafe  practices  in  which  he  has  been  engaging,  and  tha 
Board  of  Governors  conducts  a  proceeding  to  determine  whether  the 
charges  are  well  founded. 

In  the  event  they  are  found  to  be  correct 

The  Chairman.  ( )ral  examination,  affidavits,  or  what? 

Mr.  I  Ikxtkr.  It  is  a  hearing,  Mr.  Chairman. 

The  Chairman.  Hearings? 

Mi. Hkxtkk.  Yes, sir. 

The  Chairman.  They  come  to  Washington  for  the  hearing?  They 
are  not  heard  locally,  are  they? 

Mr.  Hkxtkk.  It  would  be  held  under  the  Administrative  Procedure 
Act  at.  the  place  most  convenient,  to  the  parties,  balancing  all  interests 
in  that  connection.  It  might  be  in  Washington  or  it  might  seem  mora 
appropriate  to  have  it  in  the  city  in  which  the  bank  is  located. 

The  Ch  human.  With  reference  to  the  banks  that  are  not  national 
hunks,  do  you  know  whether  there  is  any  provision  for  the  removal 
of  directors? 

Mr.  Hkxteh.  Seel  ion  *!*>  of  the  Banking  Act  of  1033  applies  also  to 
directors  and  oflicei-s  of  State  member  banks. 

In  that  case,  the  citation  to  the  Board  of  Governors  is  made  by  tha 
Federal  Reserve  agent  of  the  district  in  which  the  bank  concerned  B 
located. 

The  Chairman.  How  about  the  State  hanks  that  are  not  member 
banks? 

Mr.  IIkxter.  I  am  not  acquainted  with  the  procedure  of  State  law 
for  that  purpose. 

The  Chairman.  Have  von  any  record  of  the  removal  of  director! 
for  causes  you  mentioned? 
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Mr.  Hester.  If  I  may  suggest  it,  the  Federal  Deposit  Insurance 
Corporation  might  well  have  information  on  State  laws  for  that 
purpose. 

The  Chairman*.  I  ain  speaking  about  the  directors  which  have  been 
removed  by  the  Board  of  Governoi-s  of  the  Federal  Reserve  System. 

Mr.  Hexter.  I  have  not  been  with  the  Board  a  great  many  years, 
but  I  do  not  recall  having  heard  of  any  proceeding  in  which  it  went 
to  the  point  of  actual  removal  of  a  director  for  continued  unsafe  or 
unsound  practices. 

Mr.  Brown.  Will  you  yield,  Mr.  Anderson  ? 

Mr.  Anderson.  I  yield  to  Mr.  Brown. 

Mr.  Brown.  Doesn't  the  FDIC  have  some  authority  in  connection 
with  the  directors  and  officers  of  insured  banks  ? 

'  Mr.  Martin.  The  FDIC  has  complete  supervision  of  insured  banks 
which  are  not  members  of  the  Federal  Reserve  System  or  are  not 
national  banks. 

The  FDIC  Act  would  then  apply  to  them.  Mr.  Brown,  and  we  would 
not  be  involved. 

Mr.  Brown.  That  is  what  I  thought.  The  FDIC  can  turn  down 
an  application  unless  they  are  satisfied  with  the  officers  and  directors 
of  a  oank  ? 

Mr.  Martin.  They  can,  indeed. 

Mr.  Brown.  I  think  they  have  done  a  good  job  along  that  line,  too. 

Mr.  Betts.  Will  you  yield,  Mr.  Anderson  % 
•     Mr.  Anderson.  I  yield  to  Mr.  Betts. 

Mr.  Betts.  I  directed  practically  the  same  question  to  Mr.  Robert- 
son, and  it  was  his  belief  that  the  first  warning  was  sufficient  to  correct 
abuses.  And  he  used  that  as  an  explanation  of  why  there  had  not  been 
more  actions  on  the  part  of  the  Federal  Reserve  to  dismiss  or  remove 
officials  of  banks. 

Mr.  Martin.  I  am  afraid  I  didn't  hear  you,  Mr.  Betts. 

Mr.  Betts.  Governor  Robertson,  as  I  recall,  said  that  the  first  warn- 
ings serve  the  purpose,  and  that  there  was  no  need  to  follow  through 
with  action  to  remove  the  directors. 

Mr.  Martin.  That  is  definitely  correct,  and  I  can  say  that  in  the 
last  few  years  I  know  of  a  number  of  cases  where  is  hasn't  even  gone 
to  that  point.  The  mere  thought  that  a  warning  might  come  has 
been  sufficient  to  deter  an  individual. 

Mr.  Anderson.  Mr.  Martin,  we  have  been  asking  questions  about 
title  I,  which  is  the  sphere  of  the  Comptroller  of  the  Currency,  and  I 
find  your  testimony  and  that  of  the  Comptroller  agree  on  these  sec- 
tions iu  which  I  am  particularly  interested. 

Mr.  Gidney,  the  Comptroller,  has  also  testified  in  your  category, 
under  title  II,  and  I  wonder  if  you  will  still  agree  there  with  respect 
to  section  33  (b)  (3)  concerning  the  use  of  Reserve  funds  for  the 
replacement  of  capital. 

I  believe  Mr.  Gidney  thought  that  was  not  a  particularly  wise  pro- 
vision. 

What  would  be  your  reaction  to  that  section  of  the  bill  \ 

Mr.  Martin.  That  is  our  position,  also,  Mr.  Anderson. 

Mr.  Anderson.  Would  you  comment,  just  briefly,  to  make  your 
position  clear?    Your  reasons? 
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Mr.  Martin  (reading)  : 

Under  present  law,  a  holding  company  affiliate  la  required  to  maintain  certab 
reserves  of  readily  marketable  assets,  and  this  requirement  has  been  Interpreted 
as  meaning  that  each  of  several  holding  company  affiliates  of  the  name  men" 
banks  must  maintain  the  statutory  reserve.  The  bill  would  make  it  pom 
where  such  a  multiple-holding  company  exists  for  one  of  the  holding  comnamsi 
to  carry  the  required  reserve,  provided  It  Is  designated  for  that  purpose  by  dm 
board  and  provided  the  designated  company  directly  or  indirectly  owns  or  eon- 
trols  the  stock  of  the  affiliated  banks. 

That  isn't  your  point,  though,  is  it  ? 

Mr.  Anderson.  Doesn't  that  section  in  some  respects  permit  the 
use  of  reserve  funds  for  replacement  of  capital  ! 

Mr.  Martin.  In  case  of  the  affiliates !     I  don't  think  so. 

The  Board  questions  whether  the  proposed  broadening  of  this  provision  t» 
permit  the  reserves  to  be  used  for  capital  additions  would  be  consistent  wltk 
the  purposes  of  the  law,  since,  if  It  were  used  in  normal  times  for  ouch  jimnnssi . 
it  might  well  become  depleted  and  not  be  available  when  it  would  be  needed  Is 
unusual  circumstances,  in  order  to  maintain  the  sound  condition  of  the  hohHsg 
company  affiliates  subsidiary  banks. 

Mr.  Anderson.  That  is  the  point  I  wanted  to  bring  out. 

Mr.  Martin.  That  is  the  view  of  the  Board. 

Mr.  Anderson.  You  do  not  regard  that  provision  as  in  the  best  in- 
terests of  the  bank's  system! 

Mr.  Martin.  Wb  question  it ;  that  is  correct,  sir. 

Mr.  Anderson.  Those  are  all  of  the  substantive  questions  with  re- 
spect to  particular  sections  that  I  have  of  the  bill,  but  in  going  over 
the  testimony  which  you  have  previously  given  before  this  committee, 
one  specific  question  regarding  your  testimony  on  the  cost  of  money  to 
the  Government : 

I  believe  you  testified  that  the  cost  of  money  over  a  recent  period 
of  years  had  increased  from  an  average  of  about  2  percent  to  about 
3  percent,  the  average  cost  of  money,  and  I  believe,  in  giving  the 
8  percent  figure,  you  indicated  that  it  was  that  low  only  because 
included  in  the  average  was  a  substantial  number  of  Government  obli- 
gations dating  back  to  low-interest  days. 

Is  there  some  way  we  could  arrive  at  a  figure  which  I  presume  would 
be  somewhat  higher  than  the  3  percent  for  the  actual  cost  of  money 
to  the  Government,  on  an  average,  taking  into  consideration  all  the 
different  types  of  securities  which  they  have — the  longer  term,  which 
are  not  now.  of  course,  being  refinanced,  as  well  as  the  shorter  term! 

Mr.  Martin.  I  don't  know  any  way  you  could  get  a  figure,  Mr. 
Anderson,  because  this  is  a  money  stream  that  we  are  talking  about, 
mid  t  lie  flow  of  that  stream  is  such  that  you  could  take  the  high  point 
or  you  could  take  the  low  point,  and  average,  and  I  assume  that  this 
stream  is  not  going  to  be  static    It  is  going  to  move  up  and  down. 

At  the  present  time  it  is  cresting  in  a  higher  area  than  it  has  for 
sonic  time.  I  don't  remember  whether  it  was  2  percent  or  8 
percent.  I  think  it  is  a  little  bit  less  than  that.  But  when  you  try 
to  get  an  average  on  what  it  will  be,  you  are  projecting  into  the 
future,  and  I  wouldn't  want  to  make  any  prediction  on  that. 

Mr.  Anderson.  There  is  an  actual  way — I  dont  know  whether  it 
is  practical  or  whether  it  would  be  difficult — but  you  certainly  could 
make  an  estimate  of  what  it  would  cost  you,  taking  the  current  rates 
you  would  have  to  pay  on  different  lengths  of  obligations,  to  pay  the 
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interest  on  our  entire  national  debt  if  it  were  to  be  refinanced  at  the 
present  existing  interest  rates  for  the  same  period  of  years. 

I  realize  if  you  attempted  to  do  that,  you  would  quickly  change  the 
level  of  the  stream,  and  you  wouldn't  be  able  to  arrive — wouldn't 
actually  be  able  to  make  the  transfer,  but  statistically  you  could  say 
what  it  would  cost  to  finance  our  national  debt  if  it  were  financed  at 
the  currents  rates  prevailing  for  the  existing  types  of  obligations  that 
make  up  our  national  debt. 

Have  I  made  the  statistical  way  in  which  it  could  be  done  clear! 

Mr.  Martin.  Yes,  air;  I  think  you  have  made  the  way  clear,  but  I 
would  question  the  statistical  results. 

Mr.  Anderson.  You  don't  think  it  would  have  any  significance? 

Mr.  Martin.  No,  sir;  I  don't.  I  think  it  would  be  a  projection;  re- 
constituting the  entire  framework  of  the  debt  in  terms  of  a  given 
moment,  and  I  don't  believe  you  can  stop  the  stream  at  any  given 
moment. 

Mr.  Anoerson.  Yes,  sir;  it  would,  but  of  course,  if  we  wanted  to 
carry  your  analogy  a  little  bit,  you  can  predict  the  course  of  a  stream, 
too,  by  taking  readings  at  the  upstream  points  and  by  getting  the 
depths  of  snow,  and  so  on.  A  statistical  reading  taken  at  this  time 
certainly  would  have  a  significance,  and  shoula  present  conditions 
continue,  would  indicate  what  we  might  expect  over  a  period  of  time. 

Mr.  Martin.  Yes,  sir,  but  we  would  have  to  know  where  the  source 
came,  you  see,  and  that  is  where  you  get  into  the  whole  spending  and 
saving  stream,  and  I  don't  know  how  you  can  statistically  isolate  any 

Soint  of  that  without  reconstituting  the  whole  business  fabric.  I  just 
ont  see  how  it  can  be  done. 

Mr.  Anderson.  Wouldn't  we  get  a  picture  of  what  is  happening 
to  our  financial  fabric  if  we  did  do  statistically  what  I  have  just  sug- 
gested. Perhaps  it  isn't  quite  clear  yet.  What  I  am  suggesting  is 
that  if  you  took  all  of  your  60-day  obligations  of  a  certain  type,  and 
you  said  we  had  so  many  millions  or  hundreds  of  millions  or  billions 
of  this  category,  and  so  many  10-year,  and  so  many  5-year,  so  many 
savings  bonds  at  this  rate  of  interest — if  we  took  those  numbers  of 
millions  of  dollars  and  they  would  add  up  to  our  present  debt — it 
would  simply  be  necessary  to  multiply  that  by  the  currently  being 
paid  rate  of  interest  for  each  class  of  obligation  in  order  to  come  up 
with  a  figure,  which  would  be  the  cost  of  servicing  our  national  debt 
should  the  present  conditions  remain  unchanged — should  the  present 
rates  of  interest  continue.  That  is  just  statistical.  It  doesn't  involve 
anyguesses. 

Would  that  be  difficult!     That  would  be  my  first  question. 

Are  there  so  many  categories,  and  so  many  types,  and  is  the  present 
interest  rate  obscure  in  the  case  of  some  of  those  types  so  that  it  would 
be  difficult  to  arrive  at  such  a  statistical  figure ! 

Mr.  Martin.  I  think  you  could  make  certain  assumptions,  and  you 
could  work  that  out  precisely  on  a  statistical  basis,  but  I  don't  know 
how  you  can  assume  that  you  would  reconstitute  the  maturities  and 
the  levels  of  the  debt  into  the  present  categories. 

You  see,  here  you  have  a  90-day  piece  of  paper.  Here  you  have  a 
8-year  piece  of  paper,  and  here  you  have  a  30-year  piece  of  paper. 
If  you  wanted  to  reconstitute  the  entire  debt  as  of  a  given  moment 
into  a  pro  rata  relationship  of  those  particular  maturities,  each  one 
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of  those  is  an  individual  market  that  has  been  tailored  at  a  given  time. 
and  a  contract  for  maturity  has  been  given. 

Now.  how  would  von  take  the  whole  debt  and  reconstitute  it  in  those 
terms  when  it  may  have  started — this  has  been  a  moving  picture  which 
has  been  going  on.  now,  for  a  given  number  of  veal's,  ana  the  heart  of 
the  problem  here  is  debt.  The  fact  that  we  have  this  debt  and  ban 
to  manage  it  is  the  heart  of  the  problem. 

Mr.  AxuersOX.  Yes,  sir:  I  realize  that,  but  mathematically  it  TOT 
frequently  gives  you  an  insight  into  the  whole  problem  if  you  do 
project  the  pit-sent  circumstances  over  the  whole  field.  Statistical]}*, 
you  would  agree  it  could  be  done. 

Might-  I  ask  if  you  could  tell  me  whether  it  would  be  a  simple 
problem?  1  don't  want  to  ask  for  something  that  would  involve  too 
much  work  on  the  part  of  vour  staff. 

Mr.  Martin.  I  don't  think  it  would  be  a  simple  problem. 

What  would  you  sav,  Mr.  Thomas  ? 

Mr.  Thomas  works  in  this  area  considerably. 

Mr.  Thomas.  As  a  mathematical  exercise,  it  might  be  feasible,  but 
there  are  a  lot  of  complications  which  would  be  involved. 

Let's  take,  for  example,  the  3  percent  bonds  of  1995,  which  now  sell. 
on  a  'A\i,  or  better  interest  rate  level  in  the  market.  If  you  issued* 
3 jwrcent  bond  right  now,  of  that  maturity,  whether  you  could  sell  it 
at  SVs <>I'  ■*  or  ^Vi  jwrcent,  no  one  knows. 

Another  complication  is  that  there  are  a  lot  of  special  issues  of  the 
Federal  (juveriinient  agencies  which  have  different  rates  of  interest 
attached  to  them.  Some  of  them  are  tied  in  with  the  average  rate  on 
all  outstanding  bonds  that  are  over  1  year,  for  example.  Ofliers  htw 
statutory  rates  apply  to  them,  and  there  would  be  a  difficult  question 
involved  in  (hose. 

To  some  extent  those  interest  rates  go  up  as  the  general  cost  of  the 
debt  goes  up,  to  some  extent,  but  there  is  quite  a  lag,  of  course. 

It  would  involve  a  lot  of  very  unreal  assumptions,  let's  say. 

Mr.  AxitKitsox.  I  would  judge  from  your  1  clause,  there,  that  von 
i-ouldn't  (ell  whether  a  specific  issue  coul'd  he  floated  at  8 V&  or  4  or  4%. 
that  you  feel  that  your  assumptions,  then,  would  be  so  general  that  the 
final  figure  would  not  be  significant  or  accurate. 

Mr.  Thomas.  That  is  right. 

Mr.  P atm ax.  Will  you  yield,  General  Anderson  ? 

Mr.  Andkrson.  If  I  may  without  losing  the  witness. 

Mr.  Patmax.  The  4  percent  issue  recently,  callable  in  2  years  it 
the  option  of  the  holder,  was  a  note  instead  of  a  bond,  was  it  not,  Mr. 
Thomas? 

Mr.  Thomas.  That  is  right :  anything  less  than  5  years  is  a  note. 

Mr.  Patmax.  Isn't  it  a  fact  that  this  is  the  highest  rate  that  a  note 
has  carried  since  about  1923  or  1924? 

Mr.  Thomas.  I  read  that  in  the  paper.     I  haven't  checked  it  up. 

Mr.  Patmax.  Will  you  check  it  and  find  out  for  sure? 

Mr.  Thomas.  Very  well. 

(The  informal  ion  requested  above  is  as  follows:) 

Marketable  Treasury  notes  (excluding  special  Issues  to  Government  a-gem-M 
and  trust  funds)  were  issued  In  1921  nt  5%  and  5%  percent,  In  1922  at  4^4  aai 
4*i  percent,  nnd  in  1923  at  4%  and  4%  iiercent.  Interest  on  these  notes  wu 
exempt  from  payment  of  the  normal  income  tax. 

Following  this,  nn  further  notes  were  issued  until  those  nf  1927  and  IBS 
hearing  3'/i  percent  rates,  also  exempt  from  the  normal  tax.      The  next  imat 
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©f  notes  sold  in  1931  bore  a  coupon  rate  of  3>4  percent,  which  was  fully  tax 
exempt.  Subsequent  issues  bore  lower  rates  until  11)57.  Interest  on  all  Gov- 
ernment securities  issued  since  early  1941  has  been  fully  taxable.  Hence  cur- 
rent coupon  rates  are  not  strictly  comparable  with  those  issued  prior  to  1941. 

Mr.  Anderson.  Then  you  would  say,  Mr.  Martin,  that  probably 
the  figure  that  you  previously  gave  of  approximately  3  percent  as 
the  current  average  rate,  averaging  in  your  long-term  obligations,  is 
about  as  accurate  a  figure  as  you  can  give  for  the  cost  of  money  to 
the  United  States  Government. 

Mr.  Martin.  I  think  it  is  as  good  a  gness,  probably,  as  I  might 
make  at  the  present  time.  The  actual  figure  Mr.  Thomas  gives  me  is 
2.72. 

Mr.  Thomas.  In  April.     It  may  be  a  little  higher  now,  sir. 

Mr.  Anderson.  That  is  the  average,  including  the  money  which 
has  been  borrowed  a  long  time  ago.  If  we  obligate  the  Government 
for  additional  debt,  that  money  cannot  be  raised  for  that  figure,  can 
It! 

Mr.  Martin.  That  is  correct. 

Mr.  Anderson.  Do  you  have  any  figure  that  could  be  used  ? 

You  see,  we  are  figuring  REA  s  and  other  types  of  investment 
which  must  be  repaid,  and  if  it  is  projected  that  the  Government  be 
paid  a  rate  of  interest  to  repay  them,  if  the  cast  of  money  that  the 
Government  must  go  out  and  get  is  higher  than  what  you  give  as  the 
cost  of  money  to  the  Government,  2.72,  we  are  not  in  a  position  to 
make  the  most  proper  decision  in  the  case  of  some  of  these  additional 
investments. 

Is  that  right? 

Mr.  Martin.  That  is  correct. 

Mr.  Anderson.  So  do  you  have  any  other  figure  as  to  cost  of  money 
to  the  Government  * 

Mr.  Martin.  No;  the  latest  figure  we  can  give  you  is  on  the  note 
that  Mr.  Patmaii  has  just  referred  to,  which  is  4  percent.  That  is 
the  latest  figure  that  we  have  in  the  market. 

Mr.  Thomas.  And  the  current  Treasury  bills,  3-month  Treasury 
bills,  are  around  ZV3  percent  now. 

Mr.  Martin.  Treasury  bills  this  week  went  at  3.36. 

Mr.  Anderson.  Yes ;  I  think  that  set  of  figures  is  probably  sufficient- 
ly adequate  for  my  purpose. 

I  have  one  more  subject  I  would  like  to  discuss  with  you  briefly. 
In  your  previous  testimony,  including  a  discussion  with  the  chairman 
of  this  committee,  I  believe,  you  discussed  high  interest  and  control 
of  inflation. 

In  that  connection  we,  reading  the  testimony,  would  judge  that  all 
of  your  justifications  for  high  interest  are  based  on  classical — I 
almost  said  old-fashioned — economic  models,  in  which  you  assume  that 
not  only  money  works  on  a  supply-and-demand  basis — and  we  can  all 
see  how  readily  and  easily  money  does  work  on  the  classical  economic 
basis — but  you  assume  that  the  goods  for  which  that  money  is 
exchanged  also  operates  on  the  classical  economic  basis. 

But  that  certainly  is  not  true  in  our  economy  today,  because  that 
basis  assumes  that  when  things  are  in  an  oversupply  the  prices  are 

King  to  drop  until  somebody  is  willing  to  buy  them,  and  yet  if  we 
»k  either  at  consumer  goods* — automobiles,  of  which  we  were  going 


,yGoogIe 


420  FINANCIAL   mSTITCTIONB    ACT    OF    1957 

to  produce  1  million,  and  are  not  only  going  to  produce  5  or  6  million; 
or  basic  production  like  steel,  which  could  operate  at  100  ox 
liiO  percent  of  capacity,  and  is  only  operating  at  80  percent  of  ea- 

Sacity — we  see  that  the  price  of  these  goods  does  not  drop  what 
emand  decreases.  Your  operations  in  the  money  market  are,  perhaps 
correctly,  based  on  the  premise  that  interest,  the  cost  of  money,  dots 
go  down  if  there  is  more  money. 

The  prices  of  new  model  cars  are  going  up  $30  or  $40  in  the  face 
of  reduced  demand ;  the  price  of  steel  went  up  $6  a  ton  in  spite  of  tht 
fact  that  production  has  dropped  below  80  percent  of  capacity,  and 
yet  all  of  our  fiscal  policies  are  still  based  on  this  old-fashioned, 
classical  economic  model. 

All  of  your  discussions  before  the  committees  of  Congress  an 
based  on  control  of  inflation  and  keeping  prices  down  by  restricting 
the  amount  of  money  and  increasing  the  rate  of  interest. 

Could  you  make  some  comments  with  respect  to  the  fact  that  prion 
of  consumer  goods  don't  seem  to  respond  to  supply  and  demand  1  The 
fact  of  the  matter  is  that  prices  go  up,  even  when  demand  is  down. 

Mr.  Martin.  Well,  I  happen  to  believe,  Mr.  Anderson,  that  in  the 
short  run  you  may  have  administered  prices,  or  you  may  have  mean 
of  keeping  items  off  the  market  or  even  raising  prices.  For  a  abort 
period  of  time.  But  that  is  only  a  temporary  operation — that  in  the 
long  run  you  are  going  to  find  that  the  floodgates  of  supply  and 
demand  operate. 

Now  on  the  price  money,  I  think  the  same  applies  to  that,  I  want 
to  make  clear  what  I  repeatedly  say  up  here,  that  I  favor  as  low 
interest  rates  as  it  is  possible  to  have  without  contributing  to  in- 
flationary pressures. 

The  Federal  Reserve  is  never  trying  to  raise  interest  rates.  We  an 
never  trying  to  reward  anyone  or  penalize  anyone;  our  objectives  an 
stabil  ity. 

I  happen  to  be!  ieve  that  as  low  interest  rates  as  it  is  possible  to  have 
without  producing  inflationary  pressures  will  give  the  greatest  boost 
to  capital  formation,  which  is  what  all  of  us  want;  but  that  the  cost  of 
money  cannot  be  arbitrarily  prevented  from  responding  to  the  law 
of  supply  and  demand  under  conditions  of  full  capacity  and  full 
utilization  of  resources,  such  as  we  have  had  in  recent  years,  without 
arbitrarily  contributing  to  this  price  rise  that  you  are  talking  about. 

Now  the  problem  today,  as  I  see  it,  is  that  we  have  had  a  high  level 
of  activity  for  some  time,  and  there  are  no  basic  shortages  in  the 
economy  with  the  exception  of  the  shortage  of  savings;  but  this  high- 
level  activity  is  at  inflated  prices,  and  what  you  have  got  to  do  to  get 
demand  into  the  picture  is  to  not  let  borrowed  money  prevent  adjust- 
ments which  have  to  be  made  in  the  market. 

I  don't  ever  want  to  see  a  recession  come,  or  nny  decline  in  this 
economy.  I  would  like  to  have  us  all  happy  and  all  getting  richer 
and  all  better  off  all  the  time,  I  have  no  desire,  and  I  am  sure  the 
Federal  Reserve  has  no  desire,  to  at  any  time  say  that  at  a  given  point 
the  economy  ought  to  recede. 

But  so  far  we  haven't  yet  found  any  way  of  getting  around  the  fact 
that  the  old  principles — that  if  a  child  puts  its  hand  into  the  fire,  it  gate 
burned — can  be  discounted.  When  business  gets  an  imbalance  in  Hs 
cost-price  relationship  and  is  trying  to  pass  that  cost-pric©  along  to 
the  consumer,  at  some  point  the  consumer  balks.    He  may  balk  even 
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though  he  has  all  the  money  in  the  world,  and  the  law  of  supply  and 
demand  cannot  be  obviated  except  for  a  limited  period  of  time. 

To  say  that  that  is  old  fashioned,  or  classical.,  to  put  it  in  that  sense, 
to  me  that  is  not  quite  correct.  If  I  am  correct  in  my  basic  thesis,  those 
are  just  the  realities  of  our  everyday  activity,  and  the  Congress  or 
the  people  can  at  any  time  they  want  interfere  with  the  market  process, 
private  or  public.  Funds  can  be  used  to  interfere  with  the  market 
process.  But  they  can  only  do  it  for  a  limited  period  of  time,  and 
they  do  it  at  a  price,  and  in  the  long  run  the  price  gets  too  big,  fre- 
quently, to  support  whatever  level  they  are  after. 

In  the  case  of  our  money  supply,  we  have  an  obligation  to  con- 
tribute enough  money  for  the  growth  of  this  country,  hut  when  we 
see  the  growth  of  the  country  being  endangered  by  a  constant  rise 
in  the  cost  of  living,  I  come  back  to  the  point  that  I  have  made  before 
this  committee  repeatedly  in  my  last  six  appearances  here — I  think 
that  the  No.  1  economic  problem  that  the  country  is  facing  today  is 
the  cost  of  living,  and  I  think  we  have  to  come  to  grips  with  that. 
I  think  Congress  has  to  come  to  grips  with  it,  and  I  think  the  American 

gjople  have  to  come  to  grips  with  it.  I  think  the  Federal  Reserve 
oard  and  all  the  agencies  of  the  Government  have  to  come  to  grips 
with  it. 

Mr.  Anderson.  Do  you  see  any  indication  that  that  situation  is 
improving  when,  in  the  face  of  drastically  reduced  demands  for  steel, 
the  cost  of  steel  goes  up,  when  in  the  face  of  a  cut  in  the  demand  for 
farm  tractors  and  farm  equipment  to  approximately  50  percent  of 
what  it  has  been  in  the  past  years,  the  price  of  an  actual  piece  of  farm 
equipment  goes  up  from  20  to  50  percent;  do  you  see  any  basis  for 
thinking  that  our  managed  economy,  or  that  these  managed  prices 
are  going  to  respond  as  you  hope  they  will  ? 

Mr.  Martin.  Yes,  I  do.  It  is  a  slow  process,  Mr.  Anderson,  but 
I  still  have  a  great  deal  of  confidence  in  the  long-run  impact  of  the 
judgments  of  the  market,  and  I  think  they  are  at  work  today. 

I  think  that  we  would  have  considerably  more  inflation,  and  a  con- 
siderably higher  cost  of  living  today  if  we  had  not  pursued — I  am  not 
trying  to  boost  the  Federal  Reserve  now,  but  if  the  Federal  Reserve 
had  not  recognized  the  supply-demand  conditions  of  the  money  mar- 
ket, and  let  money  be  not  only  a  wage  to  the  saver,  which  it  is,  as  well 
as  a  cost  to  the  borrower,  but  reflect  the  supply  and  demand  forces. 

Now  how  much  higher  the  cost  of  living  would  be,  I  don't  know,  but 
that  it  would  be  higher  I  have  very  little  doubt  in  my  mind.  I  think 
that  all  of  the  evidence  lies  that  way. 

Now  the  capital  flotations  in  this  country,  the  demand  for  capital, 
has  been  tantamount  to  a  California  gold  rush.  In  the  first  half  oi 
this  year  there  were  something  like  $6.5  billion  of  new  flotations  of 
corporate  securities  and  placements  against  a  record  total  for  1956 
as  a  whole  of  over  10  billion  in  addition  to  $3.4  billion  of  State  and 
local  government  issues  of  $3.4  billion  this  year  to  date,  against  $5.4 
billion  in  all  of  last  year.  In  other  words,  nearly  two-thirds  in  the 
first  6  months  of  this  year  of  what  was  a  recordbreaking  total  of 
capital  flotations  in  1956. 

Now  we  have  within  our  grasp  in  this  country  today  a  higher 
standard  of  living  for  everyone  if  we  just  don't  fritter  it  away  by 
trying  to  supply  bank  credit  which  is  at  the  basis  of  your  deposits  and 
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mine,  for  long-term  capital  development  which  should  be  derived  out 
of  savings,  real  savings,  derived  from  the  people  of  the  country. 

Xow  the  savings  tire  increasing,  but  the  demand  for  savings  has 
nut  spared  the  increase.  In  a  country  that  is  as  strong  as  this  and 
has  the  vigor  of  this  economy,  it  doesn't  take  so  very  long  for  savings 
t<>  accumulate,  and  we  have  the  resources,  and  we  have  the  saving}, 
but  if  we  are  going  to,  by  trying  to  make  a  new  record  at  the  cub. 
register  on  the  1st  of  August,  if  we  are  going  to  try  to  run  too  fast 
when  we  ought  to  walk,  and  we  are  going  to  try  to  replace  capital 
expenditure  with  bank  credit.  I  think  it  is  just  a  matter  of  time  until 
we  find  ourselves  in  trouble. 

Xow  we  are  not  courting  that  trouble,  but  I  think  it  is  our  oblin- 
i  ion  in  the  Federal  Ueserve  to  keep  this  problem  in  front  of  you,  who 
:ire  working  with  us  on  this,  and  in  front  of  the  people  at  all  times. 
1  don't  think  it  is  anything  we  can  minimize,  and  this  talk  of  the  in- 
evitability of  inflation  is  something  that  I  think  none  of  us  must  per- 
il ;it  lo  get  a  hold  among  the  rank  and  file  of  the  people.  I  think  if  wa 
want  to  pauperize  the  American  people,  the  surest  way  to  do  it  is  on 
that  course. 

Mr.  Am»ki:sun.  Mr.  Chairman.  I  want  to  thank  Mr.  Martin  for  hit 
very  fine  answers  this  morning,  and  1  want  to  beg  the  indulgence  of 
i  he  committee  for  having  taken  so  much  of  Mr,  Martin's  time.  Thank 
you.  Mr.  Chairman. 

Mr,  Mi'LTKit.  Mr.  Chairman,  if  there  is  no  other  member  who 
wants  recognition.  1  would  like  to  take  the  witness. 

Mr.  JliiKKnixi;.  Mr.  Chairman. 

TheCliAiUMAX.  Mr.  Breeding  is  recognized. 

Mr.  KitKKMXu.  Thank  you.  Mr.  Chairman.  Mr.  Martin,  I  woold 
like  to  ask  some  uuesi  ions  in  regard  to  agriculture. 

In  mv  area  of  the  Cnited  States,  a  few  years  ago  when  wheat  was 
>y.-J5  a  Iwshel,  machinery  was  selling  for — well,  for  instance  a  combine 
was  selling  for  Si\:iiiii  at  that  time.  Today  wheat  is  less  than  $2  a 
Imshel  and  t  hat  combine  is  around  $tf,fluu  or  #6J(H>. 

Thai  is  triie  of  trucks,  tractors,  cars,  and  everything  else.  The 
economy  of  agriculture  in  my  area  has  stopped.  You  can  take  an 
average  size  farm,  with  the  mmilier  of  acres  that  you  are  allowed  to 
produce  from,  with  the  average  production  at  the  price  today,  and 
there  is  no  way  in  which  you  can  show  a  profit. 

I>o  you  have  any  solution  in  your  mind  as  to  what  we  could  do  to 
n-medy  the  situation  '.  We  certainly  don't  have  any  income  whereby 
we  could  set  up  savings  n>  we  did  when  it  was  the  other  way.  wbni 
we  had  cheaper  machinery  and  cheaper  costs,  with  the  price  of  wheat 
higher.     Wheat  is  the  Xo.  1  item  in  my  area. 

Mr.  Maiitix.  Well.  Mr.  Breeding.  1  understand  that  problem  per- 
fectly, and  I  think  that  there  is  no  one  that  benefits  more  by  tin 
struggle  against  inflation  in  the  last  few  years  than  tlte  fanner. 

Tlie  problem  of  the  farmer  lias  not  been  credit,  it  lias  been  income, 
a-  1  see  it.  and  it  has  liern  the  fact  that  tlie-i«st  of  his  machinery  and 
I'liiipnieiit  has  been  skyrocketing  whereas  he  has  been  struggling  with 
;;  supply  and  demand  position  in  his  own  product,  which  has  not  per- 
mitted any  offsetting  of  this  increase  in  his  machinery  and  equipment. 

Now  I  have  felt,  and  1  went  out  and  talked  to  the  Farm  Bureau  in 
1 V  Moines  in  February  ami  March  of  this  year,  and  was  surprised  it 
rlie-  huuiIht  of  people  that  I  found  that  agreed  with  me  that  the  teil 
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problem  that  we  have  to  face  is  to  try  to  point  out  to  the  farmer  that 
letting  the  supply-demand  factors  get  out  of  control,  on  a  wage-cost 
■price  push  on  manufactured  products,  is  one  of  the  greatest  burdens 
that  we  can  give  to  the  farmer. 

Now  certainly  money  and  credit  policy  can't  solve  the  supply  and 
demand  problem  of  the  fanner.  That  is  not  within  our  purview. 
But  we  can  certainly  do  what  we  can  to  contribute  to  the  purchasing 
power  of  the  dollar  he  takes  in,  by  seeing  that  the  big  bulk  of  his 
expenses  are  kept  in  line. 

Now  the  great  shame  to  me  and  the  tiling  that  worried  me  the  most, 
starting  in  1955,  was  that  we  kept  stability  in  the  dollar  from  1955 
on  to  the  early  part  of  1956  by  a  decline  in  farm  prices,  which  was 
being  offset  in  the  picture  by  a  rise  in  manufactured  prices. 

In  other  words,  the  stability  was  not  a  balanced  stability,  it  was 
farm  products  going  down  and  manufactured  products  going  up,  and 
the  net  result  being  stability. 

Mr.  Breeding.  In  other  words,  the  farmer  had  had  to  pay  the  cost 
there,  didn't  he  1 

Mr.  Martin.  Well,  he  was  caught  in  a  problem,  and  his  situation 
was  worsening  even  though  we  could  claim  that  we  had  a  stable 
dollar. 

Mr.  Breeding.  I  will  agree  that  farm  productivity  has  probably 
increased  85  percent  in  the  last  30  years.  Industry  lias  reaped  the 
benefit  from  it. 

But  to  me  it  seems  wrong  to  say  we  must  curb  our  production  in 
order  to  get  higher  prices,  and  every  time  we  curb  we  let  some  other 
foreign  country  move  in  and  probably  take  up  some  of  our  markets. 

Could  there  be  something  worked  out  to  increase  production? 
Certainly  a  farmer  can't  go  on  and  operate  with  controlled  produc- 
tion at  the  prices  of  today,  and  be  economically  sound.  He  can't  save 
any.  He  can't  pay  his  obligations,  and  eventually  we  will  come  in 
to  the  same  system  or  the  same  happenings  that  took  place  in  the 
early  thirties. 

Mr.  Martin.  I  am  not  competent  to  discuss  the  farm  problem.  I 
am  concentrating  on  the  money  and  credit  aspects  of  it. 

In  terms  of  money  and  credit  policy,  the  resistance  to  inflation  and 
the  preservation  of  the  purchasing  power  of  the  farmers  dollar  seems 
to  me  one  of  the  vital  things  that  the  farmer  is  faced  with.  I  wanted 
to  merely  point  that  out  because  I  have  frequently  had  people  say 
that  our  policies  were  harming  the  farmer.     I  think  it  is  quite  the 


Mr.  Breeding.  Do  yon  believe  in  90  percent  or  a  hundred  percent 
of  parity  for  agriculture? 

Mr.  Martin.  I  don't  know  enough  about  the  parity  matter.  I 
wouldn't  want  to  comment  on  parity  as  such.  I  merely  say  that  we 
want  to  be  sure  we  are  thoroughly  justified  any  time  we  interfere  with 
the  market  process.  There  may  be  arguments  in  favor  of  it.  but  we 
should  recognize  that  a  price  has  to  be  paid  for  it.     Now  whether  the 

iirice  is  worth  it  or  not,  is  a  matter  for  the  Congress  to  decide,  and 
or  the  people  to  decide,  but  the  mere  fact  that  you  interfere  with  the 
laws  of  supply  and  demand  when  you  have  an  excess  of  supply  or  an 
excess  of  demand,  whichever  side  it  comes  on,  doesn't  obviate  the  fact 
that  unless  it  is  equalized,  or  equilibrium  comes  at  some  point,  some 
one  lias  to  pay  for  it. 
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Mr.  Breeding.  I  have  been  told  that  agriculture's  income  has  prob- 
ably dropped  $70  billion  total  in  the  last  6  years. 

If  agriculture  had  had  that  $70  billion,  would  it  have  caused  mm 
inflation  ? 

Mr.  Martin.  Well,  inflation  in  the  sense  we  are  talking  about  it, 
yes. 

If  farm  prices  had  been  rising  on  a  wage-cost-price  basis  as  ban 
the  prices  of  manufactured  products,  there  would  have  been  tint 
much  more. 

Mr.  Breeding.  Well,  that  $70  billion  is  quite  a  rap  for  agriculture 
in  America  today. 

Mr.  Martin,  I  think  that  is  a  little  high,  but 

Mr.  Breeding.  Whatever  the  figure  is,  apparently  agriculture  a 
behind  in  comparison  with  other  segments  of  the  economy  of  our 
Nation.     Wouldn't  you  agree  to  that  ? 

Mr.  Martin.  Well  it  depends  on  where  you  start,  you  see.  You 
would  have  to  review  the  whole  picture  and  see  where  you  start. 

Unquestionably,  during  the  war  we  got  imbalances  all  across  tin 
board,  and  we  are  struggling  with  those  imbalances  ever  since  the 
war. 

Mr.  Breeding.  It  is  pretty  near  impossible  for  a  young  farmer, 
coming  back  from  the  Army,  wanting  to  farm,  to  start  up  in  agricul- 
ture in  my  area.  He  has  to  have  capital,  from  $20,000  to  $30,000,  and 
it  is  pretty  hard  for  a  fellow  to  borrow  that  much  money  unless  he 
has  a  rich  uncle  or  father  to  back  him,  and  it  looks  like  most  of  our 
young  boys  are  going  to  leave  agriculture  and  go  to  industry.  Sol 
hope  that  something  can  be  worked  out  to  stabilize  the  agricultural 
man  as  well  as  the  other  segments  of  our  economy. 

Mr.  Henderson.  Would  yon  yield,  Mr.  Breeding!  On  that  $T0 
billion  ligure,  is  that  $70  billion  reduction  in  gross  sales  or  in  net 
income ; 

Mr.  Breeding.  1  wouldn't  know.  sir.  I  would  think  it  would  prob- 
ably lie  gross  sales. 

Sir.  Henderson.  If  it  was  gross  sales — do  you  mean  there  has  been 
$7o  billion  less  sales  of  farm  products  in  the  past  5  or  6  years! 

Sir.  Breeding.  I  have  heard  and  read  that  the  agriculture  of  Amer- 
ica has  probably  lost  that  much  in  the  last  6  years  because  of  the 
prices  of  their  products.  That  they  should  have  had  that  much  Dion 
in  comparison  with  other  segments  of  the  economy. 

Sir.  Martin.  I  have  a  letter  here  from  a  Sir,  Brody.  You  probably 
know  him.  he  is  a  director  of  the  National  Bank  in  Denver,  Cola, 
and  I  would  like  to  ask  a  question  or  two  in  connection  with  some  of 
(he  remarks  that  he  makes  in  his  letter. 

One  matter  is  in  regard  to  cumulative  voting.    He  says: 

Title  I  nf  the  National  Hank  Act— 
which  I  presume  is  this  bill — 

ihauier  r>.  section  *.Y>  iC>  embodies  the  most  fundamental  revision  which  hv 
htvn  made  t-y  uprooting  the  principles  of  mandator;  cumulative  voting  In  the 
selection  ■•(  directors  of  our  UHtioD.il  banks. 

Miiiiil;i(>iry  cumulative  voting,  alone  with  the  Instance  of  bank  deposits,  wen 
the  twii  lKi-.ii.'  fun.  la  mental  principles  intniluoeu  In  1B83  to  safeguard  the  at- 
:i'-!i:il  banking  system  niaiinst  a  continuance  of  the  n buses  which  had  dMr- 
Hi-.eriieil  the  manaceiueni  of  many  of  our  national  banks  during  the  llnYs 
asiil  curly  l'.Ws. 
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My  question  is :  Is  it  true  that  this  act  that  we  are  talking  about 
would  abolish  cumulative  voting? 

Mr.  Martin.  It  would  make  it  permissive.  It  doesn't  specifically 
abolish  it.  What  it  does  is  to  make  permissive.  Instead  of  now  being 
required  by  law,  the  stockholders  could  decide  that  they  wanted  to 
have  cumulative  voting,  and  then  they  would  be  permitted  to  have  it. 
Also  by  affirmative  action  by  the  stockholders,  cumulative  voting 
could  be  abolished. 

Mr.  Breeding.  How  do  you  and  your  Board  feel  with  regard  to 
cumulative  voting?  Are  you  satisfied  with  this  measure?  The  con- 
tents of  this  bill ? 

Mr.  Martin.  Well,  I  will  read  again  my  comment  on  it,  Mr.  Breed- 
ing. 

Although  proponents  of  this  change  have  contended  that  cumulative  voting  has 
given  rise  to  situations  in  which  minority  shareholders  have  been  able  to  place 
an  undesirable  individual  on  the  board  of  directors  of  a  national  bank,  the  Board 
doubts  whether  abuses  of  this  kind  have  been  so  great  as  to  Justify  abandonment 
of  the  basically  sound  principle  of  cumulative  voting. 

It  should  be  borne  in  mind  in  this  connection  that  minority-elected  directors 
often  can  stimulate  other  directors  to  greater  activity  In  behalf  of  a  bank  and, 
furthermore,  that  If  a  minority-elected  director  should  engage  In  unsound  activ- 
ities, he  would  be  subject  to  removal  under  the  law. 

In  other  words,  this  is  something  that  we  have  given  a  lot  of  thought 
to,  and  we  question  the  desirability,  in  the  broad  sense,  of  removing  it. 

Mr.  Mtjlter.  Will  you  yield  for  a  clarification,  Mr.  Breeding? 

Mr.  Breeding.  Yes. 

Mr.  Mttlter.  Mr.  Martin,  you  said  the  present  statute  requires 
cumulative  voting.  I  think  what  you  meant  is  that  the  provision  is 
mandatory  that  every  national  bank  must  permit  cumulative  voting. 

In  other  words  the  stockholders  do  not  have  to  vote  cumulatively, 
but  every  bank  must  give  them  the  privilege  of  doing  so  if  they  wish 
to  avail  themselves  of  it. 

Mr.  Martin.  That  is  correct. 

Mr.  Henderson.  Will  you  yield,  Mr.  Breeding  ? 

Mr.  Breeding.  I  yield. 

Mr.  Henderson.  Are  you  aware,  Mr.  Martin,  that  Mr.  Gidney, 
the  Comptroller  of  the  Currency,  takes  the  opposing  view  with  respect 
to  this  cumulative  voting? 

Mr.  Martin.  I  am  aware  of  it ;  yes,  sir. 

Mr.  Henderson.  All  you  could  say  is  that  is  your  opinion,  and  that 
is  his;  is  that  correct  ? 

Mr,  Martin.  That  is  correct. 

Mr.  Breeding.  To  sum  up  further  Mr.  Brody's  remarks  here,  I 
would  like  to  read  another  paragraph : 

The  destruction  of  the  mandatory  cumulative  voting  principles  therefore 
destroys  a  basic  cornerstone  of  our  national  banking  system  which  has  served 
this  country  so  well  during  the  last  24  years,  and  effectively  removes  a  funda- 
mental safeguard  for  national  bank  depositors  and  stockholders. 

That  was  part  of  the  letter,  and  I  thought  I  would  like  to  have  it 
in  there. 

Now  a  further  question  arises  from  this  same  letter  on  the  issuance 
of  preferred  stock.  Title  I,  chapter  4,  section  20,  permits  national 
banks  to  issue  preferred  stock. 
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This  relieves  the  professional  banker  from  being  dei>endent  on  the  stockhold- 
ers of  our  national  banks  in  the  raising  of  capital. 

Is  that  true? 

Mr.  Maihtn.  Well,  I  would  reiterate  the  comment  I  intide  to  Mr. 
Anderson  on  this.  What  was  the  wording  that  the  Comptroller  pre- 
f erred  i 

Mr.  Anderson.  "The  only  practicable  method." 

Mr.  Mautin.  "The  only  practicable  method"  in  place  of  "an  erne 
gency."    And  we  agreed  that  that  was  better. 

When  so  provided  in  the  articles  of  association  and  when  approved  by  tl 
Comptroller,  after  determination  by  him  that  the  most  practicable  method  *  * 

That  would  be  changed  to  "the  only  practicable  method"  and  so  forth. 

That  may  lie,  it  is  not  something  that  we  would  advocate,  but  either 
wording  is  all  right  with  us.    "Only"  or  "most." 

Mr.  Breeding  (reading) : 

The  professional  bankers  will  then  be  able  to  raise  capital  hy  securing  tUi 
capital  from  other  financial  Institutions,  Hiich  an  Insurance  companies,  inn* 
taent  trusts,  ami  thereby  can  bring  about  a  great  concentration  of  control  be- 
tween our  national  banks  and  financial  institutions  that  can  or  will  furnish  tie 
capital  to  our  national  bnnks  by  way  of  preferred  stock  issues. 

I  think  further  here  there  is  an  other  question  that  I  would  like  to 
ask.    It  is  in  regard  to  bank  mergers,  or  merger  provisions  of  this  bill. 

Mr.  Brody  thinks  they  are  quite  ambiguous  and  weak. 

Finally.  S.  14.11  adds  insult  to  injury  by  Incoriiorating  a  weak  and  wobbh; 
merger  provision  in  the  bill.  Title  III.  chapter  «l,  section  23,  on  mergers  and 
consolidations,  introduces  the  ambiguous  words,  "the  effect  thereof  may  be  to 
lessen  competition  unduly  or  to  tend  unduly  to  create  a  monopoly,"  and  ll  con- 
trary to  the  siamlards  established  to  substantially  leiweu  iimiiietitlon  and  there- 
fore  Is  unlikely  to  have  any  effect  and  allowing  the  present  strong  trend  of 
uinrgerx  in  our  bunking  institutions  to  continue. 

Is  this  merger  provision  satisfactory  in  your  view  ? 

Mr.  Martin.  We  support  this  wording.  We  think  it  is  about  as 
gixxl  as  you  can  do. 

Mr.  Breeding.  You  think  it  is  all  right? 

Mr.  Martin.  Yes;  I  do. 

In  the  i-ase  of  a  merger,  consolidation,  nctjuisltlou  of  assets,  or  asMimpthM 
of  liabilities,  the  appropriate  agency  shall  also  take  into  consideration  whether 
the  effect  themof  may  be  to  lessen  competition  unduly  or  to  tend  unduly  to  create 
a  monopoly. 

We  have  worked  with  this  for  a  long  time,  and  it  is  a  difficult 
problem,  lint  in  our  judgment  this  is  adequate. 

Mr.  Milter.  Mr.  Breeding,  may  I  suggest  you  get  Mr.  Martin's 
opinion  as  to  what  the  word  "unduly"  means  there. 

Mr.  Martin.  That  has  to  he  tackled  on  an  ad  hoc  basis  is  every 
instance,  Mr.  Mh Iter.  That  is  the  reason  we  are  talking  about  ail 
amendment  now. 

What  is  Hie  other  wording,  Mr.  Ilexter.  What  is  the  wording  be- 
fore we  had  "unduly.'* 

Mr.  ITextkr,  "Substantially." 

Mr.  Martin.  We  thought  "unduly"  would  give  us  a  little  bit  more 
scope,  mi  just  the  point  you  are  making,  the  difficulty  of  determining  It. 

Mr.  Milter.  Can  you  or  counsel  point  to  a  single  court  decision 
anywhere  in  the  country  denning  the  word  "unduly"  either  in  i 
merger  case,  an  antitrust  case,  or  any  other  case? 
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Mr.  Hexter.  I  will  be  glad  to  make  an  effort  to  do  that  and  report 
to  you,  Mr.  Multer.    I  haven't  made  that  research. 
■  Mr,  Multer.  You  caivt  recall  any  case  at  the  moment 

Mr.  Hexter.  No. 

Mr.  Multer.  Do  you  recall  any  single  instance  where  a  court  de- 
fined the  word  "unduly." 

Mr.  Hexter.  I  will  be  glad  to  make  an  effort  to  do  that  and  report 
to  you,  Mr.  Multer.    I  haven't  made  that  research. 

Mr.  Multer.  You  can't  recall  any  case  at  the  moment? 

Mr.  Hexter.  No. 

Mt.  Multer.  Do  you  recall  any  single  instance  where  a  court  de- 
fined the  word  "unduly"? 

Mr.  Hexter.  I  haven't  looked  into  that  question. 

Mr.  Multer.  Will  you  do  so,  please? 

Mr.  Hexter.  Surely. 

Mr.  Breeding.  That  is  all,  Mr.  Chairman. 

I  want  to  commend  you,  Mr.  Martin,  on  your  answers.  I  have  sat 
here  for  several  days  listening  to  you,  and  I  think  you  are  doing  a  fine 
job. 

Mr.  McVey.  Mr.  Martin,  we  have  a  lot  of  differences  of  opinion 
with  regard  to  the  high  interest  rates.  There  are  some  who  feel  that 
they  do  produce  inflation  and  others  who  believe  that  they  do  not. 

I  think  it  might  be  the  part  of  wisdom  to  consider  the  alternative. 
Suppose  you  tried  to  issue  bonds  at  2  or  2*/2  percent  rather  than  4  per- 
cent, how  would  you  go  about  it  and  what  would  the  result  be?  Could 
you  tell  us  how  you  would  go  about  that  and  what  you  might  ac- 
complish ? 

Mr.  Martin.  The  only  way  we  could  issue  them  at  2^  percent,  at 
the  present  time,  Mr.  McVey,  would  be  to  buy  virtually  the  entire  issue 
ourselves,  and  that  would  just  pump  that  entire  amount  of  money 
into  the  already  swollen  money  stream. 

Mr.  McVey.  Then  the  alternative  would  produce  inflation? 

Mr.  Martin.  One  of  my  predecessors  in  office  referred  to  the  Fed- 
eral Reserve  under  those  conditions  as  an  "engine  of  inflation,"  and  I 
think  that  is  a  pretty  good  description  of  it. 

Mr.  McVey.  That  makes  it  a  little  difficult  for  me  to  understand  the 

?osition  of  those  who  are  objecting  to  the  high  interest  rates,  because 
am  of  the  opinion  that  if  we  should  try  to  float  bonds  at  2  or  2\i, 
percent,  we  would  be  contributing  to  inflation.  I  don't  think  there  is 
any  question  about  that.  And  some  have  implied  that  the  high  in- 
terest rates  are  the  cause  of  the  erosion  in  the  dollar  value. 

I  don't  think  that  is  true,  because  between  1939  and  1952  the  dollar 
dropped  48  percent,  the  steepest  decline  the  dollar  ever  had,  and  dur- 
ing all  of  that  time  we  had  low  interest  rates.  So  I  can't  agree  with 
those  who  feel  that  high  interest  rates  contribute  to  the  erosion  of  the 
dollar. 

Do  you  wish  to  comment  on  that? 

Mr.  Martin.  I  agree  with  you  completely,  Mr.  McVey,  and  again 
I  want  to  emphasize  that  we  are  not  advocating  high  interest  rates. 
We  are  not  trying  to  create  high  interest  rates.  We  think  that  the 
alternative  to  high  interest  rates  is  a  further  erosion  of  the  dollar,  and 
under  these  circumstances  I  think  that  it  would  be  a  major  contribut- 
ing factor  to  the  increase  in  the  cost  of  living,  which  I  think  is  of  con- 
cern to  every  one  of  us  today. 
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An  automobile  that  you  give  away  is  not  in  the  same  category  as 

arrowed  money. 

-  Would  you  like  to  comment  on  that,  Mr.  Thomas  f 
Mr.  Thomas.  I  think  what  you  are  assuming  is  a  complete  monopoly 
tuation,  both  in  the  case  of  automobiles  and  in  the  case  of  money. 
,  is  true  that  with  one  automobile  manufacturer,  he  could  choose 

rhether  he  would  make  4  million  or  a  million  automobiles,  depending 
i  the  monopoly  profit  that  he  would  make — the  best  profit  he  could 
ike.  But  you  have  competition  in  there,  and  one  automobile  pro- 
icer  will  come  in  and  try  to  make  as  many  as  he  can,  and  then  you 

ill  be  left  with  a  supply,  and  they  only  stop  when  they  cease  to  make 

profit  at  all. 
Mrs.  Griffiths.  You  haven't  had  the  kind  of  competition  in  recent 

Mrs  that  resulted  in  any  price  decreases.    The  competition  hasn't 

Forked  that  way.    The  prices  have  gone  up,  consistently. 
Mr.  Thomas.  It  doesn't  work  perfectly,  but  there  is  more  competi- 

mi  in  the  money  market.    There  is  no  monopoly  in  the  money 

■u-ket. 

'  Mrs.  GaimrHB.  That  is  what  I  am  asking  you. 
(r  Mr.  Thomas.  Yes;  there  is  no  monopoly  of  money. 
['  Mrs.  Griffiths.  Now  then,  I  would  like  to  ask,  If  these  banks  con- 
nrrae  to  merge,  are  you  going  to  have  a  monopoly  in  the  money  market  f 
-    Mr.  Marten.  Well,  I  don't  see  any  prospect  of  a  monopoly  develop- 
ing from  bank  mergers  at  the  present  time. 

Mrs.  Griffiths.  Doesn't  it  increase  the  possibility? 
■    Mr.  Martin.  Yes,  the  possibility  increases.     You  can  have  more 
Competition  among  10  banks  than  you  have  among  a  hundred  little 
hanks,  depending  upon  the  intensity  of  the  pressures,  bnt  this  problem 
Of  bigness,  and  size,  is  an  endless  one,  as  you  know,  Mrs.  Griffiths. 

Mrs.  Griffiths.  Canada  has  seven  banks. 

Mr,  Martin.  That  is  right. 

Mrs.  Griffiths.  Isn't  it  very  difficult  to  borrow  in  Canada  ? 

Mr.  Martin.  No  more  difficult  than  here. 

Mrs.  Griffiths.  The  American  businessmen  that  I  know — I  live 
trnite  close  to  Canada — tell  me  that  it  is  easier — it  is  not  cheaper,  but  it 
IS  almost  necessary  for  them  to  borrow  in  the  United  States,  and  they 
ire  doing  business  in  Canada. 

Sir.  Martin.  Well,  that  may  have  to  do  with  the  money  supply  in 
Canada,  at  a  given  point,  yon  see. 

Mrs.  Griffiths.  And  to  the  fact  that  it  is  controlled  by  seven 
tanks. 

Mr.  Marten.  Perhaps. 

Mrs.  Griffiths.  Thank  you. 

Mr.  Barrett.  Mr.  Chairman. 

The  Chairman.  Mr.  Barrett. 
'   Mr.  Barrett.  Mr.  Martin,  a  little  while  ago  you  said  that  during 
the  5  or  6  times  you  have  appeared  before  this  committee,  you  stated 
Congress  would  nave  to  come  to  grips  with  the  high  cost  of  living. 

Mr. Martin.  Ididn'tsayjustCongressjIsaidallof us. 

Mr.  Barrett.  I  think  you  emphasized,  unless  I  misunderstood  you, 
iat  Congress  would  have  to  come  to  grips  with  the  high  cost  of  liv- 
Dg  problem. 


,yGoogIe 


\C7   OF    1957 

you  will :  yes. 

.  sir.    " 

■^" ';,:  ■*' ,,: 

iiow  <_c 

-    ;t  :;.    :.    ijv,. 

In.-.  3p 

:i"  OL  WI 

T  for  t; 

"  TiiritiiE 

-.^laa 
i-IJt  dus 

.  ziiii;  ii 
_-  r-iE" 


:r.~s&dt 

^tr  inn 

^.    Iti 


"TMcrbocedl 


,yGoogIe 


FINANCIAL    INSTITUTIONS   ACT   OF    1957  431 

Ms  put  on  the  banking  system  to  use  what  is  normally  short-term,  self- 
liquidating  bank  credit  for  long-term  capital  purposes. 
•Mr*  An  illustration,  Mr.  Henderson,  is  that  not  long  ago  I  found  a  case 

tf  a  building  which  had  reached  the  third  floor  of  a  25-story  building, 
nd  no  financing  had  been  provided  for  that  building  except  a  series 
■fsf  6-,  12-,  and  18-month  bank  loans. 

i^'  Mr.  Hf,nderson.  Well,  now,  we  hear  constantly  of  the  tight-money 
fctfjwlicy.    Is  that  a  directed  policy  of  some  sort  that  we  are  hearing 

gabout,  or  is  that  happenstance  ? 
Hf :  Mr.  Martin.  The  tight-monev  policy,  I  insist,  is  a  misnomer.  Ac- 
^tually  what  we  have  been  faced  with  in  the  country  is  loose  money. 
l|:It  has  been  tight  in  the  sense  that  demand,  as  I  say,  has  been  tanta- 
Smount  to  a  California  gold  rush.  I  have  illustrated  this  a  number 
l^of  times  by  saying  that  if  you  go  to  the  places  where  money  is  being 
l£ttpent  today — and  I  am  not  putting  this  on  a  moral  basis — racetracks, 
2  Kill  games,  or  any  other  place,  you  don't  find  any  shortage  of  currency 

0  or  any  shortage  of  spending  money.  That  is,  in  a  simple  sense.  Or  if 
5  you  go  to  amusement  centers  or  any  other  place.  But  the  supply  of 
tt  money  has  increased  all  through  this  period.  The  velocity  of  money 
a  has  offset  to  a  certain  extent  the  tightness  in  money,  because  the  use 
•  of  money  lias  been  there. 

;  Now,  unless  we  get  back  to  this  inevitability  of  inflation  doctrine, 
i  and  the  whole  country  accepts  inflation,  as  long  as  you  have  good  busi- 
|  ness  you  are  going  to  have  an  active  turnover  of  the  money  supply, 

1  velocity  of  money.  We  have  increased  all  through  this  period,  because 
a  we  think  the  growth  of  the  country  requires  additions  to  the  money 
!  supply. 

5  We  have  talked  about  3  or  4  percent  increase  in  the  money  supply. 
J  In  the  last  year  we  have  increased  the  money  supply  roughly,  say, 
.  1  percent,  but  the  velocity  of  money  has  increased,  in  many  instances, 
,    so  that  I  think  it  has  actually  amounted  to  3,  4,  and  in  some  instances 

5  percent.  It  is  a  very  difficult  measurement  to  make. 
!  But  tight  money,  in  the  sense  that  it  is  talked  about  today,  merely 
means  that  there  are  more  and  more  people  who  want  it,  some  of 
'  whom  are  marginal.  By  marginal  I  don't  mean  big,  little,  or  inter- 
mediate borrowers.  I  am  talking  about  those  where  the  risk  gets 
greater  and  greater  in  the  valuation  of  the  lender.  They  are  finding 
it  difficult  to  pick  up  loans. 

I  am  not  at  all  certain  that  these  people  wouldn't  be  better  off  not 
to  get  the  loans  until  the  situation  calms  down  a  little. 

Mr.  Henderson.  Are  you  talking  about  all  types  of  loans  or  are  you 
talking  about  the  loans  of  the  housewife,  or  are  you  talking  about  th« 
loans  of  industry  seeking  new  money ? 

Mr.  Martin.  I  am  talking  about  all  types  of  loans. 
Mr.  Breeding.  Will  you  yield? 
Mr.  Henderson.  Certainly. 

Mr.  Breeding.  How  do  you  create  new  money?  You  talked  about 
1  or  2  percent.     How  do  you  get  this  new  money  ? 

Mr.  Martin.  Well,  largely,  Mr.  Breeding,  in  our  open-market 
operations ;  to  put  it  simply,  today,  with  the  debt  as  it  is,  if  we  pur- 
chase Government  securities,  we  supply  reserves  to  the  market,  be- 
cause we  have  the  securities,  and  the  banks  have  money,  and  un  r 
our  fractional  reserve  system,  that  means  that  they  nave  lendn 
capacity  in  terms  of  those  reserves  of  about  6  times  that  amount. 
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■  My  illustration  of  it,  that  I  use  frequently,  is  a  theater,  which  has 
a  given  number  of  seats.  If  the  demand  for  those  seats  is  unlimited 
and  you  just  supply  additional  money  for  those  seats,  assuming  you 

.  "can't  keep  a  box  office  price  for  the  seats,  you  double  the  money  sup- 

^  'j>ly,  you  double  the  price  of  the  tickets. 

K  That  is  easy  to  see,  and  under  those  circumstances,  additions  to 

^  the  money  supply,  which  is  the  situation  we  were  in  about  a  year 

ii  ago,  are  recognized  by  everybody  as  merely  pushing  prices  up  with- 

J  out  adding  to  the  capacity  of  the  consumer,  because  production  was 

T  at  the  limit  of  productive  resources. 

^  ■     But  the  problem  now  is  a  little  bit  more  difficult,  because  inflation 

5  has  gotten  ahead  of  us.    We  have  had  a  substantial  price  rise.   There 

J  are  not  shortages  today  in  most  instances.     In  fact,  temporary  over- 

j  capacity  is  beginning  to  develop.    And  as  temporary  overcapacity 

3  develops,  people  say,  "We  would  like  to  borrow  more  money  because 

3  we  don't  want  to  sell  our  product  at  the  present  time.    We  may  not 

5  be  able  to  get  our  price,  and  we  have  just  had  an  increase  in  wages 

,  and  costs  and  we  want  to  put  the  price  up  to  the  consumer,  even 

I  'though  the  consumer  doesn't  seem  particularly  anxious  to  buy." 

*  Under  those  circumstances,  borrowed  money  is  just  deferring  an 

-  adjustment  that  at  some  point  has  to  be  made. 

J  Now,  we  are  not  the  ones  that  are  making  that  adjustment.    The 

■     pnnSDmpr  ii  mnlrino'  thft  nil  insf-.mp.nf-.    anA  thtt.  mni"lrof-  nrwiwg  io  mnlr- 


eonsumer  is  making  the  adjustment,  and  the  market  process  is  mak- 

•  ing  the  adjustment. 

Mr.  Patman.  Would  you  yield  for  a  suggestion,  Mr.  Henderson? 
f:       Mr.  Henderson.  Certainly. 

V      Mr.  Pathan.  I  think  Mr.  Martin  leaves  out  the  most  important 
'.    thing  in  the  estimate  of  money  supply. 

Jj        You  know  our  money  supply,  in  the  real  sense,  contained  $150 
'■    billion  more,  because  the  marketable  bonds  could  be  sold  at  par.     That 

•  is  when  there  was  much  discussion  of  monetizing  the  national  debt. 
It  was  already  monetized.  That  $150  billion  was  part  of  the  money 
Bupply. 

Now,  the  point  of  when  the  interest  rates  went  up,  that  meant,  of 
course,  that  these  Government  bonds  had  to  go  down,  because  they 
were  issued  at  low  interest  rates,  as  you  pointed  out.  As  the  bonds  go 
down,  they  cease  to  become  a  part  of  the  money  supply,  and  there  is  a 

freater  demand  for  the  money  supply  that  is  left,  and  instead  of  the 
ederal  Reserve  helping,  I  think  it  is  harming,  because  it  is  making 
narrower  and  smaller  the  area  of  the  money  supply — making  the 
money  supply  less  by  $150  billion. 

I  think  that  is  an  important  factor  that  should  be  considered. 

Mr.  Martin.  Mr.  Patman,  I  think  you  make  a  mistake  in  overlook- 
ing the  fact  that  the  price  of  those  bonds  is  a  matter  of  liquidity. 
It  has  nothing  to  do  with  the  contraction  of  the  money  supply  as  you 
outline  it. 

Now,  the  money  supply  has  not  been  changed  by  this.  The  liquid- 
ity position  of  holders  of  those  bonds  has  been  changed.  I  am  not  the 
slightest  bit  desirous  of  seeing  Government  bonds  go  down  in  price 
at  all.  I  never  have  been,  any  more  than  I  don't  want  the  interest 
rate  to  go  up.  But  what  is  'the  alternative  for  us  to  buy  all  these 
"bonds  in  order  to  keep  them  at  par  in  order  to  have  a  2%  percent 
Interest  rate!    One  that  is  not  sustainable. 
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Mr.  Henderson.  Thank  you,  Mr.  Martin. 
Thank  you,  Mr.  Chairman. 

The  Chairman.  There  will  be  a  rollcall  on  the  floor  very  shortly. 
I  suggested  that  we  might  meet  this  afternoon,  but  some  of  the 
members  feel  they  want  to  be  on  the  floor  for  the  agricultural  bill, 

Mr.  Patman.  Mr.  Chairman,  I  checked  over  here,  and  the  members 
■over  here  don't  want  to  be  on  the  floor. 

The  Chairman.  Some  of  tliem  want  to  be  there. 

Mr.  Patman.  I  haven't  heard  of  a  one  that  wants  to  be  on  the  floor 
this  afternoon. 

The  Chairman.  Dr.  Talle  says  he  wants  to  be  there. 

Mr.  Patman.  I  hadn't  heard  of  that. 

The  Chairman.  We  do  not  have  authority  to  meet  this  afternoon, 
so  we  will  meet  tomorrow  morning. 

Can  you  return  tomorrow,  Mr.  Martin  ? 

Mr.  Martin.  I  will  be  glad  to  be  here,  Mr.  Chairman. 

The  Chairman.  We  will  adjourn,  to  reconvene  tomorrow  morning 
*t  10  o'clock. 

(Whereupon,  at  11 :55  a.  m.,  the  committee  adjourned,  to  reconvene 
*t  10  a.  m.,  Friday,  August  2, 1957.) 
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FRIDAY,  AUGUST   2,    1957 

House  of  Representatives, 
Committee  on  Bankinq  and  Cubbenct, 

Washington,  £>.  C. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman) 
presiding. 

Present:  Chairman  Spence,  presiding,  Messrs.  Brown,  Patman, 
Multer,  Mrs.  Sullivan,  Messrs.  Ashley,  Vanik,  Coad,  Anderson,  Talle, 
Belts,  Mumma,  Seely-Brown,  and  Henderson. 
The  Chairman.  The  committee  will  be  in  order. 
We  will  resume  the  hearings. 

FURTHER  STATEMENT  OF  HON.  WILLIAM  McC.  MARTIN,  CHAIR- 
MAN ;  ACCOMPANIED  BY  W00BLIEF  THOMAS,  ECONOMIC  ADVISEE, 
AND  D.  B.  HEXTER,  ASSISTANT  GENERAL  COUNSEL,  BOAED  OF 
OOTEBNOBS,  FEDERAL  RESERVE  SYSTEM 

The  Chairman.  Mr.  Martin  is  back  with  us.  I  understand  Mr. 
Martin  is  committed  to  go  before  the  Senate  committee  the  week  after 
next,  and  he  has  to  do  some  preparing  for  that.  However,  he  says 
he  can  be  here  today,  Monday,  and  Tuesday,  and  at  the  conclusion  of 
his  testimony  on  Tuesday,  he  will  be  dismissed. 

Then  we  will  have  Mr.  Gidney  here  on  Wednesday  and  Thursday. 

I  am  willing  to  sit  in  the  morning^  and  in  the  afternoon  if  we  can 
do  it,  but  at  the  conclusion  of  his  testimony  on  Thursday,  Mr.  Gidney 
will  he  dismissed. 

Mr.  Patman,  Mr.  Chairman,  in  order  to  shorten  the  testimony, 
I  want  to  ask  Mr.  Martin  to  prepare  some  information  for  me  when 
he  comes  back  on  Monday. 

Mr.  Multer.  Mr.  Patman,  will  you  yield? 

Before  we  get  into  that,  I  dissent  from  the  chairman's  statement 
that  he  is  going  to  dismiss  any  witnesses  before  they  have  been  com- 
pletely and  thoroughly  examined  on  every  phase  of  this  bill.  He 
can  excuse  them  whenever  their  convenience  requires  it,  and  whenever 
the  committee's  convenience  requires  it,  but  I  will  insist — and  I  know 
the  other  members  of  this  committee  will  insist — that  Mr.  Martin  and 
Mr.  Gidney  attend  before  us  until  we  have  examined  them  on  every 
ohase  of  this  bill  with  which  they  are  concerned  and  in  which  they 
are  interested  and  as  to  which  their  offices  have  made  studies. 

The  Chairman.  You  are  free  toprotest. 

Mr.  Patman.  I  assume,  Mr.  Chairman,  if  we  have  some  matters 
pertinent  to  this  bill,  you  are  willing  to  hear  them. 
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The  ('haikmax.  I  am  willing  to  hear  any  testimony  that  is  pertinent 
to  the  mutter  under  consideration.  We  hnve  to  conclude  with  Mr. 
Martin  and  Mr.  Gidney  so  that  we  may  hear  other  important  witness* 
on  this  legislation. 

A  lot  of  the  testimony  here  has  been  very  interesting,  but  has  not 
been  relevant  or  material.  We  must  get  down  to  the  bill,  and  discns 
it. 

Mr.  Milter.  Mr.  Chairman,  there  have  been  actually  less  than 91 
hours  of  interrogation  of  the  witnesses,  and  any  time  I  wander  from 
the  bill,  1  have  lio  objection  to  you  calling  me  hack  to  the  bill,  bntl 
intend  to  interrogate  the  witnesses  thoroughly  concerning  the  bflL 

The  Chairman.  You  are  not  going  to  interrogate  Mr.  Martin  after 
Tuesday  and  Mr.  Gidney  after  Thursday. 

Mr.  Multer.  If  not,  then  it  will  be  at  the  beginning  of  Hie  not 
session. 

The  Chairman.  We  will  find  out.     That  is  a  long  way  off. 

Mr.  P  atm  an.  Mr.  Chairman,  in  older  to  shorten  things,  I  want  to 
ask  Mr.  Martin  to  prepare  and  have  ready  on  Monday  the  transactions 
between  the  Open  Market  Committee  and  the  authorized  or  qualified 
dealers,  including  the  bank  dealers.  Is  it  correct  that  you  trade  witi 
some  firms  that  are  securities  dealers  only  and  others  that  are  btab 
too:  is  that  right,  Mr,  Martin? 

Mr.  Martin.  That  is  correct. 

Mr.  Patman.  I  want  you  to  supply  u  list  of  the  transactions  since  the 
accord  of  March  4, 1951,  the  transactions  between  each  qualified  detlv 
and  the  Open  Market  Committee,  including  repurchase  agreements, 
and  including  the  interest  rates  paid,  all  sales,  and  all  purchases. 

Mr.  Martix.  I  can't  get  that  by  Monday,  Mr.  Patman.  Tkt 
wouldn't  be  possible.  And  I  will  have  to  get  the  committee's  apprgnl 
for  it,  which  1  think  will  be  forthcoming. 

Mr.  Patman.  Would  Tuesday  be,  all  right? 

Mr.  Martix.  I  couldn't  do  it  by  Tuesday  either. 

Mr.  Patmax.  I  have  to  have  it,  Mr.  Chairman,  before  we  finish  then 
bearings.  This  involves  one  of  the.  most  important  parts  of  the 
proposal  we  are  considering. 

The  Chairman.  Mr.  Martin  will  prepare  that.  Can  you  prepare 
what  Mr.  Patman  wants* 

Mr.  Martin.  I  will  prepare  it  as  quickly  as  I  can,  Mr.  Chainnw, 
but  (hat  covers  a  lot  of  transactions  over  a  long  period  of  time. 

Po  you  want  each  separate  transaction  i 

Mr.  Patman.  That  is  right. 

Mr.  Martin.  I  think  that  would  take  quite  a  little  time  to  prepan. 

Mr.  Patman.  I  will  forego  insisting  on  it  for  next  week,  but  can  jot 
do  it  in  2  or  It  weeks? 

Mr.  Martin.  I  will  do  it  as  quickly  as  we  can.  That  covers  6  yean* 
do  you  see? 

Mr.  Patman.  That  is  right,  but  in  the  event  it  seems  clearly  unret- 
sonuble  In  you.  we  will  talk  nlxjnt  it  and  see  if  we  can't  make  other 
arrangements. 

Mr.  Martin.  Very  well. 

Mr.  Multer.  Mr.  Chairman,  may  I  interrogate  the  witness* 

The  Chairman.  Mr.  Multer,  you  may  interrogate  the  witness. 

I  hope  yon  will  keep  your  questions  germane  to  the  bill. 
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Mr.  Mclter.  I  appreciate  the  admonition,  Mr.  Chairman.  If  you 
can  point  out.  a  single  question  that  I  have  asked  of  this  witness  or  any 
other  witness,  that  is  not  pertinent  to  the  bill,  then  I  will  refrain  from 
asking  him  or  any  other  witness  any  more  questions. 

The  Chairman.  I  have  made  no  charges. 

Mr.  Mclter.  Thank  you. 

The  Chairman.  I  mnde  no  accusations.     I  just  made  a  request. 

Mr.  Mclter.  I  will  follow  the  request  as  well  as  I  can.  Any  time 
I  wander,  Mr.  Chairman,  I  will  appreciate  your  calling  me  back  to  the 
bill. 

The  Chairman.  All  right.   Go  ahead. 

Mr.  Mclter.  Mr.  Martin,  before  I  get  into  the  detailed  sections  of 
the  bill  requiring  some  attention  or  clarification,  I  am  going  to  ad- 
dress myself  to  some  of  the  things  that  have  already  been  asked  of 
yon,  so  that  we  can  clarify  the  i-ecord.  and  even  before  that 

Sfr.  Patsiax.  Mr.  Chairman,  I  didn't  understand  that  you  were 
declaring  that  to  be  the  rule. 

The  Chairman-.  What  is  that! 

Mr.  Patman.  That  you  were  going  to  arbitrarily  cut  off  Mr.  Martin 
next  Tuesday  so  that  he  would  not  be  here  any  more  on  this  bill,  and 
that  you  were  going  to  have  Mr.  Gidney  only  2  days  and  arbitrarily 
cat  him  off. 
3        I  didn?t  know  that  yon  were  enacting  this  arbitrary  rule. 
»        I  want  to  contest  that  ruling.     I  want  to  ask  for  a  rollcall  on  it,  and 
*    for  that  we  will  have  to  have  a  quorum  of  the  committee, 
i       I  hope  you  won't  insist  on  it  now,  because  there  is  no  use  having  a 
quorum  come  in,  but  I  want  you  to  know  that  I  am  contesting  that,  and 
I  am  going  to  ask  for  a  vote  of  the  committee  on  it. 

The  Chairman.  Well,  we  will  have  a  vote  of  the  committee. 

Mr.  Patman.  All  right,  we  will  let  it  stay  in  abeyance,  if  you  please. 

The  Chairman.  Xo,  it  is  an  effective  rule. 

Mr.  Patman.  Well,  I  contest  it. 

The  Chairman.  Let's  get  along,  now. 

Mr.  Mclter.  Just  to  keep  the  record  clear,  I  am  raising  the  point 
of  order  that  the  chairman  has  no  right  to  make  rules  in  this  com- 
mittee, I  will  abide  by  all  of  the  rules  now  in  force  and  by  any  rule 
the  committee  makes,  as,  if,  and  when  they  make  additional  rules 
other  than  those  under  which  we  are  proceeding. 

The  Chairman.  We  will  submit  that  to  the  whole  committee. 

Go  ahead. 

Mr.  Mclter.  Now,  Mr.  Martin,  if  I  may  return  to  the  bill,  there 
are  eight  titles  in  this  bill,  and  in  order  that  I  may  ask  questions  of 
you  only  about  matters  in  which  you  and  your  Board  are  concerned,  I 
would  like  to  ask  whether  you,  your  Board,  or  your  staff  have  made 
any  study  of — and  I  am  going  to  go  through  certain  titles  which  I 
think  you  did  not  concern  yourself  with — for  instance  title  VIII— 
working  from  the  back  of  the  bill  forward. 

Did  you  or  your  Board  or  staff  concern  yourself  with  those  pro- 
visions? 

Mr.  Martin.  We  went  over  the  entire  bill,  Mr.  Multer.  The  length 
of  time  that  was  spent  on  some  of  these  sections,  naturallv,  was  short, 
and  we  spent  our  primary  effort  on  the  sections  that  we  thought  were 
specifically  our  concern. 
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Mr.  Multer.  Yes,  sir. 

IX.]  the  Board  have  any  concern  with  title  VII,  the  Federal  Credit 
r.":.:or.  Act  i 

Mr.  Multeb.  Mr.  Hester  will  comment  on  that. 

Mr.  Hexter.  Mr.  Mutter,  as  I  recall,  the  Board  was  asked  to  com- 
rr.sr.it  on  the  entire  bill,  but  most  of  the  Board's  comments  were  «»■ 
:';.-.ed  to  the  first  three  titles — the  National  Bank  Act,  the  Federal 
Rehire  Act.  and  the  Federal  Deposit  Insurance  Act. 

Mr.  Multer.  So  titles  IV  to  YTII  were  not  of  direct  concern  to  tie 
Federal  Reserve  Board,  and  you  have  not  made  any  comment  wiu. 
:  inference  to  those  titles. 

Mr.  Hester.  I  am  not  certain  there  were  no  comments,  but  thai 
were  few.  if  any,  significant  comments,  as  I  recall. 

Mr.  Martin,  tt  e.  went  over  all  the  titles,  Mr.  Multer.  That  I  w 
certain  of.  Now,  we  didn't  make  extensive  comments  on  any  except 
t  hose  that  we  felt  we  were  directly  concerned  with. 

Mr.  Multer.  The  reason  I  am  directing  myself  to  this,  among  other 
things,  is  because  at  one  point  during  the  hearings,  Sir.  Martin,  yon 
were  asked  by  a  member  whether  or  not  you  approved  the  bill  in  tots, 
except  for  certain  minor  amendments.  I  think  the  word  ''minor 
was  used. 

Is  it  not  a  more  accurate  statement  of  the  position  of  the  Fedezil 
Reserve  Board,  and  your  own  position,  found  in  the  conclusion  oa 
page  18  of  your  statement,  that  with  the  few  exceptions  that  have  been 
indicated,  the  Board  approves  the  provisions  of  the  bill  insofar  u 
thev  affect  the  Federal  Reserve  System? 

Mr.  Martin-.  I  would  like  to  read  iny  conclusion,  Mr.  Multer : 

In  view  of  the  length  of  this  statement,  it  may  be  appropriate  Id  condiada 
t'i  say  again  that  the  Board  endorses  the  general  objectives  of  the  pending  kffr 
l.iriiib.  With  the  few  exceptions  that  have  heeo  indicated,  the  Board  appro™ 
Mi"  pro  vision*  of  the  bill  insofar  ns  they  affect  the  Federal  Reserve  SjWern. 
Eiiii-viiMit  tif  such  a  codification  of  Federal  statutes  relating  to  flnancial  inM- 
tutions  is  long  overdue,  and  the  Board  hopes  that  it  will  he  approved. 

I  merely  wanted  to  say  that  we  would  hope  that  this  legislation 
would  he  enacted. 

Mr.  Multer.  Now,  with  reference  to  titles  IV,  V,  VI,  and  TH 
which  deal  with  the  Home  Loan  Bank  Act,  Federal  Savings  and  Lou 
Association  Act.  Federal  Savings  and  Loan  Insurance  Corporatko 
Act.  and  the  Federal  Credit  Union  Act,  do  they  have  any  effect  npoo 
the  operation  of  the  first  three  titles?  Do  they  have  any  effect  upon 
tin?  Federal  Reserve  System  ? 

Mr.  Martin".  They  are  all  related  to  the  activities  of  the  Federal 
Rf-i-rve  System,  but  they  do  not  fall  within  our  specific  purview, 
and  our  review  of  this  legislation  did  not  persuade  us  that  there  mu 
anything  that  we  wished  to  quarrel  with  in  those  titles. 

Mr.  Multer.  The  Federal  Reserve  Board  has  no  jurisdiction  over 
iiiiv  of  the  agencies  set  up  under  those  four  titles? 

Mr.  Martin.  That  is  correct. 

Mr.  Mn.TER.  Nevertheless,  the  agencies  set  up  ttnder  those  4  titles 
mid  the  organization))  that  operate  under  those  4  titles  all  engage  in 
lending? 

Mr.  Martin.  They  do. 

Mr.  Multer.  All  lending  has  an  effect  upon  the  overall  economy! 

Mr.  Martin.  That  is  correct. 
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.    Mr.  Multer.  Did  your  Board  consider  at  all  whether  or  not  there 
should  be  any  limitations  or  restrictions  or  controls  or  regulation 

fiven  to  one  overall  body  with  reference  to  all  lending,  including  that 
y  the  agencies  and  organizations  covered  by  or  affected  by  titles  IV 
to  VII,  inclusive  t 

Mr.  Martin.  We  deliberately  avoided  that  particular  problem,  Mr. 
Multer,  because  we  felt  that  a  broader  study  was  needed  of  that  whole 
subject,  and  that  that  was  not  to  be  covered  in  this  bill. 

Mr.  Multer.  You  did  have  occasion  to  say  during  the  course  of 
interrogation  that  one  of  the  difficulties  in  controlling  inflation  was 
the  fact  that  savings  were  down. 

Mr.  Martin.  I  didn't  say  that  savings  were  down.    I  said  that  the 
volume  of  savings,  while  increasing,  had  been  outpaced  by  the  demand 
for  credit. 
.-  Mr.  Multer.  I  may  have  misunderstood  what  you  said,  then. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  Because  my  next  question  was  to  be  that  all  the  head- 
lines in  all  the  trade  papers  and  publications  have  been  indicating 
that  savings  have  been  constantly  going  up  during  the  past  few  years. 

Mr.  Martin.  Definitely.  And  I  have  made  that  point  repeatedly. 
The  volume  of  money  has  also  risen  during  the  period. 

Mr.  Seelt-Brown.  Isn't  it  true  that  not  only  have  savings  gone 
np,  but  spending  has  gone  up  ? 

Mr.  Martin.  No  question  of  it,  Mr.  Seely-Brown. 

Mr.  Seelt-Brown.  In  other  words,  they  are  both  rising  rapidly. 

Mr.  Martin,  That  is  right. 

Mr.  Seelt-Brown.  Thank  you,  Mr.  Multer. 

Mr.  Multer.  In  addition  to  the  lending  that  is  done  by  all  of  the 
organizations  and  institutions  that  are  affected  or  regulated  under 
this  act,  and  I  am  now  including  all  of  the  titles,  there  is  considerable 
lending  done  by  organizations  and  institutions  and  individuals  that 
are  not  in  any  way  regulated  by  this  bill  or  the  laws  which  are  being 
recodified  or  amended  by  this  bill,  is  that  correct  i     • 

Mr.  Martin.  There  is  not  a  great  deal,  but  there  is  some  outside 
of  it,  yes,  sir. 

Mr.  Multer.  What  was  the  total  volume  of  lending  done  during 
the  year  1956,  by  all  of  the  institutions  and  lending  agencies  referred 
to  in  this  proposed  bill  ? 

Mr.  Martin.  Mr.  Thomas  will  try  to  give  you  the  figures  on  that. 

Mr.  Thomas.  The  net  public  and  private  debt  outstanding  at  the 
end  of  1956,  as  estimated  by  the  Deportment  of  Commerce  was  $684 
billion,  an  increase,  during  the  year  1956,  of.  $28  billion. 

I  don't  have  the  information  by  types  of  lenders  here.  I  have  it 
only  by  types  of  borrowers — but  in  general  the  total  commercial  bank 
credit  outstanding  is  about  $170  billion,  and  increased  four  or  five  bil- 
lion dollars  during  the  course  of  the  year  1956. 

Insurance  companies.  I  think  the  figure  is  around  $100  billion  or 
so,  and  that  increases  around  $5  or  $6  billion  a  year. 

Mutual  savings  banks,  the  figure  would  be  around  $30  billion  or  so, 
and  increases  around  $2  billion  a  year. 

Savings  and  loan  associations  lending  increases  around  $5  billion 
a  year,  with  a  total  outstanding  of  over  $40  billion  now. 
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Then  there  are  finance  companies;  there  are  business  corporations, 
which  buv  Government  securities  and  which  buy  finance  company 
paper  and  commercial  paper — they  are  in  and  out  of  the  market 
Individuals  make  a  lot  of  mortgage  loans  as  well  as  other  types  of 
loans.  I  could  {jet  some  estimates  by  types  of  borrowers,  but  I  dart 
have  the  tabulation  right  here. 

Mr.  Multer.  Can  yon  offer  for  our  record  the  facts  and  figura 
which  you  have  available  now.  as  to  borrowers  \ 

Mr.  Thomas.  As  to  the  borrowers,  I  have  already  put  that  in  the 
record. 

Mr.  Multer.  I  didn't  hear  you  mention  any  finance  companies. 

Mr.  Thomas.  Yes,  sir,  finance  companies  are  lenders.  I  dont  h«n 
the  exact  amounts,  but  they  lend  also.  Of  course,  finance  companies 
also  borrow  from  banks,  so  there  is  some  duplication  there. 

Mr.  Martin.  This  table,  Mr.  Multer,  is  already  in  the  record  in 
i-esiJon.se  to  Mr.  Vanik's  question  the  other  day. 

Mr.  Multer.  Thank  you. 

Mr.  Martin.  So  it  would  be  just  repetition. 

Mr.  Multer.  Let's  not  duplicate  it. 

Mr.  Thomas.  This  is  a  table  by  borrowers.  A  table  by  lenders  I 
would  have  to  get. 


Mr.  Multer.  Can  you  give  us  a  table  by  lenders  % 
Mr.  Thomas.  Yes,  sir,  the  best  we  can  do. 
detail. 


Mr.  Thomas.  Yes,  sir,  the  best  we  can  do.    We  don't  have  complete 

tail. 

(The  data  referred  to  above  are  as  follows :) 


Xet  public  anil  private  debt  outstanding,  by  type  of  lender 

[Billions  ofdolUra] 


End  or  period 

Cbnr 

1881 

1888 

iwtol 

Totll' 

524.0 

888.8 

+m» 

MytiuiLs-'vlms  Ijinfcs _.. 

Savin  ■•  mid  [null  ussocLrtluiiF 

Federal  Heservr  hankj.... _ 

Ffdvr.il  Onvrrnrapnt _.     

State  and  tnc-jl  Bo  vein  me  lit-  '                                        

Life  liisuronw  "inip^.iikTi 

112.  S 

l-.t 
23.8 

as 

so!  a 

8*4 
230.4 

188.8 
83.4 

38.7 
M.8 
12.4 
33.1 
88.3 
18.1 
11.1 

+*l 
4*1 

■Ml 

+»• 
+8U 

■t«* 

i  nojurlmeni  el  Omrnerce. 


-ininle.i.  smnll-lmn  i> utipnnln,  nonflnmuelal  corporation!   mrt    I  Him 
tats,  drilerj  In  weurllles.  fiirelprien.  and  a  then,  for  which  aompHdit 


Mr.  JfuMMA.  "Will  you  yield? 

Mr.  Milter.  I  yield. 

Mr.  Mi'mm.i.  Mr.  Thomas,  would  vours  be  the  proper  agency  to 
nddress  ii  letter  which  I  have  received  from  a  small  finance  company 
us  to  their  inability  to  get  all  the  money  they  want? 

I  imagine  thai  "is  a  condition  that  is  not  prevalent  among  finance 
companies,  hut  I  think  it  is  prevalent  in  business  today,  l  thought 
most  of  it  was  due  to  people  wanting  to  expand  too  rapidly.  In  ot£er 
words,  would  it  lie  all  right  to  address  the  letter  to  Mr.  Thomas! 
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Mr.  Martin.  You  send  the  letter  to  us,  Mr.  Mumma,  and  we  will 
do  our  best  with  it. 

Mr.  Mumma.  Thank  you. 

I  have  been  wondering  what  to  do  with  it  for  a  week  or  so. 

Mr.  Multer.  To  return  to  the  subject  under  inquiry,  will  that  tab- 
ulation indicate  the  lending  by  institutions  other  than  those  covered  by 
titles  of  this  act  t 

Mr.  Thomas.  So  far  as  we  have  the  information;  yes,  sir. 

Mr.  Martin.  We  will  give  you  everything  we  have^  Mr.  Multer. 

Mr.  Multer.  Yes,  sir.  But  in  what  spheres  of  activity  would  you 
not  have  the  information  as  to  what  lending  and  borrowing  is  done 
by  institutions  not  covered  by  this  bill  ? 

Mr.  Thomas,  Mostly  by  individuals  and  unincorporated  businesses, 
small  loan  companies,  and  so  forth. 

Mr.  Multer.  You  do  have  the  information  as  to  the  small  loan 
companies  ? 

Mr.  Thomas.  We  have  estimates  of  consumer  credit  by  small  loan 
companies,  but  there  are  a  lot  of  local  lending  agencies  that  we  dont 

get  information  on.     There  may  be  estimates  available  somewhere, 
at  they  wouldn't  be  in  great  detail. 
Mr.  Multer.  You  will  supply  that  information? 
Mr.  Thomas.  Yes,  sir. 
(The  information  requested  is  as  follows :) 

Consumer  credit,  fly  Jtoltler 

[Billion!  of  dollars] 


End  of  period 

SBT 

iwi 

19H 

priST 

Total 

22. « 

U.0 

IS.  3 

31.fi 

(.8 
3.7 

i.e 
.1 

fl'l 
3.0 
1.0 

is 

Credltun)ons.._ _.. 

i.i 

7.3 

10.3 

.1 

L8 

3.0 
.4 

2.1 

dealers,  and  nther  retail  nutlets. 
•  Represents  sin  ete-payment  loans. 
Norn. — Details  may  not  add  to  totals  because  of  rounding. 
Source:  Federal  Reserve  Bulletin,  July  lflB7. 

Mr.  Multer.  You  do  have  information,  of  course,  as  to  all  of  the 
companies  that  borrow  by  bond  issues,  where  the  bonds  are  sold 
publicly  and  are  registered  in  accordance  with  the  SEC  regulations. 
You  do  have  that  information? 

Mr.  Thomas.  Yes,  sir. 
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Mr.  Mdxter.  Now,  there  is  considerable  lending  done  by  corpor- 
ations issuing  bonds  that  are  not  sold  publicly,  is  there  not!  Do  jai 
have  any  information  on  that  i 

Mr.  Thomas.  Some  private  placements,  and  we  have  infornatki 
on  the  larger  ones ;  yes,  sir. 

Mr.  Multer.  And  to  the  extent  you  have  that,  that  will  be  inchvU 
in  the  statement  you  are  going  to  prepare  for  us! 

Mr.  Thomas.  Yes,  sir. 

(The  information  requested  above  is  as  follows :) 

Corporate  bond  Utuet 


[Or* 

^  proceeds,  in 

millions  of 

ollara] 

Year 

Total 

Publicly 

Privately 

Yrar 

Total 

Public^ 

Mm* 

1961 

5,0*1 

7,601 
7.083 

2.  KM 
3.645 

3,S» 

3.336 
3,957 

19M 

7.488 
T,*U0 
8,003 

4MB 

*,2W 

._ 

Nora.— Securities  and  Exchange  Commission  estimates  of  new  Issues  sold  for  cash  Id  the  United  Mk 

Combined  balance  iheet  of  United  State*  corporation*,  1954 


[All  returns  with  balance  sheets,  dollars  in  billion* ] 

Bonds,  notes,  mortgages  payable: 

Maturity  less  than  1  year 

S.1 

Surplus - 

1R1 

Source :  U.   S.  Trft 
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a  Income  Tux  Returns 

Mr.  Mut.ter.  When  talking  about  savings,  Mr.  Martin,  do  yon  h> 
elude  not  only  the  savings  deposited  with  savings  banks  and  in  tin 
accounts  with  commercial  banks,  but  also  those  savings  that  an 
reflected  by  premiums  paid  on  life- insurance  policies! 

Mr.  Martin.  Yes,  sir. 

Would  you  care  to  discuss  our  figures  on  savings,  Mr.  Thomas ! 

Mr.  Thomas.  At  the  request  of  the  Bureau  of  the  Budget,  wb  in 
inuking  a  careful  study  of  all  the  savings  statistics.  It  is  a  Terr  com 
plicated  field  and  requires  getting  information  from  a  variety  «1 
sources. 

We  have  fairly  good  information  on  the  accumulation  of  what  w 
call  financial  assets,  which  would  include  savings  accounts  in  banfe 
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mutual  savings  banks,  savings-and-loan-association  accounts,  the  ac- 
cumulation of  reserves  in  life-insurance  companies,  and  so  forth. 

We  have  also  information  on  the  accumulation  or  social-security  re- 
serves, which  in  a  sense  are  a  form  of  savings  from  the  standpoint  of 
the  the  economy  as  a  whole.  We  have,  of  course,  savings  bonds. 

Then  there  is  the  more  intangible  sort  of  savings—well,  outside  of 
that  field  is  the  question  of  the  investment  in  property  directly.  That 
is  more  difficult  to  get,  how  much  people  buy.  We  do  have  some  in- 
formation on  the  net  increase  in  common-stock  holdings,  and  net  in- 
crease in  common  stocks  outstanding. 

There  is  the  big  problem  of  the  question  of  what  allowance  you 
make  for  increased  values  on  property  held.  Is  that  savings  or  is  that 
a  capital  gain  ?    That  is  one  of  the  technical  problems  involved. 

Then  there  is  the  borderline  field  of  consumer  durable  goods.  One 
buys  an  automobile  that  lasts  5  or  10  years,  depending  on  your  custom. 
Is  that  a  saving  or  is  it  not? 

Also,  other  household  durable  goods.  Some  people  put  the  figures  in, 
some  do  not. 

There  is  the  question  of  the  direct  investment  by  businesses  in  plant 
and  equipment,  which  is  not  represented  by  borrowing,  but  is  an  in- 
vestment of  their  internal  funds.  Those  are  more  difficult  to  estimate 
and  involve  complicated  estimates. 

Then  also,  in  the  overall  definition  of  saving,  a  retirement  of  debt 
is  counted  as  a  saving.  If  somebody  takes  money  from  his  income  and 
pays  off  a  debt,  that  is  a  form  of  saving,  and  that  is  rather  complicated. 

On  the  other  hand,  in  a  lot  of  the  estimates  an  increase  in  debt  is  a 
deduction  from  savings.  So  that  we  have  what  we  call  dis-  savings 
as  well  as  savings. 

So  you  can  see  it  gets  to  be  a  very  complicated  form  of  tabulation, 
and  there  are  many  different  definitions  among  the  experts  on  the 
subject,  and  no  general  agreement  as  to  a  definition. 

But  what  we  are  trying  to  do  is  to  work  up  various  estimates  ac- 
cording to  these  various  definitions.  We  have  not  gotten  the  job 
completed  yet,  but  we  can  give  you  some  information  on  it. 

Mr.  Martin.  I  am  glad  you  brought  this  up,  Mr.  Multer. 

In  the  work  we  have  done  for  the  Congress  on  the  matter  of  statis- 
tics, the  two  areas  that  we  feel  require  the  most  attention  and  on  which 
we  don't  have  the  best  figures,  are  the  area  of  savings  and  inventories, 
and  we  are  working  hard  to  improve  them,  but  it  is  a  very  complicated 
and  difficult  task. 

Mr.  Mui/ter.  Without  attempting  to  put  any  pressure  on  you  as  to 
when  you  will  complete  the  job,  may  I  ask  when  you  may  have  that 
information  for  us  ? 

Mr.  Mabtin.  This  is  going  to  be  a  continuous  study.  We  are  im- 
proving them  all  the  time.  Ithink  it  is  the  Census  Bureau  that  asked 
for  it,  Mr.  Thomas,  not  the  Bureau  of  the  Budget. 

Mr.  Thomas.  The  Bureau  of  the  Budget  made  the  request,  the 
division  of  Statistical  Standards.  But  we  are  working  with  the  De- 
partment of  Commerce  and  the  Securities  and  Exchange  Commission, 
who  are  also  working  in  that  area,  along  with  various  other  agencies. 

Mr.  Moxter.  I  don't  believe  you  mentioned,  although  I  am  sure  you 
intended  to  include  in  savings  the  reserves  in  pension  funds. 

Mr.  Thomas.  That  is  right. 
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Mr.  Multer.  And  purchase  by  the  general  public  of  stocks  ud 
bonds  on  the  open  market.  I  think  you  did  indicate  tliat  that  ilx 
comes  within  that  category-. 

Mr.  Thomas.  That  is  right.  That  would  have  to  be  a  net  increu^ 
you  see. 

Mr.  Molter.  Yes,  sir. 

Mr.  Thomas.  Because  there  is  buying  and  selling. 

Mr.  Multer.  Now,  Mr.  Anderson  asked  about  supplying  us  with 
the  percentage  of  interest  rates,  the  average  of  interest  rates  paid  00 
the  Government  debt. 

Don't  you  already  have  that  information  as  reflected  at  page  793 of 
your  current  Federal  Reserve  Bulletin,  the  July  1957  bulletin! 

Mr.  Martin.  That  wasn't  quite  what  I  understood  Mr.  Andersoni 

?uery  to  be.     We  have  that  information  and  publish  it  montldy.    fiat 
thought  Mr.  Anderson  was  directing  himself  to  an  estimate  of  whit 
the  cost  would  be  if  we  had  to  finance  the  whole  debt  today. 

Mr.  Anderson.     Will  the  gentleman  yield  ? 

Mr.  Multiik.  Surely. 

Mr.  Anderson.  My  question,  in  effect,  related  to  a  weighted  aver 
age  of  the  present  cost.  It  would  be  weighted — if  it  were  to  com 
out  with  a  single  figure  for  average  cost  of  money  to  the  Gontft- 
ment — it  would  be  weighted  with  each  of  the  interest  rates,  acced- 
ing to  the  amount  of  our  present  Federal  debt  that  was  involved  it 
that  particular  interest  rate,  and  would,  I  think,  give  the  figure  whid 
I  wanted — an  average  cost  of  money  if  we  were  to  refund  our  natioml 
debt  hut  without  upsetting  our  economy  by  actually  refunding  it. 

It  is.  in  elfect  a  weighted  average  interest  rate. 

Mr.  Martix.  That  is  right. 

Mr.  Thomas.  And  your  question  related  onlv  to  the  Federal  debt, 
asT  understood  it? 

Mr.  Anderson.  That  is  right,  Mr.  Thomas.  I  was  wondering  whit 
the  weighted  average  of  all  these  types  of  Government  obligations 
would  be  under  present  circumstances. 

Could  you  continue,  then?     Can  you  get  us  that  weighted  figure! 

Mr.  Thomas.  It  would  necessarily  be  very  close  to  the  existing 
market,  and  since  the  existing  range  of  market  rates  is  rather  narrow, 
it  would  be  somewhere  between  3^  and  4  percent. 

Mr.  Anderson.  Thank  you. 

Thank  you,  Mr.  Multer. 

Mr.  Multer.  Now,  I  want  to  refer  back,  for  a  moment,  to  the  quo- 
Hon  of  reserve  requirements,  and  the  way  you  have  them  broken  down 
now  by  centra]  Reserve  cities,  and  Reserve  cities,  and  I  ask  you  whether 
or  not,  if  we  are  going  to  continue  the  central  Reserve  cities,  why 
we  shouldn't  include  as  central  Reserve  cities  such  cities  as  San  Fran- 
cisco, Boston,  Los  Angeles,  Detroit,  Pittsburgh,  Cleveland,  Fhfli- 
delphin,  Dallas,  and  St.  Louis. 

Mr.  Martix.  You  are  talking  about  Reserve  cities  now? 

Mr.  Multer.  I  say  if  wc  are  going  to  continue  central  Reserve  citia 
as  one  classification,  why  shouldn't  these  eight  cities  that  I  have  men- 
tioned also  be  classified  as  central  Reserve  cities?  I  understand  thrt 
you  and  I  are  in  agreement  that  that  is  a  geographic  division  which  a 
not  good. 

Mr.  Martin.  That  is  right. 
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Mr.  Multer.  If  we  are  not  going  to  change  the  system,  why 
shouldn't  we  include  these  other  big  cities  ? 

Mr.  Martin.  Why  shouldn't  we  include  the  two  big  cities  as  Re- 
serve cities,  to  put  it  another  way  ? 

Mr.  Multer.  Well,  I  would  be  for  that,  too.  In  other  words,  why 
should  m — why  shouldn't  we  abolish  the  classification  of  central  Re- 
serve cities  and  instead  of  having  Chicago  and  New  York  standing 
by  themselves,  put  them  in  the  same  category  with  other  Reserve  cities ? 

Mr.  Martin.  I  hope  we  will  do  that  one  of  these  days,  Mr.  Multer. 

Mr.  Multer.  Can  we  help  to  do  that  by  amending  this  statute 
accordingly  ? 

•  Mr.  Martin.  You  might  have  more  success  than  we  have  had  in 
getting  a  reserve  requirement  bill  that  would  be  approved  by  every- 
one. But  it  is  a  difficult  problem,  as  we  pointed  out  to  you.  You  have 
our  response  to  your  recent  inquiry  along  that  line. 

Mr.  Thomas  happens  to  be  the  man  that  devotes  most  time  to  this 
subject  in  the  Board,  and  we  have  been  working  on  the  ABA  proposals 
which  we  mentioned  earlier,  making  studies  of  what  would  be  the 
impact  of  those  proposals  on  various  classes  of  hanks. 

How  soon  will  those  studies  be  finished,  Mr.  Thomas  ? 

Mr.  Thomas.  Several  months. 

Mr.  Multer.  Well  now,  Mr.  Martin,  I  think  that  you  agree  with  me 
and  with  most  legislators  that  for  a  long  time  bank  holding  legislation 
was  necessary.  I  am  not  talking  about  the  details  but  that  overall 
legislation  was  necessary. 

Mr.  Martin.  I  do. 

Mr.  Multer.  And  that  went  for  years,  because  we  could  never  get 
people  in  the  banking  held  to  agree  on  what  the  bill  should  be.  Isn't 
that  so? 

Mr.  Martin.  Right. 

Mr.  Multer.  Aren't  we  up  against  the  same  situation  with  reserve 
requirements?  We  can  never  hope  to  get  complete  agreement  on  the 
subject  by  all  the  different  bankers,  or  the  associations  or  within  the 
associations.     Why  shouldn't  we  move  forward  without  them? 

Mr.  Martin.  Well,  it  took  quite  a  time  to  get  a  holding  company 
bill,  which  may  not  be  satisfactory  as  it  is,  and  we  may  not  be  too  far 
off  now,  Mr.  Multer,  from  getting  something  in  the  reserve  require- 
ment field.  It  may  be  about  the  same  position  now  that  the  holding 
company  legislation  was  in  2  years  ago,  say. 

In  other  words,  these  problems  are  coming  to  a  head. 

Mr.  Multer.  In  order  that  we  might  be  able  to  better  resolve  that 
question,  please  tell  us  what  was  the  original  purpose  of  dividing  the 
country  into  12  Reserve  districts? 

Mr.  Martin.  In  the  Federal  Reserve  Act  ? 

Mr.  Multer.  Yes,  sir. 

Mr.  Martin.  Well,  it  was  to  recognize  a  regional  system,  and  to 
have  various  trade  areas.  It  got  involved  in  a  good  bit  of — I  must 
use  the  word  —"politics,"  I  think,  as  to  what  those  trade  lines  would 
be  and  where  those  banks  would  be  located,  but  it  was  to  divide  the 
country  into  reasonable  trade  areas  and  reasonable  divisions,  so  that 
we  would  have  a  decentralized  system  instead  of  a  central  bank  oper- 
ating in  Washington,  without  any  check  from  the  field. 

Mr.  Multer.  Has  a  study  been  made  by  the  Board  as  to  whether 
or  not  those  districts  need  revision  as  to  boundary  lines  and  so  forth? 
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Mr.  Martin.  Oh,  yes,  sir;  the  Board  works  on  that  problem  con- 
stantly, and  we  have  made  minor  adjustments  fromtime  to  times 
those  districts,  but,  by  and  large,  they  work  surprisingly  well.  Wi 
are  constantly  faced  with  the  question  of  whether  we  need  i  new 
branch  to  service  an  area,  but  if  you  will  look  at  the  country  geo- 
graphically and  take  the  12  banks  and  the  24  branches,  you  wilTw 
that  we  have  pretty  good  coverage  today. 

Mr.  Multer.  Again,  however,  they  are  not  divided,  in  acconuuM 
with  geography.  You  don't  try  to  put  an  equal  number  of  Stain 
into  a  particular  district. 

Mr.  Martin.  Oh,  no. 

Mr.  Multer.  Geography  doesn't  enter  into  it  at  all.  It  is  the  trios 
requirements  and  banking  requirements  that  decide  how  the  district! 
shall  be  made  up? 

Mr.  Mvrtin.  Well,  those  are  the  primary  factors,  but  geography 
has  to  enter  into  it  somewhat,  too.  Just  as  we  have  a  great  Facia 
const  area  over  here,  and  we  have  had  to  put  4  branches  into  tint 
area,  we  have  had  to  have  branches  in  the  Southwest,  whereas,  in  tbt 
case  of  New  England,  we  have  1  bank,  with  no  branches. 

Mr.  Multer.  What  about  the  Territories,  Hawaii  and  Alaska! 

Mr.  Martin.  We  have  an  agency  that  serves  Alaska,  and  we  would 
have  a  similar  agency  to  serve  Hawaii.  They  are  both  serviced  by  tie 
12th  Federal  Reserve  District  at  the  present  time. 

Mr.  Multer.  Hasn't  Hawaii  grown  large  enough  in  trade  and  bank- 
ing facilities  and  banking  requirements  to  warrant  being  set  up  m* 
district  ? 

Mr.  Martin.  I  would  question  it  being  set  up  as  a  district. 

Mr.  Multer.  How  about  having  a  branch  there? 

Mr.  Martin.  I  don't  think  it  has  reached  that  point  yet.  We  think 
the  San  Francisco  bank  can  give  adequate  service  as  it  is  presently 
constituted.  But  of  course  that  is  something  that  would  be  actively 
considered. 

We  couldn't  have  a  branch  there,  of  course,  as  long  as  they  are  not 
States. 

Mr.  Mut.ter.  How  do  the  banks  there  clear  their  checks,  conti- 
nental checks? 

Mr.  Martin.  I  have  forgotten  the  name  of  the  bank  in  Honolulu, 
but  they  are  cleared  there  By  sending  them  to  the  mainland. 

Mr.  Multer.  Is  that  a  national  bank  ? 

Mr.  Martin.  Bishop  National  Bank,  that  is  right.  That  is  ac- 
tional bank. 

Mr.  Multer.  That  is  the  only  national  bank  that  is  not  insured  by 
the  Federal  Deposit  Insurance  Corporation;  is  that  correct) 

Mr.  Martin.  Is  that  right? 

Mr.  Thomas.  It  is  not  a  member  of  the  Federal  Reserve. 

Mr.  Martin.  That  is  correct.  It  is  not  a  member  of  the  Federtl 
Reserve  System.  Whether  it  is  the  only  one,  I  dont  know.  I  can 
che^k  up  on  that. 

Mr.  Multlr.  Will  you  check  up  and  tell  us  whether  there  is  any 
other  national  bank  that  is  not  a  member  of  the  Federal  Reserve  Sys- 
tem or  whether  or  not  there  is  any  other  national  bonk  that  is  not 
insured  by  the  FDIC? 

Mr.  Martin.  Mr.  Leonard  points  out  that  there  are  a  few  national 
banks  in  Alaska  that  are  also  not  member  banks. 
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Mr.  Multer.  Neither  members  of  the  Federal  Reserve  System  nor 
insured  by  the  FDIC I 

Mr.  Leonard.  I  don't  know  about  the  insurance,  Mr.  Multer.  I 
would  have  to  check  that  up. 

Mr.  Multeb.  Will  you  check  that  up  and  give  us  the  answer  1 

Mr.  Mart-TV.  Yes,  sir. 

(The  information  requested  is  as  follows :) 


Mr.  Multer.  Why  should  any  national  bank  be  exempted  from 
the  requirements  of  the  Federal  Reserve  Act  and  the  requirements 
of  the  FDIC! 

Mr.  Mumma.  It  is  a  matter  of  statehood. 

Mr.  Multer.  There  is  no  matters  of  statehood  involved. 

I  would  be  glad  to  have  Mr.  Martin  tell  us.  My  opinion  is  there 
is  no  matter  of  statehood  involved. 

Mr.  Martin.  I  don't  know  the  technicalities  of  it,  Mr.  Multer,  but 
I  would  be  glad  to  have  it  reviewed  for  you.  I  am  sure  that  is  the 
only  reason. 

Mr.  Multer.  That  these  Territories  are  not  States. 

Mr.  Martin.  They  are  not  States ;  no,  not  legally. 

Mr.  Multer.  I  agree  with  you  that  they  are  not  States,  but  I  am 
just  wondering  whether  or  not  you  offer  that  as  a  reason  as  to  why 
they  are  not  members  of  the  System — because  they  are  located  in 
Teritories  rather  than  States. 

Mr.  Martin.  I  don't  know  the  technicalities  of  it,  but  I  am  sure 
that  is  the  reason  they  are  not. 

Mr.  Multer.  Why  should  the  Territories  be  any  different  than  the 
Commonwealth  of  Puerto  Rico? 

Mr.  Mumma.  Different  nomenclature. 

Mr.  Multer.  Let's  not  quibble  about  words.  They  are  both 
off  shore. 

Mr.  Martin.  The  Federal  Reserve  districts  now  in  existence  num- 
ber from  1  to  12  and  comprise  the  continental  United  States,  exclud- 
ing Alaska. 

Mr.  Multer.  That  is  right.    That  is  the  statute. 

Mr.  Martin.  Right. 

Mr.  Multer.  My  question  is  as  to  why  we  shouldn't  change  the 
statute  and  take  out  that  exclusion. 

Mr.  Martin.  That  I  can't  answer,  but  I  am  certain  that  there 
are  legal  and  technical  reasons  for  it. 

Mr.  Multer.  Will  you  try  to  supply  them  to  us,  sir  ? 

Mr.  Martin.  I  will  be  very  glad  to  have  that  reviewed  and  give 
you  a  memo  on  it. 

(The  information  requested  above  is  as  follows:) 

Mem  bees  hip  of  Territorial  National  Barks 

Since  its  enactment  in  1923,  the  Federal  Reserve  Act  has  made  it  compulsory 
for  all  national  banks  to  be  members  of  the  Federal  Reserve  System,  except 
that,  under  section  19  of  the  act,  national  banks  located  in  Alaska  or  a  de- 
pendency or  insular  possession  or  "any  part  of  the  United  States  outside  the 
continental  United  States"  are  permitted  to  remain  nonmember  banks  but  have 
toe  right  to  apply  for  membership  in  the  System  If  they  desire.  At  the  present 
time,  only  2  such  national  banks,  1  In  Alaska  and  1  in  the  Virgin  Islands,  are 
members  of  the  System. 
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It  Is  reasonable  to  presume  that  In  1913  Congress  felt  It  unnecessary  to  R- 
quire  Territorial  national  banks  to  be  members  of  the  System  because  at  tsst 
time  lociil  bunking  and  economic  conditions  In  the  Territories  were  deemed  n 
have  no  close  or  material  relation  to  banking  and  economic  conditions  in  tat 
United  States  proper.  It  was  probably  felt  also  that,  because  of  the  rcnuilltCM 
of  the  Territories  and  dependencies,  the  benefits  of  membership  In  the  Systw 
would  not  be  readily  accessible  to  such  national  banks,  and  that  therefore  a 
would  be  unfair  to  make  their  membership  compulsory. 

It  may  be  noted  that  the  Federal  Reserve  Act,  in  making  membership  optlottl 
In  the  case  of  national  banks  located  In  "any  part  of  the  United  States  ontitdi 
the  continental  United  States,"  makes  no  distinction  between  national  busk 
located  in  States  and  those  located  In  Territories,  and  consequently.  If  *  Terri- 
tory were  admitted  to  statehood,  national  banks  in  the  new  State  could  contisv 
to  remain  outside  the  System  if  they  desired.  Some  years  ago,  when  a  MS 
for  the  admission  of  Hawaii  to  statehood  was  pending  In  Congress,  the  Bow* 
recommended  to  Congress  a  specific  provision  requiring  any  national  banks  ii 
Hawaii  to  become  members  of  the  System  within  00  days  after  the  adnusBsi 
of  Hawaii  as  a  State.  Such  a  provision  is  now  incorporated  In  currently  pend- 
ing bills  relating  to  the  admission  to  statehood  of  both  Hawaii  and  Alaska. 

Present  law  could,  of  course,  lie  amended  to  require  all  national  banks  wotr- 
ever  located  to  became  members  of  the  Federal  Reserve  System.  It  may  bt 
contended  that  there  Is  now  no  reason  why  a  national  bank  In  n  Territory  or 
Insular  possession,  enjoying  the  prestige  and  privileges  conferred  by  orsaniEt- 
tloo  under  the  National  Bank  Act,  should  he  exempt  from  the  obligations  sad 
responsibilities  which  must  he  assumed  by  national  banks  in  the  United  Stalls 
proper.  Un  the  other  hand,  it  can  be  arjrued  that  economic  and  banking  coodi- 
tinus  are  not  necessarily  the  same  In  all  Territories  and  insular  possession, 
and  that  it  would  be  inadvisable  to  make  membership  of  national  banks  In  uy 
such  area  compulsory  unless  and  until  its  economic  progress  has  developed  N 
such  a  point  as  to  warrant  admission  to  statehood. 

Mr.  Mtjlter.  What  is  the  purpose  of  the  reserve  requirements  t 

Sir.  Martin.  Well,  originally,  Mr.  Multer,  as  you  know,  reserve 
requirements  were  connected  with  solvency  of  the  banks.  That  w» 
the  theory  of  it,  I  think,  and  the  mobility  and  the  redeemability  of 
currency. 

Now,  subsequently,  and  now  that  we  have  the  Federal  Reserve  Sys- 
tem, I  think  they  serve  no  purpose  except  for  monetary  control. 

Mr.  Multer.  Yon  would  not  recommend 

Mr.  Martin.  I  wouldn't  say  that  they  don't  serve  any  purpose 
otherwise,  lint  that  is  their  primary  purpose. 

Mr.  Mui.Ter,  Today  the  primary  purpose  is  monetary  control. 

Mr,  Martin.  That  is  right. 

Mr.  Mcltkr.  And  that  means,  of  course,  credit  control. 

Mr.  Martin.  Oh,  yes,  sir. 

Mr.  Mni.TiiR.  You  would  not  recommend  giving  up  the  require- 
ment; that  the  hanks  carry  these  reserves,  would  you* 

Mr.  Martin.  No,  I  would  not.  That  has  been  a  part  of  our  bank- 
ing structure  for  a  long  time,  and  1  think  that  the  advantages  ire 

Mr.  Multer,  And  if  we  are  to  have  control  of  credit,  the  Federal 
Reserve  System  must  have  that  provision  requiring  the  carrying  of 
reserves,  is  that  right?    You  couldn't  very  well  get  along  without  it! 

Mr.  Martin-.  It.  would  make  our  problem  more  difficult,  and  it a 
part  of  our  traditional  banking  apparatus  at  the  present  time.  If 
we  had  never  had  reserves,  some  foreign  banks,  for  instance,  don't 
have  any  reserve  requirements,  as  we  have,  and  they  do  very  well  by 
other  instruments,  but  with  us  that  has  become  a  part  of  our  banking 
apparatus.     That,  is  one  of  the  reasons,  I  think,  for  retaining  it. 
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Mr.  Multer.  In  these  other  countries  where  they  do  not  have  re- 
serve requirements,  the  government,  itself,  can  step  in  at  any  time 
and  say,  "No  more  lending,"  or  "Only  a  certain  percentage  of  lend- 
ing," or  "Lendingonly  to  a  particular  field"! 

^Mr.  Martin.  Well,  they  can't  do  that,  but  they  can  perhaps  invoke 
moral  suasion  and  other  methods.  They  don't  have  any  law  to  just 
step  in  and  say  that. 

Mr.  Mclter.  Well,  they  have  the  power  to  issue  an  edict  or  decree 
or  regulation  which  would  accomplish  the  same  purpose,  which  we 
coula  never  accomplish  except  by  a  statute  which  gave  you  the  right 
to  fix  these  limits  of  borrowings,  isn't  that  right  ? 

Mr.  Martin.  In  many  of  these  foreign  countries  they  have  tradi- 
tional ratios  that  are  recognized,  and  which  have  become  a  part  of 
their  mores,  just  as  we  have  things  in  this  country.  Just  as  the  tra- 
dition has  been  strong  against  borrowing  from  the  Federal  Reserve 
System,  even  though  the  discount  window  is  available.  There  has 
been  a  traditional  reluctance  on  the  part  of  the  banks  to  utilize  it, 
which  has  been  an  important  factor  in  our  banking. 

Mr.  Multer.  The  moneys  that  are  deposited  by  the  members  of 
the  Federal  Reserve  System,  with  the  Federal  Reserve  banks,  which 
are  the  moneys  paid  on  their  subscriptions  to  the  stock,  are  immo- 
bilized almost  to  the  same  extent  as  their  reserves,  are  they  not? 
That  money  is  held  by  the  Federal  Reserve  bank,  and  it  is  immobil- 
ized the  same  as  you  immobilize  the  reserves.     Am  I  right  ? 

Mr.  Martin,   i  es,  sir,  that  is  right. 

I  think  the  point  was  made  here  in  discussing  those  stock  sub- 
scriptions—-Mr.  Patman  made  the  point — that  in  the  early  days  those 
stock  subscriptions  were  part  of  the  organization,  the  corporate  or- 
ganization of  the  banks,  and  they  could  nave  been  used  for  operating 
expenses  or  anything  else  at  that  particular  time,  by  the  System. 

As  time  has  gone  on,  they  have  become  an  insignificant  amount  of 
money  against  the  general  operations. 

I  don't  think  that  is  any  justification  for  eliminating  them. 

Mr.  Mut-ter.  I  am  not  suggesting  that  we  eliminate  them. 

Mr.  Martin.  I  know  you  are  not,  but  I  am  just  making  that  point. 
To  me,  that  has  nothing  to  do  with  their  elimination. 

Mr.  Multer.  Well  now,  the  reserves  that  are  carried  by  the  banks 
with  the  Federal  Reserve  System  carry  what  interest  or  compensa- 
tion to  the  banks  which  deposit  those  reserves  ? 

Mr.  Martin.  No  interest. 

Mr.  Multer.  No  interest  at  all  ? 

Mr.  Martin.  No  interest  at  all. 

Mr.  Multer.  Then  why  should  they  get  any  interest  or  dividends 
on  the  moneys  which  are  deposited  as  part  of  their  stock  subscrip- 
tions ? 

Mr.  Martin.  Well,  that  was  just  an  ordinary  business  transaction. 
Originally,  they  purchased  this  stock  just  as  you  could  buy  stock  on 
the  exchange,  and  this  stock,  you  must  remember,  was  also  to  be 
available  to  the  public.  In  the  original  Federal  Reserve  Act,  if  there 
had  not  been  sufficient,  it  could  have  been  sold  to  the  public.  There 
never  was,  and  I  am  glad  it  wasn't.  But  it  was  an  ordinary  trans- 
action, and  the  business  procedure — you  can  discount  business  pro- 
cedures and  practices  and  say  they  shouldn't  be  followed  when  you 
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are  engaged  in  Federal  public  practice,  but  I  think  they  serve  a  raj 
real  purpose,  and  I  think  that  it  should  be  followed. 

Mr.  Multer.  Can  this  stock  be  sold  to  the  public  today! 

Mr.  Martin.  I  don't  believe  the  law  has  ever  been  changed  on  tint, 
has  it,  Mr.  Hexter! 

Mr.  Hexter.  The  provision  with  respect  to  public  sale  is  still  b 
the  act,  but  the  conditions  under  which  it  could  be  exercised  do  nut 
exist  at  the  present  time.  I  believe  that  provision,  which  I  have  ml 
had  occasion  to  review,  since  there  has  been  no  use  for  it,  provided  far 
sale  to  the  public  in  the  event  that  the  necessary  capital  could  not  hi 
obtained  from  member  banks,  and  of  course  the  Federal  Resern 
banks'  capital  is  far  in  excess  of  the  required  minimum. 

Mr.  Multer.  What  if  any  change  is  recommended  in  this  bill  ■ 
to  that! 

Mr.  Martin.  I  don't  think  there  is  any  recommendation  made  u 
that  point. 

Mr.  Patman.  I  think  there  is  a  recommendation  to  leave  it  out,  m 
something  that  should  be  left  out  in  the  recodification  as 
I  think  that  is  what  is  in  the  bill. 

Mr.  Martin.  That  it  is  an  obsolete  provision ! 

Mr.  Patman.  I  think  it  is  construed  as  an  obsolete  provision. 

Mr.  Martin.  Construed  as  an  obsolete  provision.  i 

Mr.  Patman.  That  is  my  understanding. 

Mr,  Martin.  That  is  right- 
Mr.  Multer.  If  existing  law  is  continued  in  the  proposed  bill,  will    I 
you  go  along  with  the  suggestion  that  an  amendment  should  be  made 
to  the  law  so  as  to  eliminate  the  possibility  of  the  stock  being  sold  to 
the  general  public! 

Mr.  Martin.  I  think  we  could,  yes.  I  wouldn't  have  any  objection 
to  that. 

Mr.  Multer.  Now  with  further  reference  to  this  stock  which  is 
presently  owned  by  the  member  banks,  if  we  don't  eliminate  com- 
pletely the  provision  for  payment  of  dividends  on  that  stock,  would 
it  not  be  much  fairer  to  limit  the  payment  of  dividends  on  that  stock 
to  the  amount  of  the  average  earnings  on  Government  bonds  during 
each  dividend  period !  In  other  words,  if  the  average  being  paid  by 
the  United  States  Government  on  bonds  is  3  percent  during  the  divi- 
dend period,  to  pay  them  3  percent;  if  it  is  4  percent,  pay  them  4 
percent;  if  it  drops  back  to  2  percent,  which  we  hope  it  will  sometime, 
pay  them  2  percent. 

Mr.  Martin.  I  would  see  no  reason  for  changing  the  original  con- 
tract that  they  enter  into.  The  money  would  be  just  a  drop  in  the 
bucket,  Mr.  Multer. 

Not  that  any  money  is  a  drop  in  the  bucket,  but  the  amount  would 
be  negligible.  It  would  just  add  to  the  necessity  of  having  bookkeep- 
ing adjustments  made  periodically,  and  I  wouldn't  see  any  purpose 
being  served  by  it. 

Mr.  Multer.  Let's  go  to  the  next  problem,  which  is  this : 

What  services,  if  any,  do  the  member  banks  render  the  System  ! 

Mr.  Martin.  The  member  banks  are  part  of  the  System. 

Mr.  Multer.  Yes.  I  am  not  talking  about  the  Federal  Resern 
banks  now. 

What  service,  if  any,  do  the  member  banks  render  to  the  Systeml 
I)o  they  render  any  service  to  the  System ! 
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Mr.  Martin.  Well,  they  certainly  do.    They  give  us  the  benefit  of 
their  counsel.     We  examine  them;  they  are  a  part  of  the  System  when 
.    they  come  into  it.     I  don't  know  what  you  can  say  in  the  way  of — it  ia 
all  a  part  of  the  operations. 

Mr.  Multer.  Well,  now,  the  Federal  Reserve  banks  act  aa  the  clear- 
inghouses for  the  member  banks. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  Do  they  act  as  the  clearinghouse  for  nonmember 
banks? 

Mr.  Martin.  No.  We  list  here  our  services  to  the  member  hanks. 
I  don't  have  any  services  listed  in  our  booklet  on  that.  When  we 
handle  member  bank  reserve  accounts,  we  furnish  currency  for  cir- 
culation, make  currency  shipments,  facilitate  the  clearance  of  checks, 
effect  telegraphic  transfer  of  funds ;  we  act  as  fiscal  agents,  custodians, 
and  depositories  for  the  Treasury  and  other  Government  agencies, 
and  check  and  interpret  information  bearing  on  the  economic  situa- 
tion ;  and  we  derive  from  all  of  these  member  banks  reports,  and  are 
•in  daily  contact  with  them,  and  in  that  sense  they  contribute  quite 
definitely. 

Mr.  Multer.  What  page  were  you  reading  from  ? 

Mr.  Martin.  I  was  reading  from  our  little  booklet,  the  Federal  Re- 
serve System,  onpage  4. 

Mr.  Multer.  Those  are  services  that  the  Federal  Reserve  banks  and 
the  Federal  Reserve  System  render  to  the  member  banks;  is  that 
right? 

Mr.  Martin.  That  is  right. 
:  Mr.  Multer.  Is  there  any  charge  for  that  service  or  those  services? 

Mr.  Martin.  No  ;  no  charge  is  made  for  those  services. 

Mr.  Multer.  Nonmember  banks  do  get  the  services  of  the  Federal 
Reserve  System  as  to  clearing  their  checks,  at  least,  by  clearing  through 
member  banks ;  do  they  not? 

Mr.  Martin.  That  is  right,  through  the  correspondent  banking 
system. 

Mr.  Multer.  Is  there  any  charge  made  to  the  nonmember  bank  by 
the  member  bank  for  that  service? 

Mr.  Martin.  I  don't  know.  Mr.  Leonard  is  the  head  of  our  De- 
partment of  Operations. 

Do  thB  nonmember  banks  make  any  charge  for  that  service  f 

Mr.  Leonard.  It  is  my  understanding,  Mr.  Multer,  that  no  direct 
charge  as  such  is  made;  that  the  city  correspondent  banks,  or  the 
correspondent  banks  in  the  other  areas  provide  that  service  for  their 
customers,  their  correspondent  banks  who  maintain  accounts  with 
them,  and  that  the  account  they  maintain  with  the  correspondent  bank 
serves  as  compensation  for  that  service. 

Mr.  Multer.  Are  there  any  banks  in  the  country  today  that  are 
charging  for  the  clearing  of  checks  ? 

Mr.  Martin.  Yes,  sir;  there  are  some  nonpar  banks. 

Mr.  Leonard.  I  think,  Mr.  Multer,  there  are  two  points  there. 

One  is  the  clearing  of  checks,  and  the  other  is  an  exchange  charge. 

In  general,  banks  analyze  the  deposit  accounts  that  are  carried  with 
them  and  see  that  the  account  is  large  enough  to  justify  the  business 
for  them,  and  in  their  analysis  they  would  figure  that  it  costs  them 
so  much  to  handle  checks  for  this  depositor,  and  that  he  should  main- 
tain with  them  a  corresponding  account,  or  that  they  might,  in  some 
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cases,  make  a  service  charge  for  that  to  large  companies  as  well  is 
individuals. 

On  the  other  side  of  the  picture,  there  are,  as  you  know,  some  2,0M 
banks  in  the  country  that  charge  exchange  on  checks  drawn  on  thtt 
bank  when  they  remit  for  them  to  the  bank  that  sent  the  check. 

Mr.  Mcltkr.  There  is  no  control  over  those  charges  by  the  Federal 
Reserve  Board,  as  to  either  member  or  nonmember  banks? 

Mr.  Leonard.  No,  sir. 

Mr.  Mttlter.  Shouldn't  something  be  put  in  the  statute  to  give  joa 
the  right  to  regulate  those  charges,  at  least  as  to  member  banks? 

Mr.  Martin.  Well,  if  they  violate  any  sound  practice  or  anything 
of  that  sort,  we  could  interfere  at  any  time. 

Mr.  Multer.  You  mean,  make  a  recommendation  ? 

Mr.  Martin.  No:  we  would  talk  to  them  about  it.  I  don't  think  n 
would  have  any  problem  with  that. 

Mr.  Multer.  Well,  when  you  talk  to  them  about  it,  if  you  think  tbe 
charge  is  an  improper  charge,  you  would  make  a  recommendation  tin 
they  change  the  charge,  would  you  not? 

Mr.  Leonard.  Mr.  Multer,  Mr.  Hexter  has  a  copy  of  the  law  there, 
and  I  think  that  there  is  a  provision  in  the  law  that  limits  the  chirp 
that  a  bank"  can  make. 

Mr.  Multer.  May  we  have  the  citation,  Mr.  Hexter  ? 

Mr.  Hexter.  May  I  have  a  few  moments  to  locatB  that,  please. 

Mr.  Multer.  Yes;  supposing  I  go  on  with  my  next  question. 

On  the  ether  side  of  the  ledger,  however,  there  is  no  payment  made 
by  member  banks  to  the  depositors  by  way  of  interest  on  their  account*, 
and  that  is  because  the  law  today  prohibits  the  payment  of  interest  at 
demand  deposits. 

Mr.  Leonard.  Yes,  sir. 

Mr.  Multer.  Can  you  tell  us  the  history  of  that  enactment  which 
prohibits  the  charging  of  interest  on  demand  accounts! 

Mr.  Martin.  You  can  answer  that,  Mr.  Leonard.  That  goes  back  to 
Carter  Glass'  day  again,  and  to  abuses  of  a  competitive  nature  which, 
it  was  felt,  were  endangering  the  banking  system. 

Mr.  Leonard.  If  I  might  supplement  that,  Mr.  Chairman,  at  that 
time,  when  this  change  was  put  in  the  law  there  was  concern  about 
the  high  interest  rates  paid  by  the  large  banks  of  New  York  and  " 

financial  centers,  and  draining,  as  it  was  said,  the  financial 

from  the  country  into  those  money  centers. 

That  led  to  competition  in  the  interest  rate  paid,  which  led  in  tarn 
to  investment  in  risky  assets.  So  that,  for  the  twofold  purpose  of 
preventing  the  draining  of  resources  from  the  other  parts  of  the  coon- 
try  into  the  financial  centers,  and  as  an  interest  in  sound  banking  and 
re  ducting  the  need  for  risky  investments,  the  prohibition  was  enacted. 

Mr.  Multer.  In  those  days  we  also  had  so-called  "call"  accounts, 
did  we  not? 

Mr.  Leonard.  Call  money,  yes,  sir. 

Mr.  Multer.  That  type  of  account  is  also  prohibited  by  law  now. 
Am  I  right? 

Mr.  Thomas.  Banks  are  prohibited  from  making  loans  on  call  for 
the  account  of  nonbank  lenders,  but  banks  themselves  can  still  nnh 
loans  on  call  on  stock  exchange  collateral  providing  they  are  in 
accord  with  regulations  U  and  T,  which  have  certain  margin  require- 
ment?. 
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They  can  make  loans  to  brokers  and  dealers  under  a  smaller  margin 
requirement  than  the  loans  to  individuals. 

Air.  Patman.  May  I  read  one  passage  from  Federal  ResBrvB  Opera- 
tions in  the  Money  and  Government  Securities  Markets  by  Robert  V. 
Roosa  of  the  Federal  Reserve  Bank  of  New  York.  This  is  on  page  17. 
It  is  a  very  long  sentence  and  I  will  not  read  all  of  it,  as  it  is  not 


And  the  easy  money  conditions  ot  the  late  thirties,  along  with  other  changes, 
brought  the  call  money  market  virtually  to  an  end  long  before  the  desk  was 
formally  and  officially  closed  at  the  Stock  Exchange  in  1946. 

Mr.  Martin.  I  might  say  on  the  call  loans,  that  I  used  to  make 
eall  loans  every  morning  on  the  floor  of  the  stock  exchange  when  I 
first  went  down  there.    That  was  in  1932  and  1933. 

Mr.  Patman.  This  is  an  official  publication,  isn't  it? 

Mr.  Martin.  Well,  it  is  not  an  official  publication  but 

Mr.  Patman.  You  recognize  it. 

Mr.  Martin.  Absolutely.  Mr.  Roosa  is  one  of  the  ablest  men  we 
have  in  the  System. 

Mr.  Multer.  What  were  you  saying,  Mr.  Martin  ? 

Mr.  Martin.  I  was  referring  to  the  old  call  market  that  I  used  to 
make  every  morning  on  the  stock  exchange,  and  the  desk  just  grad- 
ually went  out  of  business,  to  supplement  Mr.  Roosa's  comment,  be- 
cause there  wasn't  any  need  for  it. 

Mr.  Multer.  Without  attempting  to  bring  back  any  call  account 
system,  why  shouldn't  we  again  go  back  to  permitting  banks  to  pay 
interest  on  demand  deposits  ? 

Mr.  Martin.  I  think  some  of  the  same  abuses  that  we  were  trying 
to  discourage  could  reassert  themselves,  and  it  may  be  that  we  will 
come  to  that  at  a  later  stage  of  our  development,  but  I  would  think 
this  is  not  the  time  to  do  it. 

Mr.  Multer.  What  abuse  do  you  think  might  come  back  if  the 
banks  were  permited  to  pay  interest  on  demand  accounts? 

Mr.  Martin.  The  abuse  of  draining  funds  from  one  area  of  the 
country  to  another  on  a  competitive  basis,  which  would  be  seeking 
short  term  advantage  over,  perhaps,  long  term  soundness. 

The  banking  industry  is  a  public  service  industry,  and  we  tried  to 
combine  the  best  of  private  enterprise  and  public  regulation  in  it. 

Mr.  Multer.  Well,  then,  if  you  had  the  regulation  merely  as  to 
banks,  interbank  transactions,  and  you  didn't  permit  the  banks  any 
interest  on  their  deposits,  don't  you  then  avoid  the  possibility  of 
money  being  drained  from  one  part  of  the  country  to  another? 

Mr.  Martin.  Well,  corporate  balances  would  still  be  available, 
quite  apart  from  interbank  deposits. 

Mr.  Multer.  You  have  no  control  over  those  corporate  balances 
today. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  Today  you  can't  stop  any  corporation  taking  its 
money  out,  over  and  above  what  it  needs  for  immediate  purposes,  and 
putting  it  into  4  percent  savings  accounts  in  California,  or  5  percent 
savings  accounts  in  Nevada,  rather  than  keeping  it  wherever  they 
may  have  their  regular  commercial  account.  You  can't  control  that, 
can  you  ? 

Mr.  Martin.  Well,  there  are  limitations  on  those,  but 
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Mr.  MoLTEit.  There  are  no  limitations  to  the  extent  that  if  a  com- 
pany wants  to  put  accounts  some  place  without  any  insurance,  ud 
goes  over  the  $10,000  amount,  they  can  put  it  wherever  they  pkaa 
today  without  limitation. 

Mr.  Martin.  Well,  if  yon  permit  interest  on  demand  deposits,  yoa 
will  get  quite  a  reshuffling  of  deposits  around  the  country,  and  then 
are  a  good  many  ramifications  to  it. 

Mr.  Molter.  Why  should  there  be  any  reshuffling  of  accotioti 
throughout  the  country,  in  one  section  as  against  the  other,  if  tin 
rate  that  you,  the  Board,  would  fix,  would  be  the  same  from  one  end 
of  the  country  to  the  other. 

Mr.  Martin.  Oh,  well,  if  we  did  that.  But  now  you  are  talking 
about  our  being  the  one  to  fix  the  rate. 

Mr.  Multer.  Surely  you  couldn't  let  them  run  rampant  becam 
then  we  would  get  into  the  same  trouble  we  got  into  before. 

Mr.  Martin.  Then  you  just  take  it  another  step  toward  having  Urn 
Board  run  the  banking  system  and  I  don't  think  we  want  to  do  that 

Mr.  Multek,  I  don't  think  that  is  so  at  all.  You  now  fix  the  redis- 
count rate,  don't  you  ? 

Mr.  Martin.  That  is  a  different  thing. 

Mr.  Multer.  What  is  different  about  it? 

Mr.  Martin.  Well,  these  are  banks  coming  in — this  is  a  rescm 
operation,  a  residual  operation. 

Now  you  are  talking  about  their  normal  business. 

Mr.  Mm,TKR.  Isn't  it  the  duty  of  the  Federal  Reserve  Board  and 
the  Comptroller  of  the  Currency,  and  the  FDIC,  to  make  sure  that 
these  hanks  are  running  properly,  that  they  are  well  managed,  thit 
they  are  not  paying  bigger  dividends  than  they  should,  and  that  the? 
are  not  paying  higher  interest  on  their  accounts  than  they  can  afford 
to  pay  ? 

Isn't  that  the  duty  of  the  supervisory  agencies  which  wb  have  in 
Government  today  which  includes  FDIC,  which  is  the  insurance 
agency,  which  makes  sure  there  is  proper  operation  or  else  they  will 
withdraw  the  insurance:  the  Comptroller  of  the  Currency  as  fa? 
ns  the  national  banks  are  concerned,  the  State  supervisors,  and  the 
Federal  Reserve  Board  as  to  member  banks. 

Mr.  Martin.  It  unquestionably  is  our  responsibility  to  supervise 
1o  the  best  of  our  ability,  Mr.  Mnlter,  but  we  also  want  to  preserve  as 
much  of  enterprise  in  these  banks  as  we  possibly  can. 

We  are  not  in  a  position  to  determine  all  their  policies.  Now  yos 
sire  suggesting  here,  of  course,  that  we  give  back  to  the  banks  the 
ability  to  pay  intei-est  on  deposits,  but  that  we  do  it  in  n  fixed  amount 

Mr.  Milter.  I  did  say  in  a  fixed  amount.  Ijet  me  interrupt  and 
say  I  didn't  mean  by  fixed  amount  that,  it  should  be  static.  But  that 
yon  could  fix  a  maximum,  either  by  fixing  the  amount,  4  percent  or 
whatever  it  may  be,  or  say  that  it  shall  be  a  percentage  based  on  their 
earnings. 

Mi-.  Martin.  We  have  the  authority  on  time  deposits,  and  it  may 
be,  as  I  say,  someday  that  it  will  Ix-  permitted  on  demand  deposits  too, 
hut  there  were  abuses  which  were  frying  to  be  con-ected  at  the  time 
this  wns  passed,  and  I  would  think  thnt  you  should  be  very  carefil 
about  f  lit1  possibility  of  those  abuses  reasserting  themselves, 

Mr.  Mri.TKR.  Mr.  Martin,  that  is  what  1  am  trying  to  develop  now, 
to  determine  whether  or  not  this  is  not  the  time  to  change  the  statute 
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and  at  the  same  time,  if  we  do  change  the  statue^  what  standards  we 
should  write  into  the  statute,  and  what  precautions  we  should  state 
statutorywise  by  way  of  regulation  to  make  sure  that  those  old  abuses 
will  not  get  back  into  the  banking  practices  of  the  country. 

We  have  got  our  banks  in  a  Tiealthy  state  today,  and  we  want  to 
keep  them  there.  But  let's,  if  we  can,  do  some  of  the  things  which 
should  be  done  to  improve  the  System.  What  methods  of  competition 
operate  today  between  the  commercial  banks  or  between  the  savings 
banks,  for  that  matter,  other  than  interest  on  accounts  ? 

What  does  one  commercial  bank  on  this  corner,  opposite  to  the  other 
on  the  other  corner,  offer  to  a  depositor  equidistant  from  both  banks, 
as  far  as  one  bank  against  the  other  is  concerned? 

Mr.  Martin.  Well,  there  is  not  much  in  terms  of  basic  service,  Mr. 
Multer.  You  may  have  confidence  in  the  man  who  handles  your  ac- 
count across  the  street  more  than  in  the  man  on  the  other  side  of  the 
street.  You  may  offer  to  do  certain  chores  of  one  sort  or  another 
that  the  other  fellow  doesn't  offer,  but  in  terms  of  the  service  that 
you  see— not  of  a  mental  nature — there  is  not  a  whole  lot  of  difference, 
I  agree  with  you. 

Mr.  Multer.  It  is  almost  a  matter  of  personalities. 

Mr.  Martin.  That  is  part  of  it. 

Mr.  Multer.  And  the  one  who  builds  up  the  better  goodwill  will 
keep  the  customer. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  Therefore,  if  you  had  proper  regulations  to  make  sure 
that  the  bank  could  not  pay  interest  other  than  what  it  was  earning, 
or  beyond  its  capacity  to  pay,  based  on  its  earnings,  there  should  be 
no  objection  to  paying  interest  on  demand  deposits. 

Mr.  Martin.  Well,  they  would  have  to  charge  more  on  their  loans. 
The  banks  have  to  earn  their  way,  and  if  they  pay  on  deposits,  they 
would  have  to  find  some  means  of  covering  those  expenses.  That 
would  require  them  to  go  out  and  adjust  their  loan  charges,  or  service 
charges. 

Mr.  Multer.  You  do,  you  say,  regulate  and  supervise  the  amount 
of  interest  they  pay  on  time  deposits. 

Mr.  Martin.  We  do.  We  were  given  some  discretion  in  that  at  the 
time  that  the  other  was  passed  in  1933  or  1935. 

Mr.  Multer.  In  order  to  exercise  that  discretion  you  must  review 
all  of  the  activities  of  the  bank  in  order  to  determine  what  the  rate  of 
interest  should  be  on  time  deposits,  whether  there  should  be  anything 
paid  by  a  particular  bank  or  what  the  maximum  should  be  in  the 
industry. 

Mr.  Martin.  Well,  we  only  regulate  the  maximum  there,  you  see, 
and  it  is  permissive  within  that  framework.  So  that  there  we  are 
following  the  suggestion  you  were  making  on  demand  deposits.  We 
say,  "within  this  framework." 

About  a  year  ago  at  this  time  we  permitted  the  discretion  in  that  to 
go  up  a  hair  of  1  percent. 

Mr.  Multer.  And  they  all  went  up. 

Mr.  Martin.  No. 

Mr.  Multer.  In  the  city  of  New  York,  they  did. 

Mr.  Martin.  In  New  York,  but  around  the  country  a  lot  of  them 
haven't 
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Mr.  Multer.  The  reason  they  went  up  in  the  city  of  New  York  a 
that  the  savings  banks  were  permitted  to  raise  their  interest  rite, 
and  they  had  to  meet  that  competition.     Isn't  that  so  t 

Mr.  Martin.  Yes;  I  think  that  is  probably  true- 
Mr.  MTTLTBR.  You  must,  nevertheless — eacli  case — even  though  the 
interest  being  paid  on  the  time  deposits  may  be  under  the  maximum, 
you  must,  nevertheless,  make  inquiries  as  part  of  your  examinatka 
to  determine  that  a  particular  bank  is  not  paying  more  than  it  ia 
earning,  even  though  the  amount  it  is  paying  is  under  the  maximum. 
Am  I  not  right  on  that  ? 

Mr.  Martin.  Well,  we  are  definitely  interested  in  the  condition  of 
the  bank. 

Mr.  Multer.  Yes,  and  that  enters  into  your  determination  of  ths 
condition  of  the  bank. 

Mr.  Martin.  Well,  we  take  a  look  at  that  periodically,  and  also 
take  a  look  at  the  general  money  market. 

Mr.  Multer.  How  much  more  burdensome  would  it  bo  to  do  the 
same  thing,  and  give  discretion  to  the  banks  to  pay  this  interest  up 
to  a  certain  maximum  on  demand  deposits?  How  much  more  bur- 
densome would  it  be  to  the  Federal  Reserve  Board  or  the  Federal 
Reserve  banks  to  do  the  same  thing  on  demand  deposits  as  on  time 


Mr.  Martin.  Well,  it  broadens  the  area  of  our  responsibility  tre- 
mendously, because  the  bulk  of  the  demand  deposits,  in  relation  to 
the  earnings  of  the  banks,  and  the  general  condition,  bulk  consider- 
ably larger,  of  course,  than  time  deposits. 

Mr.  Multer.  And  the  bulk  of  the  money  national  banks  earn  b 
on  those  demand  deposits.  Banks  invest  most  of  the  demand  de- 
posits, do  they  not  ? 

Mr.  Martin.  Yes,  and  most  of  the  expenses  come  from  them  also. 

Mr.  Multer.  Right,  expenses  come  from  their  earnings. 

Mr.  Martin.  No  ;  I  mean  from  the  handling  of  demand  deposit*. 
A  loan  is  made,  and  a  deposit  is  granted. 

Mr.  Multer.  The  minute  it  becomes  expensive  to  carry  a  demand 
account,  the  bank  makes  a  change,  cither  per  item  of  deposit,  per 
check,  or  both. 

Mr.  Martin.  Well,  I  think  they  should  have  maximum  freedom 
in  that  area.  I  said  if  we  were  to  extend  our  activities  in  that  field 
it  would  be  much  more  burdensome  than  in  the  case  of  time  deposits. 

Mr.  Multer.  Xow  one  of  the  principal  gainers  from  permitting 
interest  to  l>t>  paid  on  demand  accounts  would  be  the  United  States 
Government,  would  it  not? 

Mr.  Martin.  Well,  the  Government  accounts — yes.  Of  course  then 
are  services  i-emlered  by  the  banks  to  the  Government  that  they  would 
unquestionably  want  to  charge  for  in  return. 

T  don't  know  whether  there  would  be  any  net  gain  or  not. 

Mr.  MuLTKR.  Well,  has  there  l>een  any  attempt  to  find  out  whit 
the  situation  would  be,  as  to  whether  or  not  if  the  Government  paid 
for  the  services  that  it  gets  from  these  banks,  and  in  turn  got  paid 
for  letting  the  banks  use  the  Government  money!  Has  there  been 
any  attempt  made  to  determine  what  the  balance  would  be  and  in 
whose  favor  if  would  be? 
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Mr.  Martin.  Yes,  I  think  that  has  been  reviewed  pretty  regularly, 
Mr.  Multer.  I  don't  know — the  Treasury  has  constantly  studied  that 
problem,  and  I  think  they  will  probably  testify  before  you  as  to  their 
tax  and  loan  accounts. 

Mr.  Multer.  We  haven't  received  any  such  testimony  in  these 
hearings  as  yet. 

Mr.  Martin.  Not  in  these  hearings,  but  I  think  they  have  testified 
from  time  to  time. 

Mr.  Multer.  I  don't  recall  having  heard  any  such  testimony  before 
this  committee  in  the  10  years  that  I  have  been  on  this  committee.  I 
don't  recall  having  it  submitted  to  any  other  committee,  although  I 
haven't  followed  other  committee  hearings  as  closely  as  our  own. 

Mr.  Martin.  I  dont  know  just  when,  but  I  am  sure  it  has  been 
reviewed. 

Mr.  Multer.  Could  you  furnish  to  us  those  statistics  ? 

Mr.  Martin.  Those  are  pretty  hypothetical  questions.  I  don't 
know  there  are  any  statistics  that  we  can  pull  together  on  that. 

Mr.  Multer.  How  about  this?  What  is  the  total  amount  of  de- 
mand deposits  carried  by  the  United  States  Government  in  the  banks 
of  the  country ! 

Mr.  Mumma.  That  varies  from  day  to  day. 

Mr.  Multer.  Of  course  it  does.  But  there  is  an  average.  There 
is  a  minimum  and  there  is  a  maximum.  Could  you  give  us  that,  Mr. 
Martin! 

Mr.  Martin.  We  can  try  to  get  that  figure  for  you.  Mr.  Thomas 
says  he  can  give  it  to  you. 

Mr.  Hexter  has  found  that  other  passage,  Mr.  Multer,  if  you 
wouldn't  mind  returning  to  it. 

Mr.  Hexter.  You  asked  earlier  for  the  provision  in  the  Federal 
Reserve  Act  relating  to  fixing  of  maximum  charges  for  collection  or 
payment  of  checks.  That  is  contained  in  the  first  paragraph  of  sec- 
tion 13,  Federal  Reserve  Act,  and  reads  as  follows 

Mr.  Martin.  Do  you  have  thB  page  on  this  volume,  11451?  I  can 
get  it  very  quickly.    You  said  section  13. 

Mr.  Hester.  Section  13  of  the  present  Federal  Reserve  Act. 

Mr.  Multer.  That  would  be  on  page  73  of  the  print  that  I  have 
before  me. 

Is  it  entitled  "Advances" ! 

Mr.HExTER.  "Powersof  Federal  Reserve  Banks." 

Mr.  Multer.  I  am  sorry.   I  have  the  wrongsection. 

Mr.  Hexter.  It  is  section  9  of  title  II  of  the  present  bill. 

Mr.  Multer.  Yes,  I  have  it.  It  is  on  page  69.  Would  you  read  it 
for  the  record,  please  ? 

Mr.  Hexter.  It  is  the  proviso  at  the  end  of  that  first  paragraph, 
which  reads : 

Provided  further,  That  nothing  in  this  or  any  other  section  of  this  Act  shall 
be  construed  as  prohibiting  a  member  or  nonmember  bank  from  making  reason- 
able charges  to  be  determined  and  regulated  by  the  Board  of  Governors  of  the 
Federal  Reserve  System,  but  in  no  case  to  exceed  ten  cents  per  $100  or  fraction 
thereof,  based  on  the  total  of  checks  and  drafts  presented  at  any  one  time,  for 
collection  or  payment  (if  checks  and  drafts  and  remission  therefor  by  exchange 
or  otherwise,  but  no  such  charges  shall  be  made  against  the  Federal  Reserve 
banks. 
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Mr.  Patman.  That  is  right 
:    Mr.  Molteh.  Now  I  think  Mr.  Thomas  was  going  to  try  to  find 
for  us  the  average  amount  carried  by  the  United  States  Government 
in  demand  accounts  throughout  the  country. 

Mr.  Thomas.  The  figure  of  total  demand  deposits  in  all  commercial 
banks  is  around  $140  billion.  That  is  all  demand  deposits  of  all 
kinds. 

Mr.  Molter.  Of  the  United  States  Government. 

Mr.  Thomas.  No. 

Mr.  Multer.  All  deposits. 

Mr.  Thomas.  All  demand  deposits.  That  varies  $5  billion  either 
way. 

The  amount  of  interbank  deposits  in  there  is  about  $15  billion. 

Mr.  Multer.  $15  billion. 

Mr.  Thomas.  Yes. 

Mr.  Mttltbb.  Interbank. 

Mr.  Thomas.  Yes.  And  the  amount  of  United  States  Government 
deposits  in  banks  varies  from  1  or  2  billion  dollars  up  to  5  or  6  billion 
dollars  in  the  course  of  a  year.  The  amount  of  United  States  Govern- 
ment deposits  in  banks  varies  very  widely.  It  may  be  $6  billion  one 
day  and  $3  billion  a  week  later. 

Mr.  Patman.  The  New  York  Times  and  the  Herald  Tribune  every 
Friday  morning  carry  a  column  which  shows  the  amount  of  Govern- 
ment deposits  in  the  New  York  clearinghouse  banks. 

Mr.  Thomas.  That  is  right. 

Mr.  Patman.  And  the  amount  varies  from  time  to  time  from  between 
3  to  6  billion  dollars.  In  New  York  alone,  in  the  10  or  12  banks  there, 
it  is  usually  from  about  $600  million  to  about  a  billion  and  a  half 
dollars. 

Mr.  Thomas.  That  is  right. 

Mr.  Momma.  Mr.  Patman,  as  a  parliamentary  question,  could  I  ask 
you  a  question  ( 

Mr.  Patman.  Mr.  Multer  has  the  floor. 

Mr.  Multer.  I  have  no  objection. 

Mr.  Mumma.  In  that  $140  billion  the  banks  have  collected  on  de- 
mand deposits,  Mr.  Patman,  do  you  think  the  amount  they  charge 
these  small  depositors  of  so  much  a  check,  if  their  balance  is  less  than 
so  much,  would  be  included  in  that  figure  ? 

Mr.  Patman.  Yes,  sir,  that  is  $159  million. 

In  other  words,  it  is  on  uneconomic  accounts. 

Mr.  Mumma.  But  people  are  willing  to  pay  for  that  service. 

Mr.  Patman.  That  is  right.  That  is  the  point  Mr.  Multer  makes. 
If  the  depositor  is  willing  to  pay  when  it  is  uneconomic;  so  the  banks 
should  be  willingto  pay  when  it  is  economic. 

Mr.  Mumma.  AVell,  on  an  average  they  wouldn't  have  made  that 
much.    You  claim  they  make  that  much  on  demand  deposits. 

Mr.  Patman,  I  say  they  collected  that  much. 

Mr.  Mitlter.  You  misunderstand,  Mr.  Mumma.  He  said  they  re- 
ceived that.    Of  course,  they  have  expenses  on  the  other  side. 

Mr.  Mumma.  Well,  it  makes  the  receipts  from  the  demand  deposits 
look  awfully  high. 

What  percentage  of  the  banking  business  would  you  say,  in  the  total 
volume,  is  made  on  that  10  cents  a  check,  or  something  like  that?  I 
would  want  that  figure. 
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it  ismv^n  I;TI?R'  I  think  the  fi^ure  0USht  to  be  put  in  the  record,  and 
ii  tlmn     P1I110n  that  that  more  than  covers  the  expenses  of  the  huh 

Mr  ^eratl°n  of  these  demand  accounts. 

Mr  M  MMA-  I(lon't  believe  it  does, 
i  11  i.l  ,lDLteu'  Well,  I  would  like  to  have  some  banker  come  in  ud 
■      th  ti    !*  dwsn%  and  I  *ink  he  will  have  to  agree  with  Mr.  Mar- 
tin, that  be  is  not  doing  a  good  banking  job  if  he  is  losing  money  on 
the  carrying  of  the  demand  accounts. 

Now  I  yieij  to  Mr.  Brown. 

Mr.  Bnowx,  Don't  you  think  that  has  contributed  to  the  failure  of 
ii  lot  of  small  banks  in  the  late  twenties  and  early  thirties,  paying  out 
more  in  interest  than  they  earned  ? 

Mr.  Mur/rER.  Of  course,  in  certain  coses  it  contributed,  to  a  certain 
extent,  Mr.  Brown,  but  I  think  to  a  minimum  extent.  If  payment  of 
interest  on  demand  deposits  is  going  to  contribute  to  the  failure  of  onr 
banking  system,  then  we  better  stop  paying  interest  on  our  time  de- 
posits and  our  savings  accounts.  On  the  contrary,  payment  of  in- 
terest even  on  demand  accounts  makes  the  amount  on  deposit  in  tie 
demand  accounts  much  more  stable  than  otherwise.  A  man  is  in- 
clined to  leave  his  money  there  and  draw  the  interest  rather  than  Ufa 
it  out  and  use  it  elsewhere.  I  think  that  would  help  bring  up  thu 
ratio  of  savings  that  Mr.  Martin  has  indicated  is  dropping,  or  not 
dropping,  but  not.  increasing  as  fast  as  we  would  like  to  see  it  increase, 
if  we  are.  to  beat  inflation. 

Mr.  Henoekson.  Mr.  M  ull  er,  assuming  that  a  bank  does  pay  interest 
on  its  demand  deposits,  where  is  it  going  to  get  that  money  to  pay  it  T 
From  increased  earnings  that  it  must  find  in  order  to  make  that  pay- 
ment?    It  is  going  to  raise  interest,  isn't  that  so! 

Mr.  MuLiTJt.  I  am  not  so  sure  that  it  must  do  that.  What  may 
happen  is  that  some  of  us  stockholders  in  the  banks  may  not  get  as 
large  a  dividend  as  we  may  have  been  getting  in  the  last  few  years, and 
if  yon  look  at  I  lie  reports  of  the  banks,  right  across  the  country — I  will 
ask  Mr.  Marl  in  and  I  think  he  will  agree  with  me — is  it  not  the  fact* 
Mr.  Martin,  that  bank  earnings,  gross  and  net,  have  increased  in  tae 
last  5  years,  in  the  banks  across  the  country  ? 

Mr.  Martin.  I  think  that  is  right. 

Mr.  Mumma.  Well,  the  depreciation  of  the  dollar  and  inflation 
would  have  something  to  do  with  that. 

Mr.  Ooab.  Mr.  Chairman,  will  the  gentleman  yield ! 

Mr.  Multer.  I  yield  to  Mr.  Coad. 

Mr.  Coad.  Mr.  Martin,  would  you  furnish  the  statistics,  over  the 
last  10  years,  on  the  increase  in  the  actual  amount  of  currency  which 
has  been  in  circulation?  I  understand  that  inflation  is  caused  bv 
adding  currency,  which  is  being  printed  and  put  into  circulation,  and 
I  would  like  to'have  those  figures.  Do  you  have  those  figures  avail- 
able? 

Mr.  Martin.  That  is  a  very  minor  factor,  Mr.  Coad,  but  we  will  b» 
glad  togive  you  those  figures. 

Mr.  Coar."  How  do  you  mean  it  is  a  minor  factor? 

Mr.  Martin.  The  currency  in  circulation  is  one  of  the  factors  in 
the  money  supply.  We  had  quite  an  increase  in  currency  in  circula- 
tion during  the  war  period,  and  from  time  to  time  because  the  morns 
of  the  people  change,  but  relative  to  the  overall  total,  it  is  ft  very  small 
item. 


,yGoogIe 


FINANCIAL   INSTITUTIONS   ACT   OF    1957  463 

*  Mr.  Coad.  Well,  then,  where  is  our  inflation  coming  from,  if  we 
;    don't  have  any  more  money  in  circul  ation  ? 

Mr.  Martin.  I  didn't  say  we  didn't  have  money.  You  are  talking 
about  currency  ? 

Mr.  Coad.  If  we  don't  have  more  currency  in  circulation,  where 
ib  our  inflation? 

Mr.  Martin.  You  are  talking  about  the  money  supply  ? 

Mr.  Coad.  That  is  exactly  right. 

Mr.  Martin.  Well,  the  money  supply  has  risen  during  the  period. 

Mr.  Coad.  How  much !    That  is  what  I  am  asking. 

Mr.  Martin.  It  includes  deposits  and  currency.  Can  you  give  the 
figure? 

if  r.  Coad.  Deposits  and  currency  ?  We  are  speaking  of  money ;  are 
we  not  ? 

Mr.  Martin.  I  thought  you  were  talking  about  currency  in  circu- 
lation. 

Mr.  Coad.  All  right,  currency  in  circulation.  That  is  what  I  am 
talkingabout. 

Mr.  Thomas.  I  can  give  you  the  figures  now,  if  you  want  them. 

The  definition  of  the  money  supply  is  total  demand  deposits  and 
currency. 

Mr.  Coad.  In  other  words,  then,  inflation  is  not  caused  by  printing 
of  more  dollar  bills  ? 

Mr.  Thomas.  No,  sir,  not  necessarily;  no.  It  can  be,  if  you  print 
them;  but  it  is  caused,  in  our  economy,  by  an  increase  in  credit  and 
increase  in  hank  money. 

Mr.  Coad.  All  right. 

Then  our  inflation  right  now  is  a  matter  of  increased  indebtedness ; 
is  that  right? 

Mr.  Thomas.  Increase  in  bank  credit. 

Mr.  Coad.  Well,  isn't  bank  credit  an  indebtedness  on  the  other  side 
of  the  track? 

Mr.  Thomas.  That  is  right. 

Mr.  Coad.  All  right.  Then  our  inflation  right  now,  our  prosperity, 
is  an  indebtedness  prosperity ;  isn't  it  ? 

Mr.  Thomas.  That  is  true. 

Mr.  Co.\n.  Thank  you. 

Mr.  Thomas.  That  is  true  of  all  prosperities. 

Mr.  Patman.  In  fact,  all  money  is  based  on  debt. 

Mr.  Mumma.  That  is  right. 

Mr,  Thomas.  Directly  or  indirectly.  Some  of  it  is  based  on  gold. 
$20  billion  of  it  is  based  directly  on  gold. 

Mr.  Coad.  Has  gold  increased  in  value  ? 

Mr.  Mumma.  In  other  words,  the  debts  everybody  owes.  It  is  not 
actually  the  currency  to  pay  that  off. 

Mr.  Thomas.  People  have  to  go  into  debt  to  get  currency  to  pay 
their  debts. 

Mr.  Coad.  We  have  heard  so  much  about  prosperity  here  these  last 
several  years,  yet  we  all  know  that  installment  indebtedness  and  all 
kinds  of  indebtedness  is  at  an  alltime  high.  In  the  last  5  years  we 
have  added  $260  billion  to  our  public  and  private  indebtedness ;  have 
we  not?    Public  and  private? 

Mr.  Thomas.  Public  and  private?  Since  1951  it  has  gone  up  from 
$524  billion  to  $683  billion.  That  is  $160  billion. 
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Mr.  Coad.  That  is  public  and  private. 

Mr.  Thomas.  Yes,  sir. 

Air.  Coad.  That  is  roughly  $160  billion  increase  since  1951. 

Mr.  Thomas.  That  is  right. 

Mr.  Coad.  That  is  an  increase  in  indebtedness.  And  how  much  be 
our  yearly  average  national  income  expanded  1 

Mr.  Thomas.  Since  when! 

Mr.  Coad.  Since  1951. 

Mr.  Thomas.  Taking  the  gross  national  product,  it  has  gene  ■ 
from  $330  billion  to  $415  billion  in  1956;  about  $430  billion  now.  B 
has  gone  up  about  30  percent. 

Mr.  Coad.  About  30  percent, 

Mr.  Thomas.  Yes,  sir;  and  the  debt  has  gone  up  a  little  over 31 
percent. 

Mr.  Coad.  And  the  basis  of  our  prosperity,  as  we  concluded  before 
is  still  indebtedness,  and  we  have  borrowed  from  our  future  gence- 
tions  and  we  have  a  false  prosperity. 

Mr.  Thomas.  It  is  an  investment  of  saving.  All  saving  has  to  h 
invested.  To  the  extent  to  which  it  is  put  into  equities  and  property, 
it  is  not  debt,  but  most  of  what  people  save  they  put  their  money  n 
banks,  they  put  it  in  insurance  companies,  and  that  money  has  to  bi 
put  to  use.  Otherwise,  you  would  nave  a  hoarding  of 
money,  and  you  wouldn't  have  any  prosperity. 

Mr.  Coad.  Exactly,  but  we  are  not  talking  about  firm  pi.-,- 
here.  We  are  talking  about  an  extension  of  credit  indebtednea 
the  people. 

Mr.  Thomas.  If  anyone  saves,  unless  he  lends  the  money  to  bom- 
body  else  to  spend,  then  he  is  keeping  the  money  out  of  the  moner 
stream  and  he  is  not  contributing  to  the  continuation  of  the  flown 
goods.    You  have  to  have  savings  and  investment  at  the  same  time. 

If  he  invests  it  all  by  buying  property,  or  stocks,  that  is  adding  to 
his  equity  assets.  Otherwise,  lie  has  to  lend  it  to  somebody  else  to 
spend  it.   Money  has  to  keep  moving. 

Mr.  Coad.  Exactly,  but  we  have  not  made  the  income  that  is  tie 
basis  of  all  prosperity. 

Mr.  Thomas.  This  is  income;  yes,  sir.  All  savings  coine  out  of 
income.     It  is  the  amount  people  don't  spend  for  consumption. 

Mr.  Martin.  Jjet  me  hit  the  period  1955  to  1956  to  show  why  I  in 
coiuvnied  it  bout  what  has  happened — and  I  think  a  lot  of  this  is  pn*fr 
perity,  ami  for  that  we  can  all  be  thankful— but  from  1955  to  1936 
you  had  more  than  50  percent,  over  $10  billion,  of  the  increase  in  the 
gross  national  product  occurred  in  value,  terms  without  any  incnaat 
in  goods  and  services.     In  other  words,  it  was  just  a  markup  of  prices. 

Mr.  Coad.  That  is  inflation. 

.Mr.  Maktin.  That  is  inflationary.  That  portion  of  it  is  definitely 
inflationary.     That  is  the  part  that  concerns  us. 

Mr.  CoaIi.  Well,  1  inn  sure  that  it  concerns  lis  all,  from  the  stand- 
point that  it  is  inflation.  1  think  we  are  all  in  favor  of  an  increase 
in  gross  national  product,  in  income,  and  in  the  production  of  goods 
and  services. 

Mr.  Martin.  And  the  relation  of  that  to  the  money  supply,  withoct 
having  merely  a  markup  of  prices,  creating  the  increase,  the  apparent 
increase,  in  gross  national  product.  The  balance  of  that  is  legitimate 
prosperity.     Nobody  complains  about  that.     In  fact,  I  think  it  > 
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wonderful  that  we  have  been  having  it,  and  I  hope  we  can  continue  it. 

Mr.  Coad.  Isn't  it  true  that  there  are  sections  of  this  country  that 
are  not  given  to  the  prosperity,  as  of  this  nature,  and  what  I  mean  is 
this:  that  in  the  industrial  centers,  where  there  are  large  corporation? 
which  have  the  financial  resources  by  which  they  are  able  to  borrow 
money,  if,  indeed,  they  have  to  borrow  money,  and  they  can  afford 
to  pay  higher  interest  rates  because  of  the  fact  that  their  earnings  are 
high,  yet  there  are  also  places  in  these  United  States  that  are  served 
by  Federal  Reserve  Board  districts,  where  actually  the  higher  interest 
rates  serves  to  a  disadvantage  because  the  people  are  small  business, 
and  they  are  farmers,  and  they  can't  pay  higher  interest  rates,  so  that, 
in  placing  higher  interest  rate  policies  upon  the  people,  actually  it 
works  in  inverse  proportion  to  what  it  should  work.  In  other  words, 
out  in  those  sections  where  they  are  already  hard-pressed,  it  makes  an 
additional  disadvantage  upon  them,  and  in  the  places  where  they  are 
already  now  in  prosperity,  they  can  afford  it  anyway,  and  it  only  adds 
to  their  prosperity  and  their  income. 

Mr.  Martin.  If  it  is  this  markup  in  prices  that  we  are  talking  about, 
regardless  of  whether  they  are  prosperous  or  less  prosperous 

Mr.  Coad.  Of  course,  I  am  addressing  myself  to  no  increase  in  prices 
out  in  Iowa. 

Mr.  Martin.  But  it  is  the  prices  that  we  are  talking  about.  Now, 
whatyou  are  dealing  with  is  the  interest  charge. 

Of  course,  any  increase  in  costs  is  a  factor  in  higher  prices,  any 
increase  in  costs,  and  to  that  extent  an  increase  in  interest  rates  is  a 
higher  cost,  but  interest  rates  are  a  balancing  factor.  They  are  a  wage 
to  the  saver  as  well  as  a  cost  to  the  borrower,  and  they  are  working 
in  the  direction  of  a  balance. 

Mr.  Coad.  Exactly,  but  when  the  Middle  West  people  are  borrow- 
ing money  from  the  East,  then  the  East  is  making  the  money  and  the 
Middle  West  is  paying  for  it. 

Mr.  Martin.  No,  the  flow  of  money  doesn't  work  quite  that  simply, 
Mr.  Coad. 

Mr.  Coad.  I  understand  that  is  an  exaggeration,  of  course,  or  an 
oversimplification. 

Mr.  Martin.  I  want  to  reiterate  what  I  said  yesterday,  and  I  speak 
personally  on  this.  I  think  most  of  the  Federal  Reserve  Board 
agrees  with  me — I  favor  as  low  interest  rates  as  we  can  possibly  have. 
I  am  not  in  favor  of  high  interest  rates.  I  think  you  will  have  the 
maximum  of  capital  formation  with  as  low  interest  rates  as  we  can 
have  without  producing  inflationary  pressures. 

Now,  the  evenness  of  the  flow — nothing  could  have  stated  this 
better,  in  my  judgment,  to  reiterate  it,  than  Mr.  Mills'  subcommittee 
stated  it  when  they  pointed  out  that  the  unevenness  of  inflation  is 
even  greater  than  any  possible  evenness  that  may  come  in  the  dis- 
tribution of  interest  rates.  And  interest  cost,  as  a  balancing  factor, 
as  an  equilibrium  device,  which  is  the  only  operation  of  the  price 
mechanism  that  we  know,  is  indeed  a  very  small  price  to  pay  for  try- 
ing to  bring  things  into  equilibrium,  unless  you  want  to  resort  to 
direct  controls,  and  those  direct  controls,  as  Mr.  Mills'  subcommittee 
pointed  out,  might  be  even  worse  than  inflation. 

I  am  not  sure  I  agree  with  Mr.  Mills'  subcommittee  on  that,  but  I 
think  it  was  stated  extremely  well.    I  am  not  saying  that  I  think  it 
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is  necessarily  worse  than  inflation,  because  I  am  against 
lock,  stock,  and  barrel. 

Mr.  Cam.  What  controls  are  you  talking  about? 

Mr.  Martin.  Wage  and  price  controls,  rationing:,  eventually  pt- 
I  ing  to  the  Trading  With  the  Enemy  Act,  and  saying  that  you  caul 
make  this  loan  or  the  other  loan.  That  is  what  I  mean  by  direct 
controls. 

Mr.  Coad.  I  just  wondered  *f  you  were  off  of  interest  rates  then, 
in  that  regard.     We  are  trying  to  control  interest  rates,  aren't  wel 

Mr.  Martin.  That  is  a  general  control.  And  it  applies  across  the 
board. 

Mr.  Coad.  All  right 

Now,  we  have  got  a  general  control  on  inflation.    What  about  a 
trol  for  deflation  or  depression  ?    Out  in  Iowa  we  have  a  price  ex- 
pression.   Pon  "t  we  need  some  control  to  handle  that? 

Mr.  Martin.  Do  you  mean  something  to  pump  up  the 

Mr.  Coad.  Exactly. 

Mr.  Martin.  Well,  I  pointed  out,  on  the  farm  program,  of 
you  have  got  your  supply  and  demand  problem. 

Mr.  Coad.  Well,  you  have  a  supply  and  demand  in  money,  accord- 
ing to  your  own  witness,  and  now  you  are  saying  that  we  need  control* 
on  interest. 

Now,  do  you  also  agree  that  we  need  controls,  pumping  of  the  price, 
if  that  is  what  you  want  to  call  it,  for  our  Midwest  depression* 

Mr.  Martin.  No. 

Mr.CoAn.  Oh,itisdifferent? 

Mr.  Martin.  The  two  operations — the  demand  for  money  is  in  ex- 
cess of  the  supply.  The  demand  for  corn,  let's  say — I  am  out  of  my 
field  now,  Mr.  Coad.  I  dont  know  farm  products — but  the  demand 
for  corn  has,  I  think,  not  been  up  to  the  supply  of  corn. 

Mr.  Coad.  Well,  it  might  also  be  that  some  people  in  given  instances 
don't  have  enough  money  to  buy  the  corn,  and  buy  the  products!  I 
still  contend  that  it  is  not  overproduction  but  underconsumption. 
Would  you  be  given  to  that  thought,  or  theory  at  all?  < 

Mr.  Martin.  Well,  I  would  question  it.  I  don't  know  how  much 
more  corn  could  be  consumed,  but  I  think  tliat  it  is  not  a  money  and 
credit  problem  in  the  Farm  Belt,  as  I  see  it.  It  is  primarily  an  income 
problem,  and  a  supply  and  demand  problem,  with  respect  to  their 
products. 

Mr.  Coad.  How  are  you  going  to  get  a  farmer  with  greater  income 
when  his  prices  are  going  lower  all  the  time?  Wheat,  for  instance,  in 
the  last  5  years,  has  l>een  produced  in  lesser  amounts  than  it  was  for 
the  5-year  period  previous  to  that,  and  yet  the  price  is  going  down  all 
Hie  time.  TIow  can  you  say  it  is  supply  and  demand  when  the  pricel 
are  going  down  and  the  production  is  also  going  down!  How  can  yon 
sav  that-  lead  and  zinc,  for  instance,  prices  are  going  down  here  in  tbr 
United  States' 

Mr.  Martin.  Well,  at.  a  given  time — I  return  to  the  point  I  made 
yesterday— that  the  law  of  supply  and  demand  may  not  operate  It* 
limited  periods  of  time,  or  by  conscious  policy,  whether  governmental 
or  otherwise.  You  can  remove  certain  products  from  the  market.  Our 
farm  program,  I  think  in  the  enrly  stages  of  it,  was  quite  wisely  con- 
ceived. It  recognized  the  war  problems  and  embarked  on  a  process 
of  direct  control.    But  you  don't  solve  the  problem.    I  don't  know 
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■what  the  answer  is,  but  you  don't  solve  the  problem  by  storing  grain 
in  a  warehouse. 

Mr.  Coad.  Well,  do  you  solve  the  problem  of  money  by  storing  gold 
in  Fort  Knox  S 

_  Mr.  Martin.  Well,  there  you  have  got  an  entirely  different  opera- 
tion.   You  are  using  gold  only  as  a  basis  for  your  currency. 

Mr.  Coad.  Isn't  corn  a  basis  of  wealth  ?  Isn't  that  the  wealth  of  the 
farmers* 

Mr.  Martin.  Certainly,  corn  is  the  wealth  of  the  farmers,  but  we 
»re  not  using  corn  as  the  oasis  for  money. 

Mr.  Coad.  If  you  borrow  money  on  corn,  it  is  the  basis  for  money, 
isntit! 

Mr.  Martin.  It  is  the  collateral  for  the  Joan  that  you  make. 

Mr.  Coad.  Isn't  gold  collateral  for  our  currency? 

Mr.  Maktin.  Gold  is  the  base  of  our  currency,  and  we  have  a  fixed 
ratio,  which  you,  the  Congress,  established. 

Mr.  Coad.  If  we  have  90  percent  of  parity  on  loans  on  corn,  then  we 
have  an  established  ratio,  do  we  not  ? 

Mr.  Martin.  A  ratio  that,  against  the  market  forces,  you  can  main- 
tain only  by  removing  a  certain  portion  of  the  product  from  the 
market. 

Mr.  Coad.  But  gold  is  $35  an  ounce.  That  is  an  exact  per-ounce 
price  for  gold.  We  are  not  using  that  gold.  It  is  down  there  in  Fort 
Knox,  and  actually  we  could  say,  in  a  sense,  that  it  is  in  surplus,  be- 
■cause  we  are  not  even  printing  currency  to  the  extent  that  the  law 
allows  on  it.  We  could  say  that  it  is  in  surplus.  But  the  price  is  $35 
an  ounce  and  not  less. 

Conldnt  we  also  say  the  same  for  corn. 

Mr.  Martin.  No,  I  don't  think  it  is  quite  the  same,  although 

Mr.  Coad.  Well,  of  course  I  know  that  this  administration  differs 
■on  farm  policy  from  what  they  do  on  banking  policy. 

Mr.  Martin.  No3  I  don't — I  am  not  talking  for  the  administration 
now,  hut  I  don't  think  the  two  policies  have  anything  to  do  with  each 
other. 

Now,  Mr.  Patman  doesn't  think  it  makes  any  difference  whether  the 
gold  is  there  or  not,  but  I  think  he  would  think  it  was  important 
whether  the  corn  was  there.    I  don't  think  the  two  are  parallel. 

Mr.  Coad.  I  think  the  policy  of  this  administration  points  out  that 
they  don't  consider  them  to  be  parallel. 

Thank  you,  Mr.  Chairman.   That  is  all. 

Mr.  Multer.  Mr.  Chairman,  I  would  like  to  continue  on  the  sub- 
ject that  I  was  pursuing. 

Mr,  Martin,  is  it  not  a  fact  that  the  United  States  Government  is 

?aying  10  cents  per  check  to  the  banks  throughout  the  Washington, 
>.  C.  area  for  the  cashing  of  Government  checks? 
Mr.  Martin.  I  am  sure!  don  *t  know,  Mr.  Multer. 
Mr.  Multer.  Will  you  verify  that  for  us,  please?  And  it  is  being 
paid  by  the  United  States  Government  to  the  banks  throughout  this 
area,  which  are  the  same  banks  which  in  this  area  have  Government 
■deposits  which  hardly  vary  from  day  to  day  through  the  year,  on 
which  they  are  paying  no  interest. 

The  Chairman.  Will  you  yield,  Mr.  Multer! 
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"Why  was  the  authority  to  pay  interest  on  demand  deposits  with- 
drawn? I  didn't  hear  your  answer  to  that  question.  I  thought  yon 
might  tell  me  in  a  few  words. 

Mr.  Martin.  Because  of  the  competitive  problem  at  the  time,  Mr. 
Spence.  That  was  one  of  the  problems  that  they  were  wrestling  with, 
because  they  thought  that  paying  interest  on  demand  deposits  wm 
draining,  on  a  competitive  basis,  from  one  section  of  the  country  to 
the  other,  money  which  could  be  used  in  ways  in  money  centers  i» 
which  it  could  not  be  used  in  a  small  country  town,  to  the  disadvin- 
tage  of  the  smaller  banks  throughout  the  country,  and  was  creating 
a  competitive  position  which  was  endangering  the  solvency  of  tht 
banking  system  as  a  whole.  That  was  the  rationale  that  was  applied 
to  the  bill. 

Now,  Mr.  Patman  gave  us  the  figures,  I  think,  a  little  while  igo, 
on  what  was  being  paid,  didn't  you,  Mr.  Patman? 

Mr.  Patman.  About  $300  million  is  my  best  recollection,  although  it 
has  been  many  years  since  I  knew  about  it. 

Mr.  Martin.  Right.  | 

Mr.  Patman.  1  lint  doesn't  include  time  deposits.  That  was  on  d»-  | 
mnnd  deposits,  paid  by  all  banks. 

Mr.  Martin.  That  is  right. 

The  Chairman.  It  was  being  drained  to  the  financial  centers  ? 

Mr.  Martin.  That  was  the  allegation  and  I  think  it  was  correct,  and 
that  $400  million  that  Mr.  Patman  was  talking  about,  at  that  tin*, 
would  be  several  times  that  amount  today. 

Mr.  Patman.  At  least  four  times,  1  think. 

Mr.  Martin.  I  think  that  is  a  good  estimate. 

The  Chairman.  It  was  used  for  competitive  purposes  by  banks  in 
the  same  town  too,  was  it  not  ? 

Mr.  Martin.  Yes. 

The  Chairman.  I  remember  a  bank  that  offered  to  pay  a  city,  under 
a  bid,  4  percent  on  its  daily  balances  and  demand  deposits,  and  loaned 
its  money  at  '■>.    That  wasn't  a  good  project  for  the  bank. 

Mr.  Multek.  A  bank  couldn't  do  that  todav,  could  it,  Mr.  Martin, 
having  in  mind  the  supervision  of  the  FDIC,  the  Federal  Reserve 
Board,  and  the  Comptroller,  as  to  national  banks?  Certainly  a  na- 
tionnl  hank  couldn't  get  away  with  it,  could  it,  for  very  long! 

Mr.  Martin.  I  don't  think  any  bank  would  do  it  today. 

Mr.  Mui-ter.  Suppose  there  was  an  instance  where  a  bank  wanted 
to  do  it.  Could  it  get  away  with  doing  it  for  very  long  before  the 
supervising  authorities  would  find  out  and  put  a  stop  to  it! 

Mr.  Martin.  I  don't  think  it  would  get  away  with  it  very  long,  no. 

Mr.  Patman.  Would  you  permit  a  question  ? 

Could  the  type  of  money  that  Mr.  Spence  just  asked  about  be  con- 
strued as  high-powered  dollars  in  any  sense  of  the  term.  Could  these 
deposits  in  any  way  be  construed  as  reserves  upon  which  the  bank  conld 
expand  i 

Mr.  Martin.  No,  I  don't  think  so,  Mr.  Patman. 

The  Cuaisman".  That  was  done  for  a  competitive  purpose,  with  two 
banks  about  the  same  size  in  a  town,  and  one  I  suppose  felt  that  if  it  got 
(.he  I'itT  deposits,  it  would  be  the  larger  bank. 

Mr.  Mvltek.  Let's  pursue  that  a  step  further.  During  the  year  1956 
the  average  daily  balance  of  the  United  States  Government  in  the 
commercial  hanks  of  the  country  was  §3.23  billion,  and  during  that 
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same  period,  the  average  that  the  United  States  Government  wag  pay- 
ing on  its  Government  securities  was  2.961  on  new  issues  of  3-month 
bills,  and  over  3  all  the  way  through  on  up  to  12-month  issues,  and 
almost  3^2  on  5-year  issues,  and  as  of  June  29,  the  3-month  bills  were 
paying  3.231 ;  9  to  12  months,  3.58 ;  and  3-  to  5-year  issues,  3.86. 

Now,  assuming  that  it  would  cost  banks  something  to  carry  those 
Accounts,  if  they  only  paid  the  Government  2  percent,  which  is  just 
about  half,  and  in  some  instances  two-thirds  of  what  they  were 
earning  on  the  Government  bonds,  the  Government  would  have  been 
getting,  at  2  percent,  $60  million  a  year — or  would  have  received  $60 
million  for  the  year  1956- — for  the  money  it  had  on  deposit  in  demand 
accounts  with  these  commercial  banks,  and  which  they  could  almost  be 
-certain  would  remain  on  deposit  with  them  through  the  year. 

Surely  there  would  he  money  in  and  out,  but  the  average  amount 
would  be  constant  through  the  year.  Why  shouldn't  the  United  States 
Government  get  that  $60  million  ? 

Mr.  Martin.  Well,  there  are  offsetting  expenses  that  would  have 
to  be  considered  and  that  is  a  problem  that  would  have  to  be  worked 
out. 

I  think  that  the  demand  deposit  problem,  the  heart  of  it,  to  get  back 
to  Mr.  Spence's  problem,  is  that  I  think  the  payment  of  interest  on" 
demand  deposits  would  bear  most  heavily  on  the  small  banks  of  the 
country  in  the  initial  stages.  They  would  have  to  be  the  ones  that 
would  have  the  greatest  difficulty  in  meeting  the  competition. 

The  larger  institutions  would  be  able  to  do  things  to  attract  business 
by  that  method,  that  would  be  precluded  pretty  well  to  the  very  small 
institutions. 

Mr.  Multek.  Is  that  the  answer  to  why  the  United  States  Govern- 
ment should  not  get  interest  on  its  demand  deposits?  Those  deposits 
are  not  put  with  banks  on  the  basis  of  whether  they  are  big  or  small  ? 

Mr.  Martin.  Well,  there  is  a  division  there.  They  have  class  A, 
class  B,  and  class  C  depositories. 

Mr.  Multer.  There  is  an  attempt  to  disperse  those  funds  among 
as  many  commercial  banks  as  possible  in  accordance  with  the  needs 
and  convenience  of  the  Government.  There  is  no  attempt  to  concen- 
trate them ;  am  I  not  right  ? 

Mr.  Martin.  That  is  right.  As  I  said,  there  are  three  types,  class 
A,  class  B,  and  class  C  depositories  that  the  Treasury  has. 

Now  I  am  in  the  Treasury's  business  at  the  moment.  It  is  not  our 
business.  But  they  get  various  services  from  these  banks  for  this,  and 
their  fiscal  operations,  and  the  way  they  handle  them,  is  something 
that  I  am  quite  sure  they  would  be  willing  to  comment  to  you  on  at 
any  time. 

Mr.  Multer.  Do  you  think  the  services  these  banks  render  to  the 
United  States  Government  in  connection  with  all  the  functions  that 
they  perform  for  the  United  States  Government  are  very  much  dif- 
ferent from  the  functions  they  perform  for  the  commercial  depositor? 

Mr.  Martin.  I  have  never  made  any  careful  study  of  it,  Mr.  Multer. 

Mr.  Patman.  It  is  important,  Mr.  Multer,  that  this  be  brought  out. 
You  mentioned  the  funds  being  dispersed  for  the  convenience  of  the 
Government,  and  also  the  services  that  the  banks  perform,  indicating 
that  maybe  the  Government  draws  checks  on  these  banks. 
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Isn't  it.  a  fact,  Mr.  Martin,  that  the  Government  never  draws  a  check 
on  a  commercial  bank  i  Rather,  is  it  not  true,  that  the  Govenuneat 
only  draws  a  check  on  a  Federal  Reserve  bank? 

Mr.  Martin.  That  is  right. 

Mr.  Patman.  And  these  deposits  are  placed  in  commercial  banks 
out  of  reach  of  the  Government's  checking  account.  They  can't  e»» 
be  reached  by  n  check  from  the  Government  until  they  are  drawn,  in 
lump  sums,  into  the  Federal  Reserve  banks. 

Mr.  Multer.  Mr.  Martin,  will  you  tell  us,  if  you  can,  how  thou 
moneys  are  withdrawn!  I  think  the  fact  is  that  if  the  money  bio 
be  drawn  down,  the  bank  is  given  notice  in  advance  by  the  Treason 
of  a  certain  number  of  days,  that  on  such  a  date  there  will  be  a  cut 
upon  it  for  a  part  of  the  money  on  deposit  with  the  bank.  Is  Out 
not  so? 

Mr.  Leonard.  That  is  correct,  Mr.  Multer,  I  would  like  to  make  this 
comment :  That  to  a  great  extent  these  Treasury  tax  and  loan  SB- 
counts  of  which  you  are  speaking  do  not  represent  the  deposit,  by  tht 
Treasury,  of  funds  in  those  banks.  To  a  very  great  extent  they 
represent  tax  collections  deposited  with  these  banks  for  the  account 
of  the  Government. 

Mr.  Milter.  And  loan  accounts. 

Mr.  Leonard.  And  in  connection  with  the  sale  of  Government  securi- 
ties; yes.  sir. 

Mr.  Multer.  Yes,  sir. 

Mr.  Leonard.  So  that  the  deposits  originate  locally,  and  then  an 
drawn,  as  Mr.  Patman  and  you  say,  periodically,  in  a  lump  sum,  to  the 
Federal  Reserve  banks  on  which  the  Government  draws  its  working 
checks. 

Mr.  Multer.  So  that  actually  these  tax  and  loan  accounts,  which 
are  moneys  being  paid  into  the  local  commercial  banks  for  the  account 
of  the  United  States  Government,  are  in  effect  time  accounts,  beemtne 
they  are  not  drawn  down  by  check;  they  are  drawn  down  on  a  tartan 
number  of  days'  notice,  never  less  than  10  days'  notice  to  the  bank; 
isn't  that  so? 

Mr.  Thomas.  Three  days' notice. 

Mr.  Leonard.  But  that  notice  would  not  qualify  as  a  time  deposit 
under  the  Board's  regulations. 

Mr.  Multer.  You  mean  the  Government's  tax  and  loan  accounts 
are  being  drawn  down  on  3  days'  notice  ? 

Mr.  Thomas.  In  the  big  banks  they  can  call  them  at  11  o'clock  is 
the  morning  for  payment  that  day. 

Mr.  Multer.  Thevcan? 

Mr.  Thomas.  And  they  do. 

Mr.  Multer.  They  do  as  a  matter  of  practice  ? 

Mr. Thomas.  Yes,sir. 

Mr.  Multer.  They  do  call  them  down  ? 

Mr.  Thomas.  Very  frequently.  They  give  them  3  days'  notice  that 
thi'V  are  likely  to  need  a  certain  amount,  but  now  they  can  call  them— 
and"  sometimes  they  redeposit  these  funds.  The  maintainineof  then 
bal  nnces  with  the  banks  is  not  necessarily  for  the  benefit  of  the  Treasury 
or  the  banks.  It  is  to  keep  the  flow  of  money  through  the  money 
market,  from  having  an  irregular  flow  of  money  in  and  out  of  the 
Treasury,  and  from  having  too  serious  an  effect  on  the  money  market 

Mr.  Multer.  That  is  why  there  is  a  minimum  balance  kept  with 
these  banks?   It  is  never  all  drawn  down  ? 
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■  Mr.  Thomas.  That  is  right;  because  some  is  coming  in  and  some  is 
going  out.  And  the  Treasury  tries  to  keep  it  as  even  as  possible,  but 
it  is  to  keep  from  drawing  too  much  money  out  of  the  community 
when  a  lot  of  money  comes  into  the  Treasury,  and  they  draw  it  from  the 
banks  only  as  fast  as  they  pay  it  out,  so  that  the  Treasury  is  not  having 
too  serious  an  effect  upon  the  money  market  in  taking  money  in  and 
out 

i  Mr.  Multer.  Are  there  not  some  Government  accounts  which  are 
not  drawn  down  on  less  than  10  days'  notice  ? 

Mr.  Tiiomas.  The  small  banks  may  have  a  little  longer  notice,  yes, 
sir,  the  class  A  banks;  but  the  B  banks  have  about  3  or  4  days'  notice, 
jmd  the  C  banks  have  a  general  notice,  but  they  are  subject  to  change 
every  day. 

■  The  Chairman.  There  is  a  rollcall  on  the  floor  of  the  House. 

Mr.  Talle.  Mr.  Chairman,  in  this  connection  I  should  like  to  point 
out  that  a  small  bank  in  my  district  made  a  study  of  the  balance  it 
needed  to  accommodate  the  local  post  office,  and  it  found  that  it 
couldn't  break  even  with  less  than  a  balance  of  $2,500. 

The  Chairman.  The  committee  will  adjourn,  to  meet  Monday  morn- 
ing at  10  o'clock. 

(Whereupon,  at  12 :  15  p.  m.,  the  committee  adjourned,  to  recon- 
vene at  10  a.  m.j  Monday,  August  5, 1957.) 

(The  following  letters  and  data  were  submitted  for  inclusion  in  the 
record  by  Hon.  Wright  Patman :) 

Com  mob  wealth  of  Pennstlvakia, 

Department  op  Banking, 

Earrlsourg,  July  23,  19.57. 
Hod.  Weight  Patman, 

Souse  of  Representatives,  Washington,  D.  C. 

Deab  Congkhsrman  Patman  :  As  a  result  of  my  telephone  conversation  of 
this  morning  with  your  office,  I  am  taking  the  liberty  to  forward  to  you  here' 
with  the  statement  of  the  position  of  the  Pennsylvania  Department  of  Banking 
Oil  certain  provisions  of  the  Financial  Institutions  Act  of  1057  on  which  the 
Hod ee  Banking  Committee  Is  presently  conducting  hearings.  I  have  heretofore 
sent  copies  of  this  statement  to  the  Senators  and  Representatives  from  Penn- 
sylvania. 

The  comments  set  forth  in  this  statement  are  made  primarily  in  the  interest 
Of  preserving  the  integrity  of  the  dual-banking  system  and  to  preserve  the  sov- 
ereignty of  individual  States  in  areas  in  which  the  States  have  primarly  respon- 
Blbllty  and  can  most  effectively  exercise  the  needed  controls. 

The  provisions  of  section  51  of  chapter  7  of  title  I — National  Bank  Act — ex- 
empting national  banking  associations  from  license  and  examination  by  State 
authorities  is  especially  objectionable  to  those  States  which  have  endeavored  to 
regulate  and  control  the  business  of  Installment  financing  of  the  purchase  of 
consumer  goods.  With  the  current  rate  of  expansion  of  that  business,  practices 
have  developed  which  Impose  onerous  and  harsh  burdens  upon  a  targe  segment 
of  our  population  which  Is  required  to  acquire  such  goods  on  an  Installment  basis. 
In  Pennsylvania  the  business  of  selling  motor  vehicles  on  an  installment  basis 
has  heen  regulated  since  1947  under  an  act  which  requires  the  licensing  and 
examination  of  both  Installment  sellers  and  finance  companies.  Including  State 
and  National  banks,  acquiring  and  holding  the  obligations  arising  out  of  such 
transactions.  I  understand  that  in  the  State  of  Indiana  similar  legislation  has 
been  In  effect  for  a  substantially  longer  period  of  time  and  covers  a  wide  range 
of  Installment  purchase  transactions.  The  State  of  New  York  recently  enacted 
legislation  In  this  field.  It  Is  probable  that  other  States  have  or  will  adopt 
similar  laws  as  they  appear  to  be  needed  for  the  protection  of  the  public.  The 
exercise  of  proper  restraints  and  controls  by  the  individual  Stales  appears  to 
me  to  be  a  logical  and  necessary  phase  of  the  police  power  of  the  States.  The 
exemption  of  national  hanking  associations  from  such  control  and  regulation 
would  inevitably  result  In  the  exemption  of  State-chartered  institutions  in  order 
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to  prevent  tbe  competitive  Imbalance  between  the  two  systems.  Such  ■ 
would  deprive  a  large  number  of  citizens  of  protection  that  they  can  hav 
through  proper  and  adequate  action  of  their  government 

I  am  taking  the  liberty  to  forward  n  copy  of  this  letter  and  tbe  atal 
enclosed  to  Chairman  Spence  of  the  House  Banking  Committee. 
Very  truly  yours. 

Robot  L.  Mtehs,  Jr. 
Secretary  of  ~ 

Federal  Legislation  i 

] 

PEE  AMBLE 

Tim  Pennsylvania  Department  or  Banking  is  directly  interested  in  the  Fedcnl 
legislation  hereinafter  referred  to  now  being  considered  by  the  86th  Congress* 
the  following  reasons : 

1.  Dual  systems  of  State  and  National  financial  institutions  constitute  on 
basic  financial  structure  necessary  to  support  the  economy  of  the  country. 

2.  The  strength  and  soundness  of  the  dual  systems  require  equality  of  os> 
petltive  position  as  between  the  members  of  each  system,  1.  e.,  State  bank!  U* 
building  and  loan  associations  as  against  national  banks  and  Federal  savings  art 
loan  associations. 

3.  Legislation  which  gives  the  members  of  one  system  the  competitive  ■dm- 
tage  over  members  of  the  other  system  is  detrimental  to  the  dual  principle  all 
should  not  tie  enacted  unless  It  confers  powers  or  Imposes  limitations  that  I "  " 
be  applicable  to  both,  systems  and,  in  that  event,  such  legislative  " 
be  enacted  at  both  State  and  National  level. 


I.  Financial  Institutes  Act  of  1951. — Reported  to  Senate  Banking  .. 

Committee  by  subcommittee  headed  by  Senator  Robertson  on  February  28,  Iff. 
Title  I— National  Bank  Act 

Chapter  T:  National  Bank  Examinations  and  Reports. 

Section  fil :  State  Examination  or  License  Prohibited. 

This  section  provides  that  no  national  banking  association  shall  be  subject 
to  examination  by  or  required  to  pay  any  license  fee  to  any  State  under  ft* 
requirements  of  any  State  or  local  law  In  connection  with  carrying  on  sir 
business  which  it  bus  a  right  to  engage  In.  This  section  should  be  amended  kj 
adding  express  language  excepting  any  business  for  the  conduct  of  which  a  Stall 
in*  National  bank  may  be  required  by  State  taw  to  obtain  a  license  and  to  betaV 
ject  to  the  investigation  and  examination  of  its  records,  documents,  and  papnt 
perltiinlng  to  such  business  by  State  officer,  agency,  or  instrumentality  In  tat 
necessary  and  proper  exercise  of  the  police  power  of  the  State  requiring  «*■ 
license,  investigation,  and  examination. 

Comment:  In  Pennsylvania,  the  Motor  Vehicle  Sales  Finance  Act  regnkaa 
and  controls  sales  and  financing  of  motor  vehicles.  Other  States  have  sunOu 
acts.  Such  businesses  are  regulated  under  the  police  powers  of  tbe  States.  Da 
Motor  Vehicle  Sales  Finance  Act  sets  forth  In  the  preamble  the  underlying  rat 
sons  for  tbe  adoption  of  tbe  act  as  a  necessary  exercise  of  police  power.  The  Ml 
provides  that  persons  engaged  in  a  business  subject  to  the  act  Shall  be  llunsri 
We  have  considered  the  act  applicable  to  both  State  and  national  banks  engmfSl 
in  the  business  of  financing  Installment  sales  covered  by  the  act.  All  Sam- 
hanks  engaged  in  that  business  have  been  licensed.  Many,  If  not  all,  ""  ' 
banks  have  applied  fur  anil  have  been  granted  licenses.  Recently  the  " 
has  taken  the  position  that  national  banks  are  exempt  from  such  : 
because  of  their  inherent  nature  as  Instrumentalities  of  tbe  Federal 
We  have  advised  the  Comptroller  that  we  intend  to  exercise  ■ 
Ihe  act  with  resiK'ct  to  national  banks.  This  probably  stimulated  the  ori 
recoiiimenilation  of  the  Comptroller  which  resulted  in  the  inclusion  of  this  as 
in  ihe  proposed  act. 

if  national  banks  are  exempt  from  the  requirements  of  the  Motor  Vehicle ! 
Finance  Act.  It  is  only  fair  that  State  banks  should  also  be  relieved  of 
pliatice  witli  lliat  act.  This  would  result  In  a  large  volume  of  the  motor  W 
sales  Una  nee  business  being  removed  froni  proper  supervision  by  the 
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In  view  of  the  nature  of  that  business  and  its  Impact  upon  onr  citizens,  It  Is 
Important  that  this  should  not  result. 
Title  II— Federal  Reserve  Act 
Chapter  9 :  Regulation  of  Holding  Companies. 

Section  54  :   Acquisition  of  Bank  Shares  or  Assets. 

(b)  This  subsection  should  be  amended  to  provide  that  the  Federal  Reserve 
Board  shall  deny  any  application  affecting  a  national  bank  and  disapproved  by 
the  Comptroller  of  the  Currency  and  any  application  affecting  a  State  bank  and 
disapproved  by  the  appropriate  State  supervisor. 

This  subsection  should  also  contain  a  provision  that  if  the  Board  shall  dis- 
approve an  application  which  has  been  approved  by  the  Comptroller  or  the 
appropriate  State  supervisor,  the  Board  shall  bold  a  bearing  on  the  application 
In  not  less  than  10  nor  more  than  30  days  after  written  notice  to  the  applicant 
and  the  approving  authority. 

(c)  This  subsection  should  be  amended  to  provide  that  in  determining  whether 
to  approve  or  disapprove  any  acquisition  or  merger  or  consolidation,  the  Comp- 
troller of  the  Currency  and  the  appropriate  State  authority  shall  take  into  con- 
sideration the  same  factors  required  to  be  taken  into  consideration  by  the  Fed- 
eral Reserve  Board. 

Comment:  The  suggested  changes  In  the  act  will  make  disapproval  of  an 
application  by  the  Comptroller  or  the  appropriate  State  supervisor  final.  It 
will  also  afford  to  such  officials  an  opportunity  to  be  beard  by  the  Board  before 
final  disapproval  by  the  Board  of  an  application  which  they  have  approved. 
This  will  preserve  essential  power  and  authority  vested  in  those  officials. 

Section  58 :  Reservation  of  Rights  of  States. 

This  section  should  be  amended  to  expressly  reserve  to  the  States  the  power  to 
prohibit  the  formation  nud  operation  of  bank  holding  companies.    That  power 
would  appear  to  lie  inherent  in  the  Stntes  but  it  would  appear  to  be  wise  to  make 
the  provision  more  explicit  and  certain. 
Title  III— Federal  Deposit  Insurance  Corporation  Art 

Chapter  6 :  Suiwr  vision  of  Insured  Banks. 

Section  23 :  Mergers  and  Consolidations. 

This  section  should  be  amended  so  that  the  Federal  Reserve  Board  shall  have 
authority  to  approve  or  disapprove  mergers  or  consolidations  resulting  in  either 
State  banks  or  National  banks  after  the  action  has  been  approved  by  the  Comp- 
troller of  the  Currency  in  the  case  of  national  banks  and  by  tbe  appropriate 
State  supervisor  In  the  case  of  State  banks.  The  right  of  those  supervisors, 
however,  to  disapprove  the  merger  or  consolidation  should  be  final. 

Comment:  In  view  of  current  agitation  on  the  subject  of  bank  mergers  and 
consolidations,  it  is  apparent  that  legislative  action  on  this  subject  will  be  taken 
by  Congress.  In  view  of  this  demand  for  Federal  supervision  and  control,  the 
Federal  body  to  exercise  such  authority  with  respect  to  State  institutions,  in- 
sured as  either  members  or  nonmembers,  should  be  the  Federal  Reserve  Board. 
The  right  and  power  of  the  State  supervisors  to  disapprove  mergers  and  consol- 
idations finally  should  remain  unchanged. 

It  Is  suggested  further  that  the  Federal  Reserve  Board  have  the  same  powers 
with  respect  to  mergers  and  consolidations  involving  national  banks.  This  will 
place  both  the  State  and  national  systems  on  an  equal  footing.  It  would  place 
State  banks  at  a  disadvantage  if  their  mergers  had  to  be  approved  by  both  State 
authority  and  the  Board  while  mergers  of  national  banks  could  be  effected  with 
the  sole  approval  of  the  Comptroller  as  provided  in  the  bill  as  drafted.  Cnless 
the  consent  of  tbe  Board  is  required  for  national  bank  mergers  as  well  as  State 
bank  mergers,  there  will  be  a  strong  inducement  for  State  banks  to  convert  to 
national  charters  to  the  detriment  of  the  dual-banking  system. 
Title  V,  Federal  Savings  and  Loan  Asitoeiation  Act 

Section  6 :   Federal  Savings  and  Loan  Association  Branches. 

This  section,  as  recommended  by  the  committee,  restricts  Federal  savings 
and  loan  associations  in  establishing  branches  to  tbe  limitations  Imposed  by 
State  law  on  State  associations  and  mutual  savings  bunks  located  and  operating 
In  the  same  State.  This  Is  sound.  It  is  probable  that  a  strenuous  effort  will  l>e 
made  to  restore  the  original  provision  of  the  draft  bill,  which  gave  to  Federal 
savings  and  loan  associations  the  most  liberal  branch  lug  powers  of  either  Stale 
banks  or  State  building  and  loan  associations.  This  aspect  of  the  proposed  leg- 
islation is  not  of  present  importance  in  Pennsylvania,  since  Stat*  kinks  and 
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State  building  and  loan  associations  hare  the  same  territorial  liniitatloni  wU 
respect,  to  the  establishment  of  branches. 

I  am  submitting  herewith  as  a  separate  schedule  my  a_^eatioas  for  At 
amendment  of  the  sevwral  sections  of  [he  biU  to  carry  into  effect  the  obfecdsi 
-f-.r.  forth  in  this  memorandum. 

Robebt  I,.  MTEB8,  Jr.. 
.•fprrfitary  of  Banking,  Commonwealth  of . 


TITLE  I,  XATIOXAL  BASK  ACT 

Chapter  7.  National  Bank  Eiaminatlons  and  Reports. 

Section  51.  State  Kiamination  or  License  Prohibited. 

'■No  national  hanking  association  shall  be  subjected  to  examination  by,  or  kt 
required  to  pay  any  license  or  assessment  fee,  or  penalty  to,  any  State,  pollbal 
subdivision  of  any  State,  or  any  officer,  agency  or  Instrumentality  of  any  Btsst 
or  isdltical  subdivision  thereof  under  the  requirements  of  any  State  or  local  liv. 
In  connection  with  or  as  an  incident  to  such  association's  authority  to  carry ■ 
any  share  of  the  business  which  by  law  it  baa  tbe  right  and  power  to  condset. 
No  person,  copartnership,  association,  or  corporation  shall  be  prohibited  froa 
borrowing  from  or  discounting  or  negotiating  promissory  notes,  draft*,  bills  af 
exchange,  conditional  sales  contracts,  installment  consumer  paper,  or  any  otkst 
evidences  'if  debt  or  otherwise  dealing  with  a  national  banting  ■anlilka 
lier-inise  of  the  filer  llmt  such  association  has  not  been  licensed  pursuant  to  TO 
State  or  local  law  [.],  excepting,  however,  any  buninett  for  the  conduct  of  «*** 
a  Mate,  'ir  Xati',nal  hank  may  lie  required  by  Stale  law  to  obtain  a  ticewe  md 
to  bit  Mutijret  to  the  invcstigatiim  and  examination  of  itt  record*,  document*,  sal 
paper*  pt-rtaining  to  nurh  busine**  by  a  Htate  officer,  agency,  or  imtmmentaUtf 
in  thr  necessary  and  proper  exerci*e  of  the  police  power  of  the  State  reonkimt 
nii'-h  lirenxc,  investigation,  ~    ""  


Chapter  !),  Regulation  of  Rank  Holding  Companies. 

Section  IS4.     Acquisition  of  Rank  Shares  or  Assets. 

"I  hj  ITpon  receiving  from  u  company  any  application  for  m-.m _ 

section.  Hie  Hoard  shull  Rive  notice  to  the  Comptroller  of  the  Currency,  If  U 
applicant  comiw  ny  or  liny  hank  the  voting  shares  or  assets  of  which  are  somjti 
to  be  acquired  Is  a  national  banking  association  or  a  district  bank,  or  to  QV 
appropriate  supervisory  authority  of  the  interested  State,  If  the  applicant  eoa- 
pany  or  any  bunk  the  voting  shares  or  assets  of  which  are  sought  to  be  acquires 
Is  a  Stale  bunk,  find  shall  allow  thirty  days  within  which  the  views  and  rera* 
meiiila  I  Ions  of  the  <  Comptroller  of  the  Currency  or  the  State  supervisory  authority, 
as  the  cam-  may  he,  may  be  submitted.  If  (he  Comptroller  of  the  Currency  w 
the  Slate  sujH-rvIsory  authority  so  notified  by  the  Board  disapproves  the  appO- 
lilt  Ion  In  writing  within  said  thirty  days,  the  Board  shall  deny  the  apptlcaHm 
and  shall  forlhwlth  give  written  notice  of  that  fact  to  the  applicant  If  iht 
CtiHiptrullcr  of  tin-  Currency  or  the  .Slate  supervisory  authority  approve*  h> 
iiliplinitinn  in  irriling  within  said  thirty  da ii»,  the  Board  shall  forlhwlth  fin 
written  Holier  of  that  faet  to  the.  applicant  unless  it  disapprove*  in  which  evftt 
[within  Ilirce  days  after  giving  such  notice  to  the  applicant]  the  Board  stall 
notify  In  writing  the  applicant  and  the  [rtisjnp proving  authority  of  tbe  datefvr 
iiiiiiuiiiiceniriit  or  a  ben  ring  by  It  on  such  application.  Any  such  bearing;  staB 
be  commenced  not  less  than  10  nor  more  than  :W  days  after  the  Board  has  gins 
written  notice  to  the  applicant  of  the  action  of  the  [disapproving  authority. 
The  length  of  any  such  hearing  shull  lie  determined  by  the  Board,  but  It  shall 
alVord  all  Interested  parties  a  reasonable  opportunity  to  testify  at  euch  hearts* 
Ai  the  ii inclusion  thereof,  the  Hoard  shall  hy  order  grant  or  deny  the  appUot 
I  Inn  on  tbe  basis  of  the  record  made  at  such  hearing. 

■'Ml  In  ilelermlnlng  whether  or  not  to  approve  any  acquisition  or  mercer  « 
consolidation  under  this  section,  the  Comptroller  of  the  Currency  or  the  appn- 
printr  stiitr  nuthurity.  an  the  cage  may  lie,  and  the  Board  shall  take  Into  eta- 
slderatlon  the  following  factors:    (It   the  financial  history  and  condition  of  tat 
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company  or  companies  and  the  banks  concerned;  (2)  their  prospects;  (3)  the 
character  of  their  management;  (4)  the  convenience,  needs,  and  welfare  of  the 
communities  and  the  area  concerned ;  and  (5)  whether  or  not  the  effect  of  such 
acquisition  or  merger  or  consolidation  would  be  to  expand  the  size  or  extent  of 
the  bank  holding  company  system  involved  beyond  limits  consistent  with  ade- 
quate and  sound  banking,  the  public  Interest,  and  the  preservation  of  competi- 
tion in  the  field  of  banking." 

Section  58.  Reservation  of  Bights  to  States. 

"The  enactment  by  the  Congress  of  this  chapter  shall  not  be  construed  as  pre- 
venting any  State  from  exercising  such  powers  and  Jurisdiction,  intituling  the 
power  to  prohibit  the  formation  or  operation  of  bank  holding  companie*,  which  it 
now  has  or  may  hereafter  have  with  respect  to  hanks,  bank  holding  companies, 
and  subsidiaries  thereof,"  « 

TITLE  III.    FEDERAL   DEPOSIT  INSURANCE  AOT 

Chapter  6.  Supervision  of  Insured  Banks. 

Section  23.  Mergers  and  Consolidations. 

"Without  prior  written  consent  by  the  Corporation,  no  insured  bank  shall 
(1)  merge  or  consolidate  with  any  noninsured  bank  or  institution  or  (2)  assume 
liability  to  pay  any  deposits  made  in,  or  similar  liabilities  of,  any  noninsnred  bank 
or  institution  or  (3)  transfer  assets  to  any  noninsured  bank  or  institution  In 
consideration  of  the  assumption  of  liabilities  for  any  portion  of  the  deposits  made 
in  such  insured  banks.  No  Insured  bank  shall  convert  into  an  insured  State  bank 
if  Its  capital  stock  or  its  surplus  will  be  less  than  the  capital  stock  or  surplus. 
respectively,  of  the  converting  bank  at  the  time  of  the  shareholders'  meeting 
approving  sueh  conversion,  without  prior  written  consent  by  the  Comptroller  of 
the  Currency  and  by  the  Board  of  Governors  of  the  Federal  Reserve  System  if 
the  resulting  bank  is  to  be  a  district  bank,  or  by  the  Board  of  Governors  of  the 
Federal  Reserve  System  and  the  appropriate  State  supervisory  authority  if  the 
resulting  bank  is  to  be  a  State  member  bank  (except  a  district  bank)  or  a  non- 
member  insured  bank  £  or  by  the  Corporation  If  the  resulting  bank  is  to  be  a 
State  nonmember  insured  bank  (except  a  district  bank)].  No  Insured  bank  shall 
merge  or  consolidate  with  any  other  insured  bank  or,  either  directly  or  Indirectly, 
acquire  the  assets  of,  or  assume  liability  to  pay  any  deposits  made  In  and  other 
insured  hank  without  the  prior  written  consent  (i)  of  the  Comptroller  of  the 
Currency  and  of  the  Board  of  Governors  of  the  Federal  Reserve  System  If  the 
acquiring,  assuming,  or  resulting  bank  Is  to  be  a  national  bank  or  a  district  bank, 
or  (11)  of  the  appropriate  State  Supervisor  and  of  the  Board  of  Governors  of  the 
Federal  Reserve  System  if  the  acquiring,  assuming,  or  resulting  bank  Is  to  be  a 
State  member  bank  (except  a  district  bank),  or  a  State  nonmember  insured  bank, 
Cor  (iii)  of  the  Corporation  if  the  acquiring,  assuming,  or  resulting  bank  Is  to  be 
a  nonmember  insured  bank  (except  a  district  bank.)]  In  granting  or  withhold- 
ing consent  under  this  subsection,  the  Comptroller,  the  Board,  or  the  [Corpora- 
tion] appropriate  State  supervisory  authority,  as  the  ease  may  be,  shall  consider 
the  following  factors:  [enumerated  In  section  15  of  this  Act.]  (J)  the  financial 
history  and  condition  of  the  company  or  companies  and  the  banks  concerned; 
(?)  their  prospects;  (3)  the  character  of  their  management ;  (J,)  the  convenience, 
needs,  and  welfare  of  the  communities  and  the  area  concerned ;  and  (5)  whether 
or  not  the  effect  of  such  merger,  consolidation*  acquisition  of  assets,  or  assump- 
tion of  liabilities  would  be  to  expand  the  size  or  extent  of  the  bank  involved 
beyond  limits  consistent  with  adequate  and  sound  banking,  the  public  intercut, 
and  the  preservation  of  competition  in  the  field  of  banking.  In  the  case  of  a 
merger,  consolidation,  acquisition  of  assets,  or  assumption  of  liabilities,  the 
appropriate  agency  shall  also  take  into  consideration  whether  the  effect  thereof 
may  be  to  lessen  eomi>etitSon  unduly  or  tend  unduly  to  create  a  monopoly,  and, 
in  the  interests  of  uniform  standards,  It  shall  not  take  action  as  to  any  such 
transaction  without  first  seeking  the  views  of  each  of  the  other  two  banking 
agencies  referred  to  herein  with  respect  to  such  question ;  and  In  such  a  case  the 
appropriate  agency  may  also  request  the  opinion  of  the  Attorney  General  with 
respect  to  such  question.  No  insured  State  nonmember  bank  (except  a  district 
hank)  shall,  without  the  prior  consent  of  the  Corporation  reduce  the  amount  or 
retire  any  part  of  Its  common  or  preferred  capital  stock,  or  retire  any  part  of  Its 
capital  notes  or  debentures." 

Robert  L.  Myers,  Jr., 
Secretary  of  Banking,  Commonwealth  of  Pennsylvania. 
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Treasury  Department, 
Bureau  of  Enobatimo  and  Pbintixo, 

Washington,  D.  C,  July  91, 1SH. 
Hon.  Wright  Patman, 

House  of  Representatives, 

Washington,  D.  C. 
Mi  Dear  Mr.  Pat  si  an  :  The  following  data  has  been  compiled  in  accorduM 
with  your  letter  of  July  10,  1057,  and  your  subsequent  telephonic  request  of  Job 
29,  1957,  relative  to  certain  information  regarding  Federal  Reserve  notes. 

1.  Since  production  records  prior  to  the  year  15)23  nre  unavailable,  we  regret 
that  we  are  unable  to  furnish  you  with  the  gross  number  of  Federal  Bewm 
notes  printed  from  engraved  plates  and  dies  since  1913.  However,  the  gr«i 
quantity  produced  would  be  in  excess  of  the  sum  of  items  2  and  3  below,  u  It 
would  include  normal  allowances  for  spoilage  during  the  various  printing  at 
processing  operations. 

2.  This  Bureau  has  delivered  12,007,206,972  Federal  Reserve  notes,  having  I 
face  value  of  $154,687,876,000,  to  the  Comptroller  of  the  Currency  during  OK 
period  from  tht;  establishment  of  the  Federal  Reserve  System  Id  1913  to  lUj 
31, 1957.    See  attached  schedule. 

3.  Inventory  records  of  stocks  of  Federal  Reserve  notes,  in  all  stages  of  nro- 
dmtion,  at  the  close  of  business  on  May  31,  1057,  nre  as  follows: 
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I  trust  that  the  foregoing  information  will  be  helpful  to  you. 
Very  truly  yours, 

H.  J.  Holtzclaw,  Director. 
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T&P_lSCTtT  Devaktxest, 

COMFTBOUJM  Or  THE  CCllEMT. 

ir-ukiHttom.  D.  C-  J  nig  lS.OSi. 
Hon.  Waw.B.- Patmas. 

WtthingtfA.  D.  C. 
fn.\&  Ma.  I'atma.t  :  I  am  pleased  t.>  sub'.r.ic  the  following  data  in  acradua 
with  your  winwt  of  July  10. 1037 : 

1.  Ase-rettare  amount  of  Federal  Reserve  notes  which  have  been 

delivered  rn  the  order  of  the  (.'•imptrolier  of  the  Cur- 
rency hy  the  iinr^iu  of  En~ravina-  and  Printing J 154. 687, 875. W 

2.  .is^re&tte  :iR.u<inr.  of  Federal    R>«erve  notes  which  Lave 

Leer,   delivered   bv  the  Comptroller  •  •*  the  Currency  to 

Mrenr*  of  the  federal  Reserve  System 147.6Si.156.WI 

3  Fw;(.M.  ;•,--».--,-*  r,'.tw  held  by  the  Comptroller  "f  the  Cur- 
r-'T:"'-  l'»1  ^  li  ^:i™  'Old  series i  and  lifcS  series  <gold- 
'..ij.-»-  r,.,?(".i  destroyed  under  authority  uf  the  Secre- 
tary of  'he  T.-'-asury 3.  24S.200.0M 

I  Ar:.r.-;nr  or  Federal  Reserve  nttes  held  by  the  Comptroller 
of  rh*  I'.-.rrt-uiy  tin  May  31.  1!'".  pending  delivery  to 
F'-deral  H*-ttc agents a  755, 520,891 

3.  AsrareiMt*  sr,.onnt  of  Federal  Reserve  notes  unfit  for  circu- 

lator.   tt'Mi'h    have   lieen    returned   by    Federal    Reserve 
na'-ri-'M  ru  thi:  Comptroller  of  the  Currency  for  caneel- 

lf>r--.n  and  destruction 107, 100,  OBI,  M 

Hhicerely  yours, 

R.  M.  GidmlT,  Comptroller  of  the 


■n.  WjiIoiit  J'AT-.t.vS, 

Hf.H*r.  of  ItuprwHta liven. 
H.m:  Mn.  l'AT'f.\s:  Reference  is  made  to  your  letter  of  August  1,  1957,  r* 
■siiria  information  concerning  the  statutory  authority  of  the  General  Accooid- 
:  Office  ami  Hit-  pr'iredures  followed  in  connection  with  audits  of  cnmncj 
n ni i ci ions  of  the  linreau  of  Engraving  nuil  Printing,  the  Office  of  the  Comp- 
iler of  the  Currency,  and  the  Federal  Reserve  kinks. 

if  tin'  iIm. -i-  or;;,i ii [nations,  onlv  the  llurejiu  of  Engraving  and  Printini  li 
lilo.l  l.v  tin-  r;i-iii*ral  Accounting  Office.  The  authority  for  the  audit  of  Ok 
■ney  is  provided  by  the  art  of  August  4,  I!t3  131  U.  8.  C.  181d),  which  re- 
ives an  audi),  of  the  llureau  of  Engraving  and  1'rintlne  fund  by  the  Genenl 
counting  Ulilif!  on  an  annual  basis.  In  addition,  there  are  2  organicaHOBl 
the  Treasury  I)e|iartniei)t  (not  mentioned  in  vour  letter  of  August  1)— Ot 
Ice  of  Hie  Treasurer  of  the  United  States  and  the  Bureau  of  the  Pi** 
lit  ivlii'ii  parliclimte  In  currency  transactions  and  are  audited  by  the  Genenl 
i-oiiiiliiii,'  nllice.  Audita  «f  Ihese  agencies  are  made  under  the  general  ■» 
iriiv  of  the  llndgel  and  Accounting  Act.  Hull  (31  U.  8.  C.  53),  and  ftl 
loiinllrigaml  Auditing  Act  of  1H.70  i31  U.  H.  C.  til). 

IV. ■  mnltc  no  amlils  of  the  a  counts,  records,  or  activities  of  the  Office  of  He 
i:. ill  roller  nf  lite  Currency  and  the  Federal  Reserve  banks.  It  is  our  opinio 
ii  ,|>r.ifi.  iitiiiiiiri/tttioii  by  Ihe  Congress  would  be  needed  to  permit  n»  ti 
<lcrlu1ii-  iiinllts  of  these  organizations.  The  activities  of  the  Comptroller  flt 
■  Currency  are  financed  by  assessments  on  national  banks  and  member  bank* 
I  he  I'.-derol  Reserve  System,  and  Ihe  law  (12  I".  S.  C,  4fil),  provides  that  m* 
nls  slull  nut  lie  consumed  to  be  Government  funds  or  appropriated  monen 
n  HunLing  Ad  of  I'KBl  amended  section  10  of  the  Federal  Reserve  Art  » 
iviile  Dial  funds  of  Ihe  Hoard  of  Governors  of  the  Federal  Reserve  System, 
ii.'li  arc  derived  from  assessments  on  the  Federal  Reserve  lianba.  similarly 
mil  tioi  in.  .•nnstrtiisl  to  lie  (iovertuneiit  funds  or  appropriated  moneys."  Ttt 
::i  ail  further  providitl  that  the  Board  should  determine  and  prescribe  the 
liner  in  which  Its  obligations  should  lie  Incurred  and  its  disbursements  Bid 
li.uses  .illcuve.l  anil  paid.  Also,  as  set  out  in  tide  12,  United  States  Code 
Hon   is |,  in.  h-ink  is  subject  to  any  vlsitorlal  powers  other  than  author!** 
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by  lav,  or  rested  In  the  courts,  or  as  shall  be  exercised  or  directed  by  the  Con- 
gress or  by  either  House  thereof  or  by  any  committee  of  Congress  or  of  either 
Boose  duly  authorized. 

Examinations  of  currency  transactions  are  made  as  part  of  our  audits  of  the 
activities  of  tiie  Bureau  of  Engraving  and  Printing,  Office  of  the  Treasurer  of  the 
United  States,  and  Bureau  of  the  Public  Debt.  Our  primary  objective  in  the 
audit  of  these  transactions  Is  to  determine  whether  the  accounting  controls,  phy- 
sical safeguards,  and  systems  of  internal  check  maintained  by  the  agencies  are 
adequate  and  are  functioning  properly.  The  specific  auditing  procedures  which 
we  apply  In  order  to  accomplish  this  objective  vary  somewhat  depending  on  the 
nature  and  significance  of  the  transaction,  internal -audit  coverage,  and  past 
audit  experience.  Some  of  the  principal  procedures  used  are  (1)  Inspections  and 
surveys  of  operations,  (2)  examinations  of  documentary  support  for  recorded 
transactions,  (3)  observations  of  currency  and  securities  counts,  and  (4)  con-. 
Urinations  of  balances.  The  application  of  these  procedures  In  relation  to  specific 
Currency  transactions  is  described  briefly  in  the  following  paragraphs. 
1.  Manufacture  of  currency  and  securities 

The  distinctive  paper  used  by  the  Bureau  of  Engraving  and  Printing  In  the 
manufacture  of  currency  and  securities  is  under  accounting  control  on  a  piece 
basis  from  the  time  the  paper  arrives  in  the  Bureau  In  sheet  form  until  com- 
pleted notes  are  delivered  or  spoiled  notes  are  destroyed.  Bureau  control  pro- 
cedures Include  dally  balancing  of  the  pieces  within  the  operating  units  through 
the  use  of  press  readings  of  the  number  of  sheets  printed  taken  by  employees 
independent  of  manufacturing  operations.  In  addition,  the  Bureau's  internal- 
audit  program  provides  for  verification  of  the  accuracy  of  the  accounting  records 
pertaining  to  Inventories  of  currencies,  bonds,  etc.,  through  physical  counts  to 
determine  the  existence  of  these  assets.  The  Internal  auditors  also  evaluate  the 
the  adequacy  of  existing  controls  and  determine  whether  prescribed  procedures 
are  being  followed. 

During  our  audits  of  Bureau  operations  we  review  the  work  of  the  Internal 
auditors  by  examining  their  reports,  ascertaining  the  extent  and  adequacy  of 
internal-audit  coverage,  and  following  up  on  significant  findings  and  recom- 
mendations. We  also  Inquire  as  to  changes  in  operating  procedures  and  observe 
their  effects  on  existing  controls.  -In  addition,  our  audits  Include  examinations 
on  a  test  basis  of  the  inventory  control  records  and  observations  of  the  physical 
counts  made  by  the  Internal  auditors. 
S.  Issue  of  currency  and  securities 

The  Bureau  of  Engraving  and  Printing  delivers  completed  currency  and  secu- 
rities to  designated  reserve  vaults  located  in  the  Bureau  of  Engraving  and 
Printing  main  and  annex  buildings.  After  delivery,  United  States  currency  is 
under  the  accounting  control  and  in  the  physical  custody  of  the  Office  of  the 
Treasurer  of  the  United  States.  The  internal 'audit  staff  of  the  Office  of  the 
Treasurer  performs  annually  a  complete  count  of  the  contents  of  the  United 
States  currency  reserve  vault  to  verify  the  accuracy  of  the  accounts  and  the 
existence  of  the  assets.  During  our  audits  of  the  Office  of  the  Treasurer  we 
observe  these  counts  to  determine  whether  they  are  effective  and  the  results  of 
the  counts  are  proper.  We  also  examine  on  a  test  basis  the  accounting  records 
and  transactions  pertaining  to  the  receipt  and  issnaui-e  of  the  United  States 
currency  by  the  Office  of  the  Treasurer,  and  by  correspondence  we  confirm  bal- 
ances of  unissued  United  States  currency  held  in  custody  for  the  Treasurer  by 
the  Federal  Reserve  banks  and  others. 

Somewhat  similar  audit  procedures  are  followed  In  our  examination  of  trans- 
actions concerning  public-debt  securities  delivered  by  the  Bureau  of  Engraving 
and  Printing  to  the  vaults  of  the  Bureau  of  the  Public  Debt.  In  the  case  of 
public-debt  securities,  however,  the  internal  auditors  of  the  Bureau  of  the  Public 
Debt  make  counts  of  parts  of  the  vaults'  contents  at  various  times  rather  than 
a  complete  count  annually  as  In  the  case  of  the  Treasurer.  We  observe  some  of 
the  internal -audit  counts  of  securities  and  review  the  audit  reports  concerning 
the  remainder.  We  also  make  occasional  independent  counts  of  certain  classes 
of  securities.  Instead  of  confirming  balances  of  unissued  public-debt  securities 
in  the  custody  of  Federal  Reserve  banks  by  correspondence  with  the  banks,  we 
review  and  rely  on  confirmations  received  by  the  Bureau  of  the  Pubiic  Debt 
from  Federal  Reserve  bank  auditors  and  examiners  of  the  Board  of  Governors 
of  the  Federal  Reserve  System.  We  also  examine  the  records  In  the  Bureau  of 
tbe  Puhlic  Debt  relating  to  Issues  of  public-debt  obligations  made  or  processed  by 
the  Federal  Reserve  banks. 
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We  do  no  audit  work  in  connection  with  unissued  Federal  Reserve  cmthkj 
after  It  is  delivered  by  the  Bureau  of  Engraving  and  Printing.  At  the  time  el 
delivery  unissued  Federal  Reserve  currency  conies  under  the  primary  count 
of  the  Office  of  the  Comptroller  of  the  Currency  and  Is  held  in  the  Joint  phytW 
custody  of  this  organization  and  the  Office  of  the  Treasurer  of  the  United  SUW 
pending  shipment  to  Federal  Reserve  agents. 
3.  Redemption  of  currency  and  securities 

The  Federal  Reserve  banks  and  the  Office  of  the  Treasurer  of  the  United 
States  redeem  currency  and  public-debt  securities.  The  redeemed  currenej  ud 
securities  are  subject  to  detailed  verification  processes. 

Redeemed  United  States  currency  Is  verified  and  destroyed  by  the  Federal 
Reserve  banks  under  a  delegation  of  authority  by  the  Treasury.  BepreaentaUni 
of  tbe  Office  of  the  Treasurer  regularly  visit  each  bank  to  observe  the  actnrJ 
operations  and  to  inspect  the  adequacy  of  procedures.  During  our  audit  ottk 
Office  of  tbe  Treasury  we  review  reports  concerning  these  visits  and  examhc 
the  records  of  currency  redemptions  reported  by  the  banks. 

Redeemed  Federal  Reserve  notes,  Federal  Reserve  bank  notes,  and  natioMl 
bank  notes  are  verified  by  the  Office  of  (he  Treasurer  and  tbe  Office  of  the 
Comptroller  of  the  Currency  and  destroyed  by  tbe  Bureau  of  the  Public  Debt 
Federal  Reserve  currency  redeemed  by  the  Federal  Reserve  banks  la  cot  In  bait 
before  shipment  to  the  Treasury.  Tbe  lower  halves  of  all  such  notes  m 
counted  and  examined  by  the  Office  of  the  Treasurer,  and  the  upper  halves  in 
counted  and  examined  on  a  percentage  basis  by  the  Office  of  the  Comptroller  ■" 
the  Currency.  Tbe  internal  auditors  of  the  Office  of  the  Treasurer  perform 
annually  a  count  of  redeemed  currency  in  the  process  of  verification  by  tkt 
Office  of  tbe  Treasurer  to  determine  the  accuracy  of  the  accountability  recoroi 
relating  to  these  operations.  As  in  the  case  of  unissued  United  States  currenej 
In  the  custody  of  the  Treasurer,  we  observe  the  internal  auditors*  counts  of  r* 
deemed  currency  to  determine  whether  they  are  effective  and  the  results  of  tkt 
counts  are  proper.  We  also  examine  transactions  on  a  test  basis  and  eheek 
them  to  documents  evidencing  proper  receipt  and  destruction  of  tt 
However,  we  do  no  audit  work  in  connection  with  the  currency 
operations  performed  by  the  Office  of  tbe  Comptroller  of  the  Currency. 

Redeemed  public-debt  securities  are  canceled  before  shipment  to  tbe  Bureaus! 
the  Public  Debt  for  verification.  The  verification  process  In  the  Bureau  Ml— Ml 
of  detailed  counts  and  examinations  of  all  securities  redeemed  to  determlM 
whether  the  redemption  charges  made  by  the  Federal  Reserve  banks  are  wooer. 
In  addition  to  periodic  observations  of  the  verification  operations  to 
their  effectiveness,  our  audits  of  the  Bureau  of  the  Pnblic  Debt  Include 
tlous  of  the  records  and  reports  relating  to  the  redemption  of  securities  prts- 
clpally  to  determine  whether  the  accounting  system  Is  functioning  properly. 

If  you  wish  additional  information,  we  are  prepared  to  furnish  it  on  rev 
Sincerely  yours, 

Joseph  Catwfmell, 
Comptroller  General  of  the  United  Sttti 
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FlUlS  PRESENTLY  OpEHATINO  AS  DBALEBfi  IN  UNITED  STATES  GovKKKMENT 


Dealers  banks : 

Bankers  Trust  Co. 

Chemical-Corn  Exchange  Bank 

Guaranty  Trust  Co. 

Continental  Illinois  National  Bank  ft  Trust  Co. 

First  National  Bank  of  Chicago 
Other  dealers : 

Salomon  Bros.  ft  Hutsler 

Discount  Corp. 

First  Boston  Corp. 

C.  J.  Devine  &  Co. 

C.  F.  ChUds  &  Co.,  Inc. 
Aubrey  Lanston  ft  Co. 
Briggs,  Schaedle 

D.  W.  Rica  ft  Co. 

N.  T.  Hanseatlc  Corp. 
W.  E.  Pollock  ft  Co.,  Inc. 
Bartow  Leeds  ft  Co. 
O.  E.  Qulncy  ft  Co. 


Chairman  :  Kenton  R.  Cravens,  president.  Mercantile  Trust  Co.,  St.  Louis,  Mo. 

Joseph  A.  B  rode  rick,  chairman  of  the  board,  Bast  River  Savings  Bank,  New 
York,  N.  Y. 

W.  J.  Bryan,  vice  president.  Third  National  Bank,  Nashville,  Tenn. 

Henry  A.  Bubb,  president.  Capital  Federal  Savings  ft  Loan  Association, 
Topeka,  Kan  a. 

Lester  V.  Chandler,  professor,  department  of  economics,  Princeton  University. 

C.  Francis  Cocke,  chairman  of  the  board,  First  National  Exchange  Bank,  of 
Roanoke,  Va. 

Maxwell  F.  Eveleth,  Sr.,  vice  president  and  cashier.  Ocean  National  Bank, 
Kennebunk,  Maine. 

Reese  H.  Harris,  Jr.,  senior  vice  president,  Connecticut  Bank  ft  Trust  Co., 
Hartford,  Conn. 

Theodore  Herz,  partner,  Price  Waterhouae  &  Co.,  Washington,  D.  C. 

Reed  E.  Holt,  executive  vice  president,  Walker  Bank  ft  Trust  Co.,  Salt  Lake 
City,  Utah. 

Norrls  O.  Johnson,  vice  president,  First  National  City  Bank,  New  York,  N.  Y. 

Vivian  Johnson,  president,  First  National  Bank,  Cedar  Falls,  Iowa. 

Homer  J.  Livingston,  president,  First  National  Bank  of  Chicago,  Chicago,  HI. 

C.  Ward  Macy,  chairman,  department  of  economics,  University  of  Oregon, 
Eugene,  Oreg. 

John  J.  McCloy,  chairman  of  the  board,  Chase-Manhattan  Bank,  New  York. 

Edwin  P.  Messlck,  executive  vice  president.  First  National  Bank  ft  Trust 
Company  of  Mllford.  Mllford,  Del. 

W.  Franklin  Morrison,  executive  vice  president,  First  Federal  Savings  ft  Loan 
Association,  Washington,  D.  C. 

Joseph  M.  Naughton,  president.  Second  National  Bank  of  Cumberland,  Cumber- 
land, Md. 

Robert  L.  Oare,  chairman  of  the  board.  First  Bank  ft  Trust  Co.  of  South  Bend, 
South  Bend,  Ind. 

William  W.  Pratt,  executive  director,  Pennsylvania  Credit  Union  League, 
Harrlsbnrg,  Pa. 

Everette  D.  Reese,  chairman  of  the  board,  the  Park  National  Bank  of  Newark, 
Newark,  Ohio,  and  the  First  National  Bank  Of  Cambridge,  Cambridge,  Ohio. 

J.  V.  SatterQeld,  Jr.,  president.  First  National  Bank  of  Little  Rock,  Little 
Bock,  Ark. ;  director,  Little  Rock  Branch,  Federal  Reserve  Bank  of  St.  Louis. 

James  E.  Shelton,  chairman  of  the  board,  Security-First  National  Bank  of 
Los  Angeles,  Calif. 
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FINANCIAL   INSTITUTIONS   ACT   OF    1057 
Rent  expense  for  year  1956 

FEDERAL  RESERVE  BANK  OF  BOSTON 


487 


Location 

Purpose 

Number 
of  square 

Amount 

Boston,  Mass.: 

1,016 

Sale  deposit  box  For  custody  of  vault 

combinations. 
Sale  deposit  bores  (3)  for  custody  of  vault 

combinations  and  emergency  uses. 
Security  flies  and  relocation  site: 

Dudley,  Mass.:  Nichols  Junior  College.  _ 

1,570 
3.074 

■  0,604 

8.W1 

FEDERAL  RESERVE  BANK  OF  NEW  YORK 


Ithaca,  N.  Y.: 

3,040 

First  National-Sale  Deposit  Co_ 

Custody  of  code  book*  and  lest  arrange- 
ments (July-Decemberl. 

1B0 

Parking  of  bant-owred  car  (January- 
September). 

SO 

Parking  of  bank-owned  car  (Septomrwr- 

40 

a 

Custody  of  code  books  and  lest  arrange- 
ments (Janusry-Julyl 

Electricity   charges    rjald    ID    1868    on 
rented  space  vacated  In  I0W. 

■a 

Buffalo,  N.  Y.r 

5.060 

FEDERAL  RESERVE  BANK  OF  PHILADELPHIA 


Philadelphia,  Pa.: 

Storage  of  old  records: 

13,000 
4,400 

075 

Security    file    records    and    relocation 

1,860 

*  3,080 

15,678 

i  Includes  IB*  for 
•  Includes  $6,564 
tricity. 
i  Includes*!  70  to 


id  other  alterations  to  boxes. 
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Rent  expente  for  year  1956 — Continued 

FEDERAL  RESERVE  BANK  OF  C 


Location 

Purpose 

ofaquaic 
feet 

Ammn 

Athens,  Ohio: 

1.1» 

Cfcu-bnrt.  Ohio: 

|-n«t  n!1« 

I 

— « 

Security  court  For  loading  and  unloading 
!■■!..—:  can  and  transporting  valu- 

Cincinnati.  0  Mo  - 

6.78* 

a,  ail 

La 

plu^ntinth,  I'a. 

8,000 

O.iH  Hull-Unit 

i  : he  .si  check  collection  ojhtMIohs 

•*t 

711 

1RHAL  HE8ERVE  BAN'K  OF  RICHMOND 


Ashrvlllc.  N.C.: 

security  flics,  record  storage  center. 

00B 

"*■ 

I7D 

elation. 



I 

Baltimore,  Mil.: 

Iiu 

Storage  ol  riirnlture  during  remodeling 
ol  branch  buOdlng. 

Local  Enrasrc 

Rtornev  nl  dies  and  old  records  during 
i.-n  ...!.  linn  o(  branch  building. 

C'harlolt-.  N'  r 

4.000 



= 

D  for  water  softcnlBg  Ktrki. 


L'sCi.S74t«rll|!litand!« 
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Rent  expense  for  year  1956 — Continued 
FEDERAL  RESERVE  BANK  OF  ATLANTA 


Location 

-. 

Number 
of  square 

Amount 

Atlanta,  Ga.: 

To    houae    activities    lor    Commodity 
Credit  Corporation. 

0,900 

58,500 

1,000 

«Bfi,9M 

other  departmental  activities. 

„ 

Birmingham,  Ala: 

[To  bouse  atock  room  and  print  shop  and 
{    loi  storage  of  old  records  and  equlp- 

1    »  0.000 
[  "3,003 

42 

Puklne  ul  1  bank-owned  cars  (June  to 
December). 

ucwmnmu*  ntra 

Storage  of  old  records  and  office  supplies. 

Nashville,  Tenn: 

1,890 

1,B» 

1070 

•  Includes  VO  for  electricity. 

»  Ol  thia  amount  J25.000  represents  rental  cost  for  the  year  under  a 
In  effect  through  December  IBM.  at  which  time,  following  the  death 
chased.  The  remainder  consists  of  t!l,«0  for  Improvements,  Jll.M 
and  H.fMfl  for  taxes. 


"  Includes  1377  for  alterations,  a 


1  S232  for  beat,  light,  power  and  water. 


nfi37S— 57— pr.  1 
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txs&gjc.  ^s-.-:j.":::ss  act  -:f  itsr 


—  m .. ._        3.31     »JBlB 


[  4  Z-, .--  "■:       ?-:rsm  :■'  *-— t^i^:  :=-i  J=?5^w  ±r  9*  V 
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Rent  expense  for  pif  19S6 — Continued 
FEDERAL  RESERVE  BANE  OF  8T.  1,0(115  -Continued 


Location 

™- 

Number 

of  square 

foot 

Amount 

LUtk  Bock,  Ark.: 

Safe-dopoelt  box  lor  storage  of  sealed 
combinations  to  vaults. 

2,880 

FEDERAL  RESERVE  BANK  OF  MINNEAPOLIS 


head  orrm 
Minneapolis,  Mum.: 

Kental  of  space  to  house  various  depart- 
ments during  renovation  and  remodel- 
ing ol  main  office  building  (January 
to  October). 

18,  HI 

4.S43 
8.844 

Mlnnea[«ia  Van  <t  »i.vr..<:v  Co 
Post  office 

;  .  :-■ .,  km  (2: 

M 



HILENl  BBANCH 

Total  rent  e»™" 

&J.48B 

FEDERAL  RESERVE  BANE  OF  EANSA8  CITY 


DINVX*  BRANCH 

Oklahoma.  City,  Ok  In.; 

Post  office.- 

do 

49 

OMAHA  BUNCH 

Omaha,  Nebr.:  BeUns  Van  &  Storage  Co. 

184 

era 

FEDERAL  RESERVE  B 


HEAD  OmCI 

Dallas,  Tex.: 

10,000 
It.SU 

110, 4S0 
33,763 

Quarters  lor  Commodity  Credit  Corpo- 
ration activities. 

Abilene,    Tei.:    Hardln-Slmmons    Unl- 

Secondary  records  storage  center  in  con. 
ejection  with  security  flies  program. 

1,000 

1=2,401! 

» Includes  M  lor  repairs. 
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Rent  expense  for  near  1S5S — ContUinftd 
FEDERAL  RESERVE  DANK  OF  DALLAS— Continued 

Location 

_ 

Number 

ADM 

El  Paso,  Ten.: 

411 

W 

1 

n 
• 
■ 

IIouMon,  Tei. 

Patrick  Trance  4  Sxonge  Co 

«M 

Westhe  liner  Transfer  &  Storage  Co  .. 

»M» 

im 

Storage  of  supplies  (January  to  October) . 
hiorvo    ul    old    records    (January    to 
November). 

San  AntonM.  Te,  : 

•DO 

2.0CU 

m 

I 

I" 

jo* 

Total  rant  expense 

1 

FEDERAL  RESERVE  BANK  OF  SAN  FRANCISCO 

Sun  Francisco,  Calif.: 

Storage  of  spare  partitions  and  equlp- 

Stotage  of  supplies  and  old  records 

Btorago  of  emergency  equipment  and 
supplies. 

is.  ore 

m 

Front  M 

■1 

Vlsallu,  Calif.:  College  el  the  Pequolss.... 

».« 

Slorate  of  old  records  and  excess  fuml- 

■■■...-,!.  lil  records  (January-April)... 
PurchaMne  and  stockroom   (January- 
July), 
i-i  ■-.  i'    1  i'.eiiartmcnt  (January-Jnt>')... 

Los  Anselcs.  r3|i( : 

a,  MO 

IMS 

a,M3 

m 

WM^o-;:1  i»i. est  

"1 

■—•»>-— 

nti  idi<a  «SS  (or  llBhi,  heat,  power, 
:irlinle<<  S177  fur  llB.it,  tie  it,  [umi, 
"chid.*  tlBS  for  Ikht.  iii-jt,  power. 
noliidis  WS»  tor  Unlit,  heal,  power. 
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Rent  expense  for  year  1956 — Continued 

FEDERAL  RESERVE  BANK  OF  BAN  FRANCISCO— Continued 


Location 

_ 

Number 

of  square 

feet 

— 

Salt  Lake  Cltv,  mob: 

61  So-lib  Slaw  fit.  an.l/w  110  Motor 

SloragBololrt  rwwds  anil  (uppllre.    .. 

X  736 

11,368 

Boise,  Idaho 

253 

"850 

Total 

J.5M 

U1TTLB    :::■•.    H 

18,167 

loned  by  remodeling  of  branch  building. 


>,  Google 


>,  Google 


FINANCIAL  INSTITUTIONS  ACT  OF  1957 


monday,  august  5,  1957 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  C. 
The  committe  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman)  pre- 
siding. 

Present:  Chairman  Spence,  Messrs.  Brown,  Patman,  Barrett,  Mrs. 
Sullivan,  Messrs.  Vanik,  Coad,  Anderson,  Breeding,  Talle,  Widnall, 
Betts,  Momma,  Seely-Brown,  Henderson,  and  Chamberlain. 
The  Chairman.  The  committee  will  be  in  order. 
We  will  resume  the  hearings.    We  have  Mr.  Martin  with  us  this 
morning. 

FURTHER  STATEMENT  OF  HON.  WILLIAM  McC.  MARTIN,  CHAIR- 
HAN;  ACCOMPANIED  BY  W00DLIEP  THOMAS,  ECONOMIC  AD- 
VISER; DAVID  B.  HEXTER,  ASSISTANT  GENERAL  COUNSEL;  AND 
ROBERT  F.  LEONARD,  DIRECTOR,  DIVISION  OF  BANE  OPERA- 
TIONS, FEDERAL  RESERVE  SYSTEM 

Mr.  Patman.  I  want  to  make  a  correction  first.  The  other  day  I 
volunteered  the  information  that  I  thought  the  service  charges  last 
year  were  $156  million. 

I  had  just  seen  the  Journal  of  the  American  Bankers  Association  for 
August,  where  that  figure  appeared,  but  on  looking  at  the  figure  again 
I  find  that  that  is  the  additional  amount,  the  increase  between  1951  and 
1956,  and  that  the  full  amount,  which  appears  on  page  46  of  the 
journal,  is  $386  million  for  the  entire  year  for  all  of  the  banks'  service 
charges. 

I  made  that  mistake,  and  I  wanted  to  make  sure  that  the  record  is 
corrected  on  it,  Mr.  Chairman. 

Now,  Mr.  Martin,  I  am  shortening  my  questions  as  much  as  I  can 
consistently,  that  is,  from  my  standpoint;  I  will  take  advantage  of  the 
opportunity  that  you  have  always  offered  to  answer  any  questions  in 
writing  as  the  chairman  has  urged  me  to  do  as  much  as  possible  instead 
of  putting  them  to  you  personally  here  before  the  committee.  I  shall 
take  advantage  of  that,  but  I  must  ask  you  some  questions  orally  today. 

First,  as  to  your  methods  and  weapons  used  to  fight  inflation,  these 
include  the  Board's  authority  to  adjust  reserve  requirements,  opera- 
tions of  the  Open  Market  Committee,  and  also  changing  the  discount 
rate. 

Now  the  law,  as  I  read  it,  provides  by  the  1935  amendments,  section 
19,  that  the  Board  may  change  reserve  requirements  within  the  statu- 
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tory  limits  ''ij\  order  to  prevent  injurious  credit  expansion  or  contrifr 
tion." 

Xow,  of  course,  that  is  what  you  have  been  trying  to  do — prevrat 
injurious  credit  expansion — but  the  law  was  amended  to  provide spe 
(■ideally  that  adjustments  in  reserve  requirements  would  t»  used  for 
tliis  purpose.  As  to  the  purposes  for  which  you  adjust  the  discount 
rates,  section  14  provides  that  every  Federal  Reserve  bank  shall  ia.it 
the  power  subject  to  review  and  determination  of  the  Board,  to  estab- 
lish discount  rates  which  shall  be  fixed  according  to  the  law,  *'withi 
view  of  accommodating  commerce  and  business.'' 

The  Congress  has  spoken  rather  specifically  on  the  method  to  be  used 
to  prevent  injurious  credit  expansion  or  contraction.  This  is  tbt 
reserve  requirements.  But  in  adjusting  the  discount  rate,  that  is  to  ha 
done  "with  a  view  of  accommodating  commerce  and  business.*' 

Is  that  your  understanding  of  the  law,  Mr.  Martin? 

Mr.  Martin.  I  think  you  quote  the  law  correctly,  Mr.  Patman. 

Mr.  Patman-.  Yes,  and  for  that  reason  I  think  that  the  Board  h* 
been  wrong  in  using  the  discount  rate  for  this  purpose.  Every  tin 
von  have  wanted  to  tighten  credit  you  have  arbitrarily  increased  afl 
interest  rates.  Yet  the  law  is  rather  specific  tliat  reserve  requirement! 
should  be  used  for  the  purposes  of  preventing  injurious  credit  ex- 
pansion or  contraction. 

I  noted  the  other  day  the  different  times  that  the  discount  rate  hai 
been  changed.  On  August  21,  1950,  the  rate  was  fixed  at  1%,  It 
was  not  changed  again  until  January  16,  1953,  when  it  was  set  at  2. 
Although  not  all  of  the  banks  changed  the  rates  on  that  date. 

You  know  several  banks  were  changing  their  discount  rates  on  or 
about  that  date.  I  remember  it  was  during  inauguration  time,  the 
rate  was  being  changed  then  from  1%  to  2  percent.  Then  after  that 
it  was  discovered  evidently  that  you  had  gone  too  far,  and,  on  Febru- 
ary 5,  1954,  you  reduced  the  discount  rate  to  1%,  and  then  again  3 
months  later,  April  16, 1954,  you  reduced  it  again  to  1%  percent. 

lint  then  after  that,  you  commenced  in  1955  a  long  series  of  in- 
creases. April  15  you  increased  it  to  1% ;  August  5, 1955,  to  2;  9th of 
September,  1955,  to  2%;  November  18,  1955,  to  2^;  April  IS,  195ft, 
to  2.75 ;  August  24, 1956,  to  3  percent. 

The  point  I  want  to  make,  Mr.  Martin,  is  whenever  yon  want  to 
loosen  up  credit,  you  use  reserve  requirements,  but  when  you  want  to 
tighten  up  credit  you  use  the  discount  rate.  It  occurs  to  me  that  von 
should  certainly  have  considered  these  other  weapons  and  used  at 
least  some  of  them  or  tried  some  of  them  at  some  time  rather  than 
using  the  only  weapon  that  would  arbitrarily  force  an  increase  in 
interest  rates  clear  across  the  board.  That  is  the  point  I  am  tryingto 
make,  Mr.  Martin. 

Mr.  Maktin.  Well,  Mr.  Patman,  I  am  glad  to  comment  on  that  be- 
cause the  discount  rate  has  from  time  to  time  almost  fallen  into  dison 
as  an  instrument.  Xow  when  we  did  not  have  flexible  monetary  poli- 
cies—I have  not  reviewed  this  so  I  will  have  to  check  what  I  am  saying 
hero — but  I  think  it  was  from  about  August  1937,  until  1948,  roughly 
1948,  that,  is  an  11-year  span,  the  discount  rate  stayed  at  1  percent, 
except  for  a  special  rate  of  one-half  percent  on  advances  secured  by 
Treasury  bills  from  late  1942  to  early  1946.  That  is  my  recollection 
of  it.  I  would  have  to  check  that  to  be  precise,  but  that  is  approxi- 
mately correct. 
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Now  during  the  period  that  we  had  a  pegged  market  and  we  pur- 
chased aggressively  Government  securities  to  maintain  that  peg,  elim- 
inating, in  general,  operations  of  the  discount  window,  they  hecame 
rusty,  and  when  we  came  to  the  return  of  flexible  monetary  policy,  we 
began  to  use  all  of  these  instruments  which  are  not  separable. 

I  don't  think  that  the  law  in  spelling  out  injurious  credit  expansion 
or  contraction  was  trying  to  imply  that  there  was  any  separation  be- 
tween reserve  requirements  and  the  discount  rate. 

Now  actually  what  has  happened  is,  as  I  have  testified  here,  that  to 
raise  the  reserve  requirements  in  the  last  18  months  would  have  had 
no  effect  except  to  put  interest  rates  considerably  higher  than  they 
presently  are  Because  the  pressure  would  have  been  that  much  more 
acute.  Now  by  using  the  discount  mechanism  and  open  market  opera- 
tions, and  not  using  the  blunt  instrument  of  a  drastic  increase  in  re- 
serve requirements,  it  is  my  judgment,  and  I  am  sure  the  judgment  of 
the  Board  and  a  great  majority  of  those  that  have  studied  this,  that 
We  have  minimized  the  increases  in  interest  rates  that  would  have 
occurred. 

Now  the  question  of  reduction  in  reserve  requirements — you  must 
look  at  this  in  the  perspective  that  I  have  pointed  out  frequently — 
when  the  Korean  war  struck,  we  invoked  almost  all  of  the  direct 
weapons.  We  used  what  we  had,  selective  controls,  regulation  W,  regu- 
lation X;  there  were  price  and  wage  controls  that  were  put  in;  gen- 
eral controls  were  not  utilized  until  the  Treasury  reserve  accord  of 
1951.    All  of  that  has  to  be  taken  into  account. 

We  put  reserve  requirements  up  about  as  high  as  we  could  put  them 
in  that  period.  In  the  central  reserve  cities  they  went  up  24  percent, 
just  2  points  from  the  high  that  the  law  permits.  They  had  been 
adjusted  downward  by  roughly  i  points  to  the  present  20,  in  the  period 
of  inventory  readjustment  of  the  1953-54  period. 

Now  the  reason  for  the  disuse  of  the  discount  method  during  the 

Seriod  of  the  peg  was  that  under  those  circumstances  you  didn't  have 
exible  monetary  policy.  I  hope  to  see  the  time  come  when  you  can 
make  adjustments  of  the  discount  rate  without  creating  a  great  stir 
as  though  something  terribly  important  had  happened. 

It  is  largely  an  adjustment  to  conditions  that  already  exist  in  the 
market.  It  is  not  a  controlling  factor  in  my  judgment  in  creating  con- 
ditions in  the  market. 

Mr.  Patman.  It  is  a  fact  though,  Mr.  Martin,  that  the  discount  rate 
is  purely  psychological,  since  the  discount  window  is  not  used  enough 
to  have  really  any  great  effect;  it  is  strictly  psychological. 

Mr,  Martin.  It  is  not  psychological  to  the  person  who  is  using  it. 

Mr.  Patman.  Well,  it  is  not  used  much,  Mr.  Martin,  in  comparison 
to  the  business  of  the  country. 

Mr.  Martin.  At  times  it  is,  Mr.  Patman. 

Mr.  Gavin.  To  draw  on  my  memory,  but  in  the  late  1952  early  1953 
period,  discounts  went  up  over  $2  billion  at  the  window.  I  consider 
that  quite  substantial. 

Mr.  Patman.  Before  getting  down  to  the  questions  I  wanted  to 
be  sure  to  ask  you,  I  would  like  to  ask  about  one  or  two  matters  which 
came  up  recently.  In  this  morning's  New  York  Times,  there  is  an 
article  by  Mr.  Dale. 

Did  you  see  that  article  ? 

Mr.MflRTiN.  I  am  sorry,  sir,  I  haven't. 
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Mr.  Patman.  The  gist  is,  that  you  expect  to  force  an  inventory  re- 
duction. That  is  force  the  concerns  which  have  large  inventories  to 
get  rid  of  them  at  a  price;  in  other  words  force  lower  prices,  rather 
than  making  money  available  for  them  to  carry  these  inventories. 

Is  that  a  correct  interpretation  of  what  you  intend  to  do  ? 

Mr.  Martin.  I  don't  know  the  article  that  you  are  referring  to,  hi 


I  testified  last  week  that  the  money  supply  has  been  increasing.  Ha 
supply  of  savings  has  been  increasing,  out  the  demand  lias  been  ex- 
ceeding the  supply.     The  increase  in  the  gross  national  product  fun 


1955  to  1956  amounts  to  in  excess  of  $10  billion. 

I  am  talking  about  from  1  year  to  the  next.  That  represents  nota- 
ing  but  a  markup  in  prices  with  no  additional  goods  and  services  beuf 
created.  That  I  conceive  to  be  an  inflationary  situation,  and  I  wou 
say  that  the  chances  are  that  adjustments,  and  adjustments  whit 
certainly  the  Board  is  not  seeking,  certainly  I  am  not  seeking,  I  don't 
want  anybody  ever  to  have  to  lose  any  money,  I  don't  ever  want  inj 
recession — but  if  you  miscalculate  markets  or  misjudge  demand,  than 
is  a  point  at  which  you  have  to  take  the  adjustments  just  as  I  think  I 
used  the  illustration  last  week  that  if  a  child  puts  his  hand  into  th 
fire,  I  don't  want  him  to  be  burned,  but  the  way  things  are,  he  gat 
burned. 

Now,  that  is  the  adjustment  process.  We  had  some  adjustment  ia 
inventories  in  1953  and  1954,  and  I  think  the  country  was  quite  sat- 
cessful  in  taking  the  adjustment. 

Mr.  Patman.  Well,  it  caused  the  money  managers,  though,  to  tab 
an  about-face  in  1953  when  the  adjustment  went  too  far,  and  you  bid 
to  backtrack,  didn't  you  1 

Mr.  Martin.  We  changed  our  policy,  but  we  could  not  avoid  tie 
elimination  of  excesses.  Now,  it  would  be  very  nicej  Mr.  Patman,  ■ 
you  and  I  have  discussed  this  a  number  of  times,  if  we  could  fin 
some  magic  or  some  method  of  cranking  up  the  economy  whenever  it 
was  sagging,  and  stopping  it  off  whenever  it  is  becoming  too  exuberant 

There  is  no  such  magic,  and  the  excesses  that  occurred  in  the  poet- 
Korean  period — the  waste,  and  extravagance,  and  incompetence,  and 
inefficiency  that  always  comes  with  a  period  of  that  sort — has  to  bt 
liquidated  at  some  point,  lias  to  be  adjusted  at  some  point,  and  gen- 
erally speaking,  the  quicker  those  adjustments  are  made,  the  bettor 
otr  the  whole  economy  is. 

Mr.  Patman.  You  talked  about  expansion  of  the  gross  national 
product.  Isn't  it  a  fact  that  since  1952  the  increase  in  money  supply 
lias  been  at  about  2  percent  annually ;  is  that  right? 

Mr.  Martin.  If  you  are  talking  about  the  quantity  of  money,  yes, 
but  the  velocity  of  money 

Mr.  Patman.  About 2  percent! 

Mr.  Martin.  No,  don't  limit  it  to  2  percent.  The  velocity  of  money 
has  been  a  very  important  factor  during  this  period  of  upswing,  fi 
is  my  view  that  the  increase  in  the  money  supply  of  1  percent  or  a 
little  less  than  1  percent  during  a  portion  of  last  year  and  the  present 
year,  actually  amounts  in  terms  of  the  quantity  of  money  to  con- 
siderably above  3  percent  by  virtue  of  the  velocity  of  i 


has  come  into  play,  and  which  has  contributed  actively  to 
supply  which  although  we  have  talked  about  this  period  as  tight 
money,  I  have  frequently  said  it  is  actually  in  one  sense  a  period,  of 
loose  money. 
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'  Mr.  Patman.  Well,  of  course;  there  has  been  plenty  of  money  avail 
fcble  at  a  price,  but  the  price  is  terrible.  I  don't  think  anyone  has 
fettled  to  gBt  money  if  he  set  out  to  get  money  on  a  loan,  if  he  was  will- 
ing to  pay  the  price  that  it  took.  When  Government  bonds  have 
been  forced  down  to  88,  86,  and  85,  people  are  willing  to  sell  those 
bonds  and  take  a  loss,  provided  the  price  at  which  they  can  lend  the 
money  is  high  enough. 

If  an  applicant  for  a  loan  is  willing  to  pay  a  price  which  will  make 
it  attractive  to  the  person  who  owns  a  bond  to  sell  that  bond  at  a  loss 
in  order  to  finance  this  loan  application,  he  can  get  the  money,  but  the 
price  would  be  terrible,  Mr.  Martin. 

Mr.  Martin.  Well,  it  is  prices  that  we  are  concerned  with,  Mr. 
Patman. 

Mr.  Patman.  Well,  I  am  talking  about  the  price  of  money. 

Mr.  Martin.  The  rising  prices,  and  the  expansion  in  the  economy, 
have  resulted  in  an  increase  in  the  cost  of  living  for  10  successive 
months. 

Mr.  Patman.  That  is  right,  and  your  interest  rate  increase  has  not 
helped  any,  has  it !    You  havent  seen  any  evidence 

Mr.  Martin.  In  my  judgment,  the  interest  rate  has  helped  consider- 
ably. The  increase  in  the  cost  of  living  would  be  substantially  greater 
if  it  had  not  been  for  this  adjustment  process  that  was  going  on,  and 
the  interest  rate  mechanism  which  is  part  of  the  price  mechanism. 

Of  course,  it  is  a  price,  and  I  want  to  reiterate  and  keep  reiterating 
that  I  am  not  in  favor  of  high  interest  rates.  I  am  in  favor  of  as  low 
interest  rates  as  it  is  possible  to  have  without  producing  inflationary 
pressures,  because  I  believe  that  you  will  get  the  greatest  formation 
of  capital  with  itnerest  rates  on  that  basis,  but  I  do  not  believe  that 
you  can  have  interest  rates  decided  by  fiat  or  by  Government  decree, 
I  think  that  interest  rates  are  one  of  the  balancing  factors.  They  are 
a  wage  to  the  saver  as  well  as  a  cost  to  the  borrower,  and  during  the 
present  period  we  have  an  inadequacy  of  saving  for  the  expansion  that 
the  country  requires. 

Mr.  Patman.  Just  two  other  points  before  I  get  to  those  questions 
I  must  ask  you,  Mr.  Martin. 

Now,  in  November  1955,  contrary  to  what  you  have  always  told  me 
in  answer  to  questions,  that  you  would  not  support  the  Government 
bond  market  because  of  any  suggestion  or  request  by  the  Treasury, 
or  anyone  else,  it  is  a  fact  that  Mr.  Humphrey  persuaded  you  to  go 
into  the  market  and  support  the  Government  bond  market  in  Novem- 
ber of  1955.  Didn't  he  call  you  personally  and  persuade  you  to  get 
that  done  by  telephone  conversations  with  others? 

Mr.  Mahtin.  We  have  been  over  that,  Mr.  Patman,  and  I  am  glad 
to  go  over  it  again.  You  will  recall  that  I  believe  it  was  in  November 
of  1955  when  we  raised  the  discount  rate  to  S%  percent,  I  believe.  We 
had  raised  the  discount  rate  earlier  in  that  year.  This  was  the  fourth 
increase  in  the  discount  rate  in  1955. 

There  was  considerable  tension  in  the  money  market  and  you  were 
approaching  the  Christmas  year-end  problems  in  the  money  market, 
which  is  a  very  difficult  period  because  of  the  enormous  shifting  of 
funds  that  takes  place  in  this  great  country  of  ours  at  that  time  of 
year. 

Mr.  Humphrey  did,  as  you  say,  and  Mr.  Burgess  did,  as  you  say — 
they  did  not  put  pressure  on  me,  they  called  the  situation  to  my  atten- 


(GoogIe 


FINANCIAL  INSTITUTIONS   ACT  OF    1857  501 

h*    Mr.  Leonard.  About  that. 

m-  Mr.  Patman.  Well,  have  you  had  all  of  those  gold  certificates 

■  printed!    Do  you  actually  have  about  $20  billion  worth  of  gold  cer- 
■-cificates? 

£      Mr.  Leonard.  The  pieces  of  papers,  no,  sir. 

ft      Mr.  Patman.  How  much  do  you  have  in  printed  gold  certificates! 

£  '   Mr.  Leonard.  About  $2,815  million. 

Mr.  Patman.  In  other  words,  about  $17  billion-plus  you  do  not 
■tliave. 

■  Mr.  Leonard.  There  is  a  statutory  provision  which  I  will  ask  Mr. 
J  Hester  to  refer  to  which  defines  these  credits  with  the  Treasury  as 


t  being  the  equivalent  of  gold  certificates. 
'   Mr.  Patman.  I  would  like  to  hear  that  law. 


g  h  Mr.  Hexter.  That  provision,  Mr.  Patman,  is  a  provision  of  title  31 
;  if  the  United  States  Code,  section  408  (a),  and  it  provides  that,  in  lieu 
■'  of  the  gold  certificate?  themselves,  there  may  be  used  "credits  payable 

in  gold  certificates,"  those  words. 
.  '    Mr.  Patman.  Credits  payable  in  gold  certificates  ?    In  other  words, 
I'  jou  just  use  I  O  U's  of  some  kind,  is  that  right,  Mr.  Leonard!    You 
I  just  have  some  other  kind  of  paper! 

Could  you  get  us  one  of  these  so  we  could  have  it  here  in  the  record  ? 

{I  would  just  like  to  see  it. 
Mr.  Leonard.  A  gold  certificate! 
j        Mr.  Patman.  No,  the  substitutes  for  gold  certificates. 
j        Mr.  Leonard.  It  is  a  book  credit. 
i         Mr.  Patman.  These  I  O  U's,  I  would  like  to  see  one. 
Mr.  Leonard.  There  is  no  I O  U. 

Mr.  Patman.  You  mean  it  is  just  posted  as  in  a  bookkeeping  trans- 
,    action ! 

.  Mr.  Leonard.  It  is  a  bookkeeping  transaction  with  the  Treasury. 
On  the  one  side  of  the  statement  the  Treasury  shows  the  gold  held  as 
an  asset.  On  the  other  side  it  shows  the  gold  certificate  credit  to  the 
Federal  Reserve  System  in  the  amount  of  some  $18  billion. 

Mr.  Patman.  Is  there  any  reason  why  you  have  not  had  these  gold 
'certificates  printed?  It  occurs  to  me  that  in  carrying  out  the  law 
jou  should  actually  have  these  certificates.  When  the  law  says  that 
the  Federal  Reserve  banks  shall  deliver  to  the  Federal  Reserve  agent 
so  much  in  gold  certificates  to  get  so  much  in  Federal  Reserve  notes, 
,  1  would  think  that  the  law  means  that  the  gold  certificates  should  be 
■delivered. 

Mr.  Leonard.  Well,  that  pledge,  Mr.  Patman,  is  taken  care  of  in  this 
fashion :  The  gold  certificate  credit  of  the  Treasury,  the  account  in  the 
name  of  the  Board  of  Governors  of  the  Federal  Reserve  System  on 
■our  books  is  carried  in  2  accounts,  roughly  50-50,  slightly  more  in  the 
agent's  fund.  One  part  represents  the  unpledged  gold  assets,  un- 
pledged gold  assets  of  the  bank.  The  other  is  the  agent's  fund  and 
represents  the  gold  certificate  credits  pledged  by  the  bank  with  the 
agent. 

That  account  we  maintain  in  the  Board's  offices  and  cannot  be  with- 
drawn except  upon  approval  upon  request  of  the  Federal  Reserve 
agent. 

Mr.  Patman.  Thank  you. 
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That  will  be  sufficient  as  far  as  the  gold  certificates  are 

Now,  Mr.  Martin,  I  want  to  bring  this  record  up  to  date  on 
tilings  we  have  discussed  in  the  past. 

The  Federal  Reserve  now  is  a  central  banking  system,  isn't  it! 

Mr.  Martin.  It  is,  sir. 

Mt.Patman.  It  is  a  central  banking  system. 

In  most  other  countries  of  the  world,  the  central  bank  is  owntd br 
the  Government  and  the  people,  isn't  it  3 

Mr.  Martin.  Not  in  every  instance,  Mr.  Patman. 

Mr.  Patman.  Which  one  I 

Mr.  Martin.  They  all  vary.  I  would  say  the  Belgian  bank  Unci 
owned  by  the  Government. 

Mr.  Patman.  Most  of  them  are  or  most  of  them  are  not.  I  Awl 
want  to  go  into  the  detail.    I  don't  want  to  take  that  much  time. 

Mr.  Martin.  Well,  I  think  in  varying  degrees  that  the  United 
States  system  is  one  of  the  most  independent  systems  in  the  world. 

Sir.  P*atman.  The  most  independent  system,  all  right. 

Now,  we  also  discussed  the  issuance  of  money  in  the  capitalist* 
system,  and  we  have  agreed  that  under  the  capitalistic  system  money ii 
based  on  debt,  and  that  if  everybody  paid  their  debts,  we  wouloirt 
have  sufficient  money  to  do  business. 

Mr.  Martin.  Well,  I  wouldn't  say  that  monev  is  based  on  dtkt 
alone.  Debt  is  one  of  the  elements  in  money.  \\  e  are  talking  abort 
money  and  credit  here. 

Mr.  Patman.  Well,  additional  money. 

Mr.  Martin.  Well,  the  base  of  our  money  supply  is  gold  in  this 
country. 

Mr.  Patman.  But  it  is  based  upon  debt.  I  mean  the  circulating 
money  is  based  upon  debt,  is  it  notj  Mr.  Martin? 

Mr.  Martin.  All  of  the  circulating  money  on  debt?    No. 

Mr.  Patman.  Well,  all  of  the  additional  circulating  money  is  hud 
on  debt. 

Mr.  Thomas.  A  person  who  has  money  has  a  choice  as  to  how  If 
holds  it.  He  can  hold  it  in  the  form  of  currency  or  he  can  hold  it  ii 
the  form  of  a  deposit  in  a  bank ;  when  he  puts  it  in  the  deposit  in  tbj 
hank,  you  can  call  that  a  debt  if  you  want  to.  The  bank  owes  bin 
money  and  the  individual  has  a  credit.  The  bank,  however,  tann 
around  and  can  lend  that  money  to  somebody  else,  and  if  he  doesnl 
lend  the  money  to  someone  else,  it  becomes  idle.  It  is  held  idle  in  ft 
vaults  of  the  bank.  Our  way  of  keeping  savings  active,  so  that  the 
are  not  withdrawn  from  the  money  stream  is  through  hank  credit 
You  can  say  that  is  based  on  debt.  It  operates  through  a  debt  meeb 
anism.    Essentially  it  has  to  in  a  capitalistic  system. 

Mr.  Patman.  That  is  my  point.    It  must  be. 

Mr.  Thomas.  I  don't  know  that  the  Socialists  have  found  any  otbfl 
way  of  doing  it  either. 

Mr.  Patman.  Well,  Mr.  Martin  replied  to  me  once  before  the  Join 
Economic  Committee  that  money  was  based  on  debt,  and  the  only  to 
to  change  it  would  be  to  change  our  system.  In  effect,  that  is  wnath 
said,  if  any  recollection  is  correct,  and  I  thought  that  there  would  bi 
just  a  short  question  and  answer  this  time,  and  that  is  the  reason] 
went  into  it.    I  didivt  anticipate  any  discussion  about  it. 

But,  anyway,  Mr.  Martin,  how  would  you  get  additional  money  ii 
circulation  now  except  through  the  debt  ? 
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Mr.  Martin.  I  think  it  always  depends— I  could  give  a  short  answer 
and  say  by  creating  additional  debt,  out  I  think 

Mr.  Patman.  I  say  except  by  creating  additional  debt,  how  do  you 
get  additional  money  into  circulation? 

Mr.  Martin.  Well,  I  don't  think  that  you  would,  in  the  sense  that 
you  are  using  it,  but  the  point  that  I  am  making  is  if  we  wanted  to 
increase,  we  can  issue  more  money  in  circulation.  In  that  sense,  all 
of  the  banks  have  on  hand  Federal  Reserve  notes  they  can  issue.  If 
the  demand  for  those  notes  is  there,  reserves  have  to  "be  kept  against 
them.  But  as  I  have  indicated  a  number  of  times  here,  we  can  create 
money,  either  extinguish  it  or  increase  it,  in  accord  with  the  Federal 
■Reserve  Act,  so  long  as  the  liability  for  the  notes  outstanding  and  the 
deposits  which  we  hold  do  not  exceed  four  times  our  holdings  of  gold 
certificates. 

Mr.  Patman.  Well,  let  me  see  if  I  can  make  it  a  little  plainer, 
Mr.  Martin. 

Is  it  a  fact  that  outside  of  minor  coin  and  gold  and  silver  and  the 
certificates  based  upon  silver  in  particular  that  are  in  daily  use,  the 
only  way  now  that  we  can  get  money  into  circulation  is  either  by  the 
Federal  Reserve's  buying  Government  bonds  and  creating  the  money 
and  trading  that  money  for  the  Government  bonds,  or  by  the  banks 
creating  the  money  ?  Do  you  know  of  any  other  way  that  the  money 
can  get  into  circulation,  Mr.  Martin? 

Mr.  Martin.  I  will  answer  that  question  by  saying  I  think  that  is 
approximately  correct. 

Mr.  Patman.  Well,  isn't  it  a  hundred  percent  correct?  Do  you 
know  of  any  other  way  ? 

The  Chairman.  He  said  no. 

Mr.  Patman.  No,  he  said  approximately.  I  would  just  like  to 
know  of  another  way,  if  there  is  any, 

Mr.  Martin.  Well,  it  depends  on  the  definition  of  "debt,"  again, 
Mr.  Patman. 

I  have  always  resisted  giving  you  a  categoric  answer  on  something 
of  this  sort  because  these  are  concepts  that  we  are  talking  about. 
They  are  not  just  simple  yes  and  no  answers  in  terms  of  the  debt  and 
credit. 

Mr.  Patman.  Pardon  me,  you  misunderstood  me.  I  am  not  talking 
about  debt  now.     I  am  talking  about  money  only. 

■  You  say  there  are  only  two  ways  that  you  can  get  additional  money 
.ia  circulation,  and  that  is  through  the  Federal  Reserve  banks  taking  it 
from  the  Bureau  of  Engraving  and  Printing  and  trading  it  for 
Government  bonds,  or  the  banks  creating  the  money  themselves. 

Mr.  Martin.  Well,  all  right,  you  put  in  the  other  one,  printing 
money.    As  long  as  you  put  that  in,  that  is  all  right. 

Mr.  Patman.  Now,  banks  do  create  money.  There  is  no  question 
about  that,  is  there,  Mr.  Martin  ? 

Mr.  Martin.  That  is  correct;  the  banking  system  creates  money. 

Mr.  Patman.  Now,  I  will  try  to  rush  along. 

I  am  very  much  interested  in  what  has  been  said  here  concerning 
interest  on  demand  deposits. 

Now,  it  is  proposed  in  this  bill  that  the  banks  will  not  be  prohibited 
from  giving  gifts  or  special  favors,  or  anything  like  that,  to  compen- 
sate a  person  or  corporation  for  its  deposit  in  the  banking  institution, 
as  long  as  it  is  not  a  cash  payment ;  is  that  correct? 
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Mr.  Martin.  We  have  liad  great  difficulty  with  this  problem,  ai 
that  is  exactly  what  is  contemplated  in  this  bill. 

Mr.  Patman.  That  is  what  is  contemplated. 

Now  then,  Mr.  Martin,  if  you  are  going  to  permit  that,  you  do  not 
think  we  should  write  into  this  bill  a  provision  against  discriminatn 
against  customers ;  in  other  words,  that  it  will  be  a  violation  of  the  bv 
for  a  bunk  to  discriminate  among  banks  on  interbank  deposits,  and  flat 
it  shall  lie  a  violation  of  the  law  for  a  bank  to  discriminate  among  ill 
customers  in  dealing  with  them  on  a  favoritism  basis ;  that  if  a  bant* 
going  to  give  one  peison  a  certain  size  account,  or  so  much  in  the  wij 
of  favors  or  benefits  that  have  value,  the  law  should  compel  the  banktl 
give  other  persons  under  the  same  circumstances  and  conditions  tk 
sami1  kind  of  benefits;  would  you  object  to  that? 

Mr.  Martin.  I  think  it  is  virtually  impossible  to  write  a  law  whia 
would  be  binding  or  definable  with  relation  to  that  type  of  servits. 
We  have  no  way  of  telling  lenders  or  borrowers  in  a  free  society  exwtij 
how  they  should  conduct  themselves. 

Mr.  Patsian.  Mr.  Martin,  you  are  violating  that  principle  when  yoi 
tell  the  bunks  they  cannot  pay  interest.  This  is  the  worst  form  of 
ivgi  mentation  of  all;  isn't  that? 

Mr.  Martin.  Well,  that  is  regimentation  which  the  Congress  ha 
adopted.  We  have  discussed  whether  that  was  wise  or  unwise.  In 
inclined  to  think  that  it  would  be  very  unwise  to  change  it  at  tk 
present  time. 

You,  yourself,  gave  eloquent  testimony  of  what  the  background 
of  that  was  in  terms  of  the  little  banks  and  the  big  banks,  the  otter 
day.  Now,  we  have  that,  but  when  you  are  talking  about  that  it  i 
because  of  our  difficulties  on  the  payment  of  indirect  interest  that  tin 
particular  question  has  been  brought  to  our  attention,  we  find  it  a- 
tremely  difficult  with  our  examiners  and  with  others  to  know  whiti 
interest  and  what  isn't  interest.  What  is  an  indirect  payment  d 
interest?  It  is  an  administrative  difficulty  that  is  almost  insnr- 
moun  table. 

Now,  to  cover  it  by  additional  legislation,  saying  that  no  bank,  ta 
giving  a  favor  or  some  other  token  advertisement,  in  order  to  attnd 
an  account,  must  not  in  any  way  discriminate  against  what  another 
hank  might  be  doing  for  its  customers,  just  enhances  your  admina- 
trative  difficulties. 

Mr.  Patman.  I  don't  think  you  could  put  the  banks  on  a  hotter 
spot  than  this  particular  proposal  would  put  them.  In  other  wonh, 
you  are  recognizing  favors.  As  long  as  the  banks  don't  give  depositon 
cash,  they  could  give  anything  in  the  way  of  presents — parking  lot 
spnct>  or  rent  or  tickets  to  My  Fair  Lady  or  anything  else.  I  Sink 
whenever  you  tell  banks  that  they  are  authorized  to  do  that,  they  will  hi 
in  more  trouble  than  they  have,  ever  been.  I  think  it  would  really  b* 
doing  the  banks  a  favor  if  we  write  into  this  law  that  banks  cannot 
discriminate  between  their  customers.  In  other  words,  if  your  bank 
given  yon  so  many  tickets  to  My  Fair  Lady  because  you  have  a  $5,000 
nrvoimt  with  that  bank,  the  other  customer  who  has  a  $5,000  account 
ought  to  be  entitled  to  the  same  thing.  In  other  words,  it  wouW 
compel  the  hanks  to  treat  their  customers  equitably.  If  you  are  going 
io  give  favors,  give  them  equally,  give  them  to  all  concerned. 

Then  in  the  case  of  interbank  deposits,  if  the Guaranty  Trust  of  New 
York  in  dealing  with  a  bank  in  San  Francisco  and  a  bank  in  So 
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.Antonio,  Tex.,  has  the  same  amount  of  deposits  from  each  under  the 
same  circumstances,  then  if  it  is  going  to  give  any  favors,  it  ought  to 
give  each  of  its  bank  depositors  the  same  favors.  Don't  you  think 
there  is  some  fairness  in  that,  Mr.  Martin  ? 

Mr.  Martin.  I  am  always  in  favor  of  fairness,  Mr.  Patman. 
;  Let  me  just  point  out  that  this  law  does  not  cover  the  point  that 
you  are  making.  The  Federal  Reserve  has  pointed  it  out  as  something 
that  would  be  desirable  to  be  looked  at,  but  it  is  not  included  in  the 
present  law  that  we  are  discussing. 

Mr.  Patman.  Do  you  mean  interbank  deposits  are  not  covered  by 
this  bill  ? 

-  Mr.  Martin.  The  payment  of  interest  on  deposits — these  are  addi- 
tional provisions  which  we  have  recommended — which  are  recom- 
mended by  the  Board,  but  they  are  not  presently  in  the  law,  as  I  under- 
stand it 

Mr.  Patman.  Well,  the  point  as  I  see  it  is  that  the  banks  want  to 
keep  this  provision  which  makes  it  unlawful  for  them  to  pay  interest 
on  demand  deposits.  They  like  that  provision.  But  they  want  the 
law  changed  so  that  the  only  time  that  they  can  be  charged  with  vio- 
lating the  act  is  when  they  pay  interest  in  cash. 

Mr.  Marti  k.  The  banks  don't  want  that  changed.  It  is  because  we 
have  had  so  much  difficulty  in  administering  this  provision  that  it  is 
brought  to  your  attention.  It  is  not  included  in  the  present  bill,  but 
I  think  it  is  one  of  the  most  difficult  administrative  problems  we  are 
confronted  with. 

Mr.  Patman.  I  think  you  will  add  to  your  problems  rather  than 
solve  it,  Mr.  Martin.    That  is  just  my  personal  opinion. 

Mr.  Martin.  We  are  very  happy  to  have  your  view  on  it 

Mr.  Patman.  But  you  haven't  answered  my  question. 

Now,  this  provision  would  apply  to  interbank  deposits  the  same  as 
to  individual  deposits;  wouldn't  it? 

Mr.  Martin.  It  would. 

Mt.Patman.  Now,  I  will  go  on  to  section  35  (a)  of  the  bill.  Youare 
familiar  with  the  Johnson  case  and  the  Daniel  case  with  respect  to 
national  banks  collecting  excessive  interest,  are  you  not,  Mr.  Martin? 

Mr.  Martin.  I  am  afraid  I  am  not,  Mr.  Patman,  offhand. 

Perhaps  Mr.  Hester  is. 

Do  you  know  the  Johnson  case  ? 

Mr.  Hexter.  Yes,  I  am  acquainted  with  those  cases. 

Mr.  Martin.  Mr.  Hexter  is  acquainted  with  them. 

Mr.  Patman.  Are  you  familiar  with  the  fact,  Mr.  Martin,  that  if 
this  section  35  of  title  I,  goes  through  as  written,  it  will  free  national 
banks  from  the  present  usury  statute?  It  will  allow  them  to  buy 
conditional  sales  contracts  even  though  the  contract  has  in  it  25  per- 
cent interest.  Such  purchases  under  the  court  decisions  in  the  John- 
son and  Daniel  cases.  But  the  way  that  this  amendment  is  written, 
they  would  be  excused  from  it,  be  exempt  from  the  usury  statute,  if 
the  State  banks  in  the  same  State  were  allowed  to  do  the  same  thing. 

Are  you  familiar  with  that  section  ? 

Mr.  Martin.  Mr,  Patman,  I  would  like  to  ask  Mr.  Hexter  to  com- 
ment on  this. 

Every  since  you  have  raised  the  point  of  usury,  I  have  been  trying 
to  find  out  what  the  problem  is,  and  I  confess  I  haven't  been  able  to 
track  it  down  yet. 
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Mr.  Hexter  has  been  working  on  it,  and  I  would  like  him  to  gin 
you  his  preliminary  comments  on  that. 

Mr.  Patman.  Certainly. 

He  is  expressing  your  views,  then,  I  assume  ? 

Mr.  Martin.  Well,  I  have  no  hnal  views  on  it,  because  I  didn't 
even  think  the  usury  thing  was  involved,  and  I  still  question  that  it  it 
in  any  way  connected  with  this. 

Mr.  Patman.  All  right,  sir ;  we  would  be  glad  to  hear  from  yon. 

Mr.  Hextrh.  At  the  present  time,  Mr.  Patman,  under  the  Johnson 
case  to  which  you  referred — that  decision  was  in  1881,  as  I  recall— i 
national  bank  could  be  guilty  of  a  violation  of,  I  believe  it  is  section 
85,  title  12,  of  the  United  States  Code,  in  the  purchase  of  outstanding 
paper  in  situations  in  which  State  bank  competitors  would  not  be  held 
guilty  of  any  such  violation  of  law,  and  as  I  understand  this  provision 
of  the  bill  under  consideration;  its  purpose  is  to  put  national  banks 
on  a  competitive  equality  with  State  bank  competitors  in  that  respect 

Mr.  Patman.  That  is  right,  that  is  what  the  intent  is  claimed  to 
be.  but  I  want  to  ask  this  question  of  Mr.  Martin. 

Sow,  Mr.  Martin,  if  a  State  bank  is  allowed  to  purchase  a  condi- 
tional sales  contract,  that  carries,  say,  25  percent  interest,  do  yon 
believe  that  because  a  State  bank  can  charge  usurious  interest  rites 
the  national  bank  should  be  allowed  to  do  the  same  thing? 

Mr.  Martin.  Well,  I  don't  follow  you  at  all  on  this,  Mr.  Patman. 

Mr.  Patmax.  Well,  I  will  make  it  a  little  plainer  if  I  can. 

I  think  that  25  percent  interest  is  an  immoral  rate  of  interest,  and 
because  the  State  banks  are  allowed  to  charge  an  immoral  rate,  do  you 
feel  that  we  are  in  a  position  to  insist  that  national  banks  compete 
with  State  bunks  in  immorality  * 

Mr.  Martin.  I  don't  think  there  is  anything  involved  in  terms  of 
initial  lending  whirl)  we  have  any  control  over.  I  am  not  a  technician 
in  this  operation,  Mr.  Patman,  but  I  can't  see  any  connection  between 
the  usury  laws  and  what  you  are  driving  at  here.  This  is  paper  thai 
is  already  outstanding,  and  these  are  negotiations  that  are  entered  into 
after  a  loan  has  been  made. 

Mr.  Patman.  Mr.  Martin,  you  are  a  very  smart  man,  and  I  knor 
Mint  you  won't  fail  to  see  this  when  you  put  your  mind  to  it. 

You  take,  for  instance,  an  automobile  dealer.  He  can  take  the 
paper  of  the  buyer  of  a  cur,  make  a  conditional-sale  contract,  which 
lie  then  can  sell  to  a  national  bank;  this  contract  can  provide  for  an 
excessive  rate  of  interest  and  still  be  legal  if  this  provision  goes 
through.  Whereas,  now  the  law  is  that  an  illegal  rate  of  interest  is 
not  permitted. 

It  looks  to  me  like  a  roundabout  way  of  charging  an  illegal  rate  of 
interest,  Mr.  Martin. 

You  don't  see  where  that  could  possibly  happen  ? 

Mr.  Martin.  Well,  that  is  not  my  understanding  of  it,  Mr.  Patman. 

Mr.  Patman.  Therefore,  yon  are  for  that  particular  provision.  I 

Mr.  Martin.  I  am  for  the  provision  that  is  in  this  bill,  yes. 

I  will  be  glad  to  have  our  lawyers  work  up  a  brief  for  you  on  this 
point. 

Mr.  Patman.  Well,  I  think  that  it  reduces  itself  to  a  simple  qne«* 
tion  of  permitting  a  loophole  in  the  law  so  that  banks  can  charge  a- 
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ceesive  rates  of  interest.  I  think  that  is  what  it  reduces  itself  to,  in 
myway  of  thinking. 

Would  you  favor  a  provision  in  the  law  that  would  require  all  finan- 
cial institutions  over  which  there  is  any  Federal  jurisdiction  to  put 
on  the  legal  instrument  itself  the  actual  amount  of  interest  that  is  in- 
volved* 

Mr.  Martin.  I  wouldn't  have  any  objection  to  it. 

Mr.  Patman,  You  wouldn't  have  any  objection  to  it.  I  think  that 
a  good  thing  to  consider,  Mr.  Chairman,  would  be  to  write  into  this 
bifi,  a  requirement  that  the  actual  rate  of  interest  be  disclosed,  clearly 
shown,  on  every  negotiable  instrument  that  goes  through  the  banks. 

Now,  on  the  question  of  interest  rates,  it  is  my  belief  that  we  should 
have  flexible  interest  rates  for  all  rates  except  rates  on  Government 
securities.  The  Government,  itself,  should  fix  its  own  rates,  and  the 
Federal  Reserve  banks  should  support  the  Government  rates  which, 
of  course,  would  make  it  effective  for  this  reason : 

When  the  Government  sells  bonds,  those  bonds  are  bought,  by  the 
banks  which  own  $58  billion  of  them  now  with  money  created  on  the 
credit  of  the  Nation.  In  other  words,  if  the  Treasury  sells  a  million- 
dollar  certificate  or  a  bill  or  a  note  or  a  bond,  to  a  commercial  bank, 
and  the  Treasury  should  say,  "I  want  the  money  instead  of  the 
credit."  the  bank  would  give  the  Treasury  Federal  Reserve  notes, 
would  it  not  ? 

Mr.  Martin.  Right. 

Mr.  Patman.  Now,  every  one  of  those  notes  is  a  Government  bond, 
in  effect,  isn't  it,  Mr.  Martin  ? 

Mr.  Martin.  No,  there  is  quite  a  difference  between  a  Federal  Re- 
serve note  and  a  Government  oond,  Mr.  Patman. 

Mr.  Patman.  I  mean  as  far  as  the  requirement  to  pay  and  the 
legality  and  the  responsibility.  A  Government  bond  obligates  the 
United  States  Government  to  pay  at  a  certain  time  so  much  money. 
A  Federal  Reserve  note  says  the  United  States  Government  promises 
to  pay  on  demand  so  many  dollars.  In  other  words,  one  is  an  obliga- 
tion signed  by  the  Government  of  the  United  States,  with  the  great 
seal,  and  promises  that  it  will  pay  at  a  specific  time  so  much  money- 
The  other  is  the  same  Government  under  the  same  circumstances  prom- 
ising to  pay  on  demand. 

They  are  both  Government  obligations,  are  they  not,  Mr.  Martin? 

Mr.  Martin.  They  are  both  Government  obligations,  but  they  are 
entirely  different  as  far  as  instruments  are  concerned.  One  is  money, 
everyday  money,  and  the  other  is  security. 

Mr.  Patman.  That  is  right,  but  they  are  Government  obligations. 
The  point  I  am  making  is  why  should  not  the  Government  that 
creates  the  money  in  the  first  place  be  in  a  more  favored  position  to 
get  the  money  at  a  reasonable  rate,  which  it  determines,  than  to  com- 
pete with  everybody  in  the  world  for  its  own  money.  All  of  the 
promoters  and  gamblers  and  speculators  throughout  the  wide,  wide 
world  are  in  competition  with  the  Government  in  getting  part  of  its 
own  money,  and  for  that  reason  don't  you  think  that  the  Government 
is  in  a  better  position  to  demand  and  require  a  better  rate  of  interest? 

Mr.  Martin.  I  don't  think  the  Government  should  demand  a  better 
rate  of  interest.  Why  should  the  Government  pay  any  interest,  if 
you  want  to  carry  it  through  to  that  point?     Why  bother  to  set  a 
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tli«  i  uteres)  rales.  I  think  that  is  terrible.  I  think  it  is  wrong.  1 
think  Mini  if  the  people  ami  the  Members  of  Congress  ever  see  thw 
lliing  l  hey  will  correct  it  very  quickly.  That  is  my  belief.  I  expwt 
lu  oilVr  nn  amendment  that  win  cause  that  to  be  done. 

'riinl  is  t  lit*  reason  1  am  asking  these  questions. 

M  r.  Hirers.  Would  you  yield  a  minute  there,  Mr.  Pa  tman  ! 

Mr.  1'atman.  Surely. 

Mr.  Uktts.  1  want  to  clear  up  something  in  my  mind  as  to  the  powtr 
I  In-  Federal  Keserve  Board  has  to  raise  rediscount  rates.  That  hi 
method  to  check  inflation. 

Mr.  Martin,  lr  certainly  is. 

Mr.  Kkttss.  I  thought  that  there  was  some  question  on  the  part  of 
Mr.  Patman  about  thai.  I  just  wanted  to  be  sure  that  was  clear  a 
the  record. 

Mr.  Martix.  Mr.  Patman  wanted  its  to  use  reserve  requirements  or 
some  other  instrument*  and  not  use  the  discount  rate.  He  thinks  the 
discount  rate  puts  interest  rates  up  and  a  change  in  the  reserve  re- 
quirements wouldn't. 

I  think  a  change  in  the  reserve  requirements  would  put  intent 
rates  still  higher. 

Mr.  Ihrrrs,  That  was  a  reason  the  power  was  given  to  the  Board, 
to  the  Federal  Keserve.  and  all  you  are  doing  is  using  the  powers  <ros 
n  iv  authorized  to  use. 

Mr.  Martin.  That  is  right. 

Mr.  Pai-m  \n.  I  listed  the  powers  available  to  the  Federal  Resent 
System,  and  vou  couldn't  even  repeat  them.  You  listened  to  Mr. 
Hon.-.  1  said  you  ought  not  only  to  use  an  increase  in  reserve  re- 
qiurements,  but  you  could  use  open  market  operations  and  you  could 
iiutuob'.V.'e  reserve*.  If  you  want  any  other  method  or  any  other 
neapov  at  your  d'*po*nl.  ask  Congress  for  it  and  Congress  will  give 
ii  toy osi. 

Now,  in  reply  to  Mr.  Berts,  may  I  invite  vour  attention  to  the 
sword  tvt'ore  Mr.  Rects  i-anie  in.  where  we  discussed  the  fact  that 
i'-v  'a"'  stares  very  spei^rWlly  tV.at  the  changes  iti  reserve  require- 
■uevts  s'mH  iv  u*ed  for  the  purpose  of  preventing  injurious  credit 

Mr.  Ma:-!--  #ay*  "-e  :*  trying  to  prevent  injurious  expansion  of 
<ve«l't.  iui!  Lrsrea.l  ■>£'  »i*:*ig  reserve  requirements,  which  the  law  says 
■o  -\a"  '.ise.  ".-  ;s  using  tiie  ili-s»:n'irt  rare,  which  the  law  says  shall 
iv  used  cv'y  v,:-;.  -i  view  '•■i  •i-.'i'oiLinnxlariiig  commerce  and  bosines. 

So  Congress  :".as  specirkaUy  said  that  the  reserve  requirement  mcth- 
i'd  ;s  the  "one  To  use  for  the  purpose  of  preventing  injurious  credit 
expansion.  i 

Mr.  M  isr:\.  tTell.  Mr.  Parnian.  I  did  listen  to  vou  very  carefalrr. 
a:  id  I  'isrcited  to  you  very  .:arefi.iliy  as  vou  proceeded  then,  and  I  sub 
-•sist  rJ-:ir  our  use  of  the  ir.st  rimer.-*  is  in  compliance  with  the  Federal 
Kcs.-rve.Vct. 

Mr.  l'n'M  in.  T  I'-iiM'-.'r  ■■h-^-r  *-o  -r  '•{  j?  were  the  way  to  do  it  in 
.  ■..-  i  ..,ii  .-,.--^  :,-.  i-.„  r]  -  ;-  -er^r  --t  ri,e  psib'r-1  and  the  general  wet 
■  i-y,  \.-v  I  r'.:- ■;<  r'.,-.<  meti.-ti  is  trwTarily  forcing  higher  intern* 
:■■:■?*.  w/.v";  I  r'.-'-.'x  •::■■! >a:  i?  ■■»«  everybody'*  budget  in  America  asd 
....  ;it-  .!  I. ir  i'-..™  '.n~r;  r':-.\:i  gm-ii.  v-Mie  i-.r'ier  methods  and 
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could  happen  to  them.  The  purpose  of  a  central  bonk,  a  central  bank- 
ing system,  is  to  contribute  to  economic  growth  and  stable  prices,  and 
you  nave  to  recognize  what  these  forces  are. 

Now,  if  you  are  just  going  to  decree  that  a  different  interest  rate  will 
be  charged  the  Government  than  the  market  bears,  then  you  have  to 
atone  for  that  by — the  simple  way  of  putting  it  is  by  printing  sufficient 
money  to  make  it  tenable. 
:  I  think  that  is  a  very  disastrous  course  to  follow. 

Mr.  Patman.  Mr.  Martin,  you  continue  to  insist  that  the  only  way 
to  fight  inflation  is  by  higher  interest  rates.  I  think  it  is  a  pretty 
cruel  weapon  to  make  people  pay  high  interest,  and  get  interest  rates 
up  so  high  to  pay  the  money  lenders  in  order  to  nelp  keep  down 
inflation.  There  are  other  ways,  other  methods.  Congress  has  given 
you  the  weapons,  and  you  have  refused,  as  far  as  I  Know,  to  even 
consider  them.  Every  time  you  have  increased  the  interest  rates  clear 
across  the  board. 

Mr.  Martin.  What  other  methods? 

Mr.  Patman.  Open  market  operations,  reserve  requirements 

Mr.  Martin.  That  would  just  put  interest  rates  higher  than  they 
already  are.  That  is  my  considered  judgment.  I  have  answered  that 
already;  That  is  part  of  the  interest  rate  operation.  I  don't  know 
what  you  are  talking  about :  "There  are  other  methods."  There  are 
direct  controls,  direct  wage  controls,  price  controls,  rationing  in  the 
economy. 

Mr.  Patman.  You  ignore  what  I  said,  Mr.  Martin.  I  told  you  the 
way :  by  increasing  requirements.  You  are  talking  about  the  effect 
on  interest  rates  of  raising  reserve  requirements  too  abruptly.  I  dont 
anticipate  that  anything  like  that  would  happen  if  you  went  about 
it  in  an  orderly  manner— announce  that  a  month  from  now  you  are 
going  to  raise  them  so  much,  2  months  from  now,  so  much  more,  and 
3  months  from  now  so  much;  do  it  gradually  so  that  the  banks  can 
adjust  themselves  to  the  increases.    You  don't  have  to  do  it  abruptly. 

Mr.  Brown.  Will  the  gentleman  yield  to  me  t 

Mr.  Patman.  Yes. 

Mr.  Brown.  Mr.  Martin,  there  is  nothing  in  the  bill  we  are  consider- 
ing now  which  changes  the  Open  Market  Committee,  is  there? 

Mr.  Martin.  Nothing  at  all,  Mr.  Brown. 

Mr.  Brown.  Is  there  anything  in  this  bill  or  these  bills  which 
changes  the  authority  or  powers  of  the  Open  Market  Committee! 

Mr.  Martin.  Nothing  in  these  bills. 

Mr.  Beown.  Is  there  anything  in  these  bills  which  changes  the 
Board  of  Governors  or  its  authority  or  its  powers  over  the  reserve 
requirements  or  the  discount  rate  ? 

Mr.  Martin.  Absolutely  nothing,  sir. 

Mr.  Brown.  Thank  you. 

Mr.  Patman.  May  I  invite  your  attention  to  the  fact  that  the  law, 
as  restated  in  this  bill,  involves  the  Open  Market  Committee,  the 
Federal  Reserve  Board,  and  everything  else  in  connection  with  the 
Federal  Reserve  Act.  Therefore  the  questions  I  am  asking  are  per- 
tinent; they  are  appropriate.  I  am  going  to  offer  an  amendment  to 
change  the  Federal  Reserve  Board  by  increasing  the  number  to  12 
and  to  abolish  the  Open  Market  Committee  for  the  purpose  of  taking 
bankers  off  the  Board,  on  the  theory  and  belief  that  bankers  should 
not  be  on  the  Board  where  they  can  influence  the  supply  of  money  and 
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flie  interest  rates.  I  think  that  is  terrible.  I  think  it  is  wrong.  I 
think  that  if  the  people  and  the  MemWrs  of  Congress  ever  see  this 
thing  they  will  correct  it,  very  quickly.  That  is  my  belief.  I  expect 
to  otter  an  amendment  that  will  cause  that  to  be  done. 

That  is  the  reason  I  am  asking  these  questions. 

Mr.  Betts.  Would  you  yield  a  minute  there,  Mr.  Patman  I 

Mr.  Patman.  Surely. 

Mr.  Betts.  I  want  to  clear  up  something  in  my  mind  as  to  the  power 
(he  Federal  Reserve  Board  has  to  raise  rediscount  rates.  That  is  I 
method  to  check  inflation. 

Mr.  Martin.  It  certainly  is. 

Mr.  Betts.  I  thought  that  there  was  some  question  on  the  part  of 
Mr.  Patman  about  that.  I  just  wanted  to  be  sure  that  was  clear  n 
the  record. 

Mr.  Martin.  Mr.  Patman  wanted  us  to  use  reserve  requirement*  or 
some  other  instruments  and  not  use  the  discount  rate.  lie  thinks  tit 
discount  rate  puts  interest  rates  up  and  a  change  in  the  reserve  re- 
quirements wouldn't. 

I  think  a  change  in  the  reserve  requirements  would  put  interest 
rates  still  higher. 

Mr.  Burrs.  That  was  a  reason  the  power  was  given  to  the  Bond, 
to  the  Federal  Reserve,  and  all  you  are  doing  is  using  the  powers  jm 
are  authorized  to  use. 

Mr.  Martin.  That  is  right. 

Mr.  Patman.  I  listed  the  jiowers  available  to  the  Federal  Reserve 
System,  and  you  couldn't  even  repeat  them.  You  listened  to  Mr. 
Betts.  I  said  you  ought  not  only  to  use  an  increase  in  reserre  re- 
quirements, but  you  could  use  open  market  operations  and  you  could 
immobilize  reserves.  If  you  want  any  other  method  or  any  other 
weapon  at  your  disposal,  ask  Congress  for  it  and  Congress  will  gite 
if  to  you. 

Now,  in  reply  to  Mr.  Betts,  may  I  invite  your  attention  to  the 
word  before  Mr.  Betts  came  in,  where  we  discussed  the  fact  that 
the  law  states  very  specifically  that  the  changes  in  reserve  require- 
ments shall  be  used  for  the  purpose  of  preventing  injurious  credit 
expansion  or  contraction. 

Mr.  Martin  says  he  is  trying  to  prevent  injurious  expansion  of 
credit,  lint  instead  of  using  reserve  requirements,  which  the  law  says 
he  shall  use,  he  is  using  the  discount  rate,  which  the  law  says  shall 
be  used  only  with  a  view  of  accommodating  commerce  and  business. 

So  Congress  has  specifically  said  that  the  reserve  requirement  meth- 
od is  the  one  to  use  for  the  purpose  of  preventing  injurious  credit 
expansion.  ■ 

Mr.  Martin.  Well,  Mr.  Patman,  I  did  listen  to  you  very  carefully, 
and  I  listened  to  you  very  carefully  as  you  proceeded  then,  and  I  still 
insist  that  our  use  of  the  instruments  is  in  compliance  with  the  Federal 
Reserve  Act. 

Mr.  Patman.  I  wouldn't  object  to  it  if  it  were  the  way  to  do  it  in 
what  1  conceive  to  be  the  interest  of  the  public  and  the  general  wel- 
fare, but  3  think  this  method  is  arbitrarily  forcing  higher  interest 
rales,  which  I  think  unbalances  everybody's  budget  in  America  and 
causes  a  lot  more  harm  than  good,  while  other  methods  and  weapons 
could  lie  iiw  '""tead. 
That  on  it,  Mr.  Martin. 
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Mr.  Martin.  Well,  let  me  just  reiterate  that  you  and  I  have  the  same 
,  -objectives,  to  help  the  public.  We  just  think  that  the  methods  to  do 
it>-—your  methods  are  entirely  different  from  my  methods.  I  think 
jour  methods  will  harm  the  general  public,  and  you  think  my  methods 
harm  the  general  public,  but  our  objective  is  the  same  and  in  that 
sense  we  are  in  agreement. 

Mr.  Patman.  Well,  I  cannot  understand  why  you  use  a  weapon 
that  will  cause  interest  rates  to  be  higher  and  higher  and  higher 
when  you  have  other  weapons  to  use.  That  is  the  point  that  I 
cannot  understand. 

Mr.  Martin.  I  would  like  to  find  those  other  methods  and  at  the 
risk  of  being  boring  on  it,  I  want  to  say  that  I  do  not  favor  high  in- 
terest rates.  I  favor  as  low  interest  rates  as  it  is  possible  to  have 
without  producing  inflation,  and  I  would  like  to  have  the  Federal  debt 
serviced  at  as  low  a  rate  as  it  is  possible  to  service  it.  I  am  not  anxious 
to  see  the  cost  of  carrying  the  Federal  debt  go  up,  but  the  heart  of  the 
problem  is  debt,  and  unless  we  create  more  savings  and  reduce  spend- 
ing, there  is  no  way  to  prevent  a  rise  in  the  interest  rate  except  by  ero- 
sion of  the  purchasing  power  of  the  dollar. 

Mr.  Patman.  Now  you  have  said  a  number  of  times  that  the  interest 
rate  depended  upon  the  supply  and  demand.  Now,  is  it  not  a  fact 
that  in  1952  and  up  until  early  1953  we  had  a  marketable  Federal 
-debt  of  about  $150  billion  ? 

Mr.  Martin.  I  think  that  is  about  right. 

Mr.  Patman.  Which  was  in  effect  monetized?  People  could  con- 
vert, it  into  money  and  do  anything  with  it  that  they  wanted  to.  It 
was  really  a  part  of  the  money  supply,  wasn't  it,  Mr.  Martin,  as  long 
as  they  were  selling  at  par? 

Mr.  Martin.  Whenever  they  exercised  the  right  to  convert  it  to 
money,  it  became  a  part  of  the  money  supply. 

Mr.  Patman.  All  right. 

Mr.  Martin.  But  it  wasn't  money  until  converted. 

Mr.  Patman.  Now  then,  whenever  you  became  a  party  to  the  policy 
of  making  interest  rates  higher,  thereby  causing  this  $150  billion  of 
Government  bonds  to  go  down,  they  ceased  to  become  an  effective  part 
of  the  money  supply  because  the  only  way  they  could  now  become  a 
part  of  the  money  supply  is  for  the  holders  to  sell  them  at  a  loss. 
Therefore,  whenever  you  become  a  party  to  the  policy  of  causing 
interest  rates  to  go  up,  you  become  a  party  to  the  policy  of  forcing 
down  Government  bonds,  and  when  you  did  that,  you  forced  all  of 
these  marketable  bonds  out  of  competition  with  the  money  lenders 
and  the  hanks  and  that  placed  a  greater  demand  upon  the  money 
lenders  and  the  bunks.  Therefore,  you  were  a  party  to  the  policy  of 
reducing  the  supply  of  money  to  make  the  demand  greater  upon  the 
decreased  supply. 

Mr.  Martin.  The  choice  is  in  the  hands  of  the  seller,  and  one  of 
the  only  ways  we  have  of  bringing  the  business  choice  into  operation 
is  for  the  seller  to  face  up  to  either  taking  a  loss  on  his  security,  to 
make  the  loan  to  an  insurance  company  or  other  person,  mortgage, 
whatever  he  wants  to  do  with  it.  He  has  to  determine  which  is  in  his 
best  interest,  but  it  is  the  decline  that  occurs  as  a  result  of  this  that 
brings  about  the  operation  of  conscious  choice  in  the  business  mech- 
anism.   Once  we  unpegged  the  Government  securities  market  in  1951, 
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this  business  judgment  became  a  part  of  the  operation,  and  a  a* 
scious  choice  had  to  be  made  by  the  holder  of  the  bond. 

Now,  that  is  perfectly  proper,  and  the  credit  mechanism  for  tk 
first  time  in  quite  awhile  became  one  of  the  governors  on  the  fly  whtd 
of  the  economy.  That  is  the  easiest  way  for  me  to  look  at  it,  and  it  ■ 
the  way  you  and  I  have  been  discussing,  Mr.  Patman,  now,  for  ibot 
5  years. 

Mr.  Patman.  If  the  people  want  to  sell  their  bonds  and  take  the 
loss  in  order  to  put  the  money  to  some  other  use,  it  is  up  to  them.  It 
is  a  matter  of  discretion  with  them. 

Mr.  Martin.  It  is,  indeed,  and  I  don't  want  anybody  to  take  a  hxs, 

Mr.  Patman.  But  that  has  tightened  money  so  much,  Mr.  Mania, 
that  few  people  can  get  all  of  the  money  they  want  for  industrial 
expansion,  for  instance.  But  the  people  who  want  money  for  homo 
and  for  schools  and  hospitals  and  for  roads,  they  have  to  pay  4. 5, 
and  6  percent  interest  on  tax-exempt  bonds,  in  order  to  get  that 
money.  That  is  the  result  of  your  policy,  as  I  see  it. 

Mr.  Martin.  Well,  I  would  like  also  to  point  out  that  during  ths 
period,  just  so  that  the  record  will  be  straight,  that  we  have  had  record 
flotations  of  State,  municipal,  and  county  bonds.  We  have  had  dm  of 
the  largest  building  programs  in  the  history  of  the  countiT,  andil 
of  that  has  been  going  on  with  an  increasing  money  supply  and  n 
increase  in  the  level  of  savings,  so  that  the  problem  is  the  growth  factor 
and  the  demand  factor  on  top  of  this. 

Mr.  Patman.  When  you  say  "growth,"  you  dont  mean  building  of 
individual  homes  ? 

Mr.  Martin.  I  do,  indeed.  There  has  been  an  enormous  number  of 
homes. 

Mr.  Patman,  Do  you  mean  increase  or  decrease  ? 

Mr.  Martin.  An  increase  in  the  number  of  homes.  It  has  bwi 
tremendous  in  the  last  few  years.  The  fact  that  you  have  had  a  sarin 
slide-off  in  residential  building  doesn't  obviate  the  fact  that  the  nunfe 
of  homes  constructed  has  been  at  a  very  sizable  rate  all  through  this 
period. 

Mr.  Patman.  And  the  school  buildings,  I  don't  think  you  wiD 
say 

Mr.  Martin.  School  buildings  have  been  tremendous,  the  number 
that  have  gone  up.  churches,  playgrounds,  all  over  the  country.  I 
travel,  just  as  you  do,  around  the  country,  Mr.  Patman,  and  I  hardfr 
think,  from  looking  down,  that  you  would  say  that  the  country  is  jost 
withering  away. 

Mr.  Patman.  Well,  I  take  my  hat  off  to  the  people  in  the  local  school 
districts,  for  instance,  who  are  willing  to  pay  this  high  rate  of  inter** 
I  think  it  is  really  terrible  to  require  them  to  do  it,  but  we  in 
requiring  it. 

Mr.  Martin.  Well,  would  you  rather  have  the  coat  of  building  goinr 
up  15  or  20  percent? 

Mr.  Patman.  Mr.  Martin,  you  are  always  saying  that  is  the  adj 
alternative,  but  it  is  not. 

Mr.  Martin.  Well,  I  am  asking  you  for  the  alternatives,  Mr.  Pit- 
man. 

Mr.  Patman.  I  told  you  what  some  of  the  alternatives  are.  T» 
raise  interest  every  time  is  just  one  weapon. 
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Sir.  Coad.  Mr.  Chairman;  will  the  gentleman  yield? 

Mr.  Patman.  Let  me  finish  this,  and  I  will  be  glad  to  yield  to  you, 
Mr.  Coad. 

:  In  the  school  districts  where  these  people  are  doubly  punished,  the 
high  interest  rate  on  the  tax-exempt  bonds,  people  in  these  school  dis- 
tricts .suffer  the  hardest  tax  of  anybody  in  the  country.  People  in 
the  school  districts  pay  taxes,  usually  an  ad  valorem  tax,  based  upon 
the  value  of  the  property  they  own  in  the  district.  In  many  districts 
the  homeowners  have  bought  their  homes  on  time,  as  most  people  do. 
They  don't  own  these  homes.  They  owe  for  them.  Some  of  them 
haven't  paid  over  10  percent  down.  But  they  pay  taxes  as  though 
they  own  them,  and  when  they  pay  taxes,  they  pay  taxes  on  what  they 
ow,e  as  well  as  on  what  they  own.  So  it  is  hard  enough  for  the  people 
to.  support  the  school  districts,  paying  taxes  on  what  they  owe,  as  most 
of  .them  do,  without  having  to  pay  these  excessive  exorbitant  rates  of 
interest  of  4,  5,  and  6  percent  on  tax-exempt  bonds  in  order  to  get 
school  money. 
.  Now,  Mr.  Coad. 
.  The  Chairman.  Will  Mr.  Patman  yield  for  a  question  f 

What  effect  would  your  amendment,  increasing  the  members  of  the 
Federal  Reserve  Board  from  7  to  12,  have  on  the  conditions  you  are 
working  against? 

,'.  Mr.  Patman.  I  hope  to  have  people  who  will  have  the  public  inter- 
est at  heart  all  of  the  time  and  notiust  bankers'  interests.  They  might 
«ven  buy  school  district  bonds.  They  could  under  the  law  now,  but 
they  wouldn't  think  of  doing  it. 

The  Chairman.  What  qualification! 

Mr.  Patman.  Just  so  they  are  not  connected  with  banking  interests 
and  don't  have  an  ax  to  grind  and  they  are  charged  with  the  duty 
of  serving  the  public  interest. 

The  Chairman.  Wouldn't  the  12-member  board  be  rather  prone  to 
deadlocks  and  delays  rather  than  7  members  ? 

Mr.  Patman.  I  don't  think  so.    A  jury  is  composed  of  12  members. 

The  Chairman.  But  what  if  it  were  6  and  6? 

Mr.  Patman.  A  jury  is  not  composed  of  6  and  6. 

The  Chairman.  The  jury  would  have  to  be  three-fourths  or  unan- 
imous. 

Mr.  Patman.  It  would  be  that  way  in  this  case. 

The  Chairman.  Would  you  use  jury  rules? 

Mr,  Patman.  No,  I  just  gave  that  as  an  illustration  to  justify  12. 
You  know,  Christ  had  12  desciples. 

Mr.  Mumma.  With  your  description  of  bankers,  that  is  some  com- 
parison. 

Mr.  Coad.  Will  the  gentlemen  yield  ? 

The  Chairman.  Will  you  yield  ? 

Mr.  Patman.  If  you  want  me  to. 

The  Chairman.  I  wanted  to  give  you  time  to  develop  this.  I  don't 
want  to  tell  you  what  to  do  with  your  time.  It  is  very  interesting,  but 
this  questioning  isn't  directed  to  this  particular  bill, 

I  would  suggest  that  you  deal  with  some  of  the  sections  of  the  bill. 

Mr.  Patman.  I  assure  you,  Mr.  Chairman,  that  every  question  I 
asked  relates  to  some  section  of  the  bill. 

The  Chairman.  It  relates  to  the  financial  acts;  yes. 
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Mr.  Patman.  Do  you  want  me  to  yield  to  Mr.  Coadl 

Mr.CoAD.  For  one  question. 

The  Chairman.  Yes. 

Mr.  Coad.  I  have  appreciated  our  conversations  and  colloquies  a 
the  past,  Mr.  Martin,  and  at  this  point  I  would  like  for  you  to  expUh 
to  me  the  difference  between  adding  to  the  interest  rates  charged  tot 
person  who  is  purchasing  a  home — and  here  I  am  very  cognizant  of 
the  fact  that  now  those  who  purchase  homes  on  30-year  contracts,  of 
which  there  are  many — are  actually  paying  more  interest  than  whet 
they  are  paying  for  the  house. 

Lxplam  for  me  the  difference  between  higher  interest  rates  andu 
increased  price. 

Now,  actually,  are  we  not  ending  up  simply  amortizing;  our 
in  higher  interest  rates  and  we  are  accomplishing  nothing  more 
actually  adding  to  inflation,  just  the  same  as  if  it  were  an  increase  at 
the  price  of  the  house  ? 

Mr.  Martin.  Well,  I  think  your  point  is  valid  in  degree,  Mr.  Coti 
The  increase  in  interest  rates  is  unquestionably  a  cost,  but  the  mcnM 
in  the  cost  of  material  and  labor  that  is  going  into  the  house  over  tin 
last  few  years  has  been  a  greater  cost.  That  is  where  the  big  inema 
has  occurred. 

Mr.  Coad.  How  can  we  keep  that  down  by  adding  to  interest  ratst 

Mr.  Martin.  Because  interest  rates,  as  I  keep  coming  back  to  it,u» 
a  balancing  factor.  They  are  part  of  the  price  mechanism,  and  tiff 
do  tend  to,  not  immediately,  but  they  do  tend  to  increase  saving  •» 
to  make  spending  more  costly. 

Mr.  Coad.  Well,  what  is  the  difference  between  adding  the  price  of 
a  house,  that  would  increase  to  those  who  receive  the  money  for  the 
goods,  or  the  house,  and  two,  on  the  other  hand,  be  an  increased  east? 
So  it  is  the  same  thing  as  interest  rates.  How  can  you  say  it  is  true 
in  one  case  and  not  in  the  other  ? 

Mr.  Martin.  Well,  interest  rates  are  just  a  very  negligible  portion 
of  the  cost.  But  there  has  been  a  shortage  of  savings  here  recently, 
and  in  order  to  acquire  the  downpaynient  or  to  embark  upon  capital 
expenditure,  people  have  been  cashing  Government  securities  and  other 
securities,  in  order  to  get  funds  to  put  into  the  building  of  the  house 
alone.  Now,  the  fact  that  something  has  got  to  be  done  to  discourage 
people  from  doing  that,  and  we  have  fo  finance  this  debt  that  we  haw, 
now  the  only  way  that  we  know  to  finance  it,  except  by  fiat,  is  by  in 
interplay  of  interest  rates,  making  it  more  attractive  for  the  purchaser 
of  securities  and  less  attractive  for  the  seller  of  securities. 

Mr.  Coad.  Well,  if  a  house  is  priced  higher,  that  is  less  attractive  to 
the  buyer,  and  it  is  more  attractive  to  the  one  that  wants  to  sell  the 
house.    Now,  where  is  the  difference  ? 

Mr.  Martin.  The  difference  is  very  much  in  degree,  for  one  thine, 
hut  the  difference  is  fundamental  in  that  the  cost  of  the  house  cant 
be  passed  on  the  way  an  interest  charge  is  passed  on.  That  is  just  one 
of  the  elements  in  cost. 

Mr.  Coad.  Well,  to  me,  the  excess  cost  of  a  house  in  the  beginninr    i 
would  be  applied  to  the  one  who  built  it  and  if  it  is  the  interest  rife, 
it  goes  to  the  vested  interests  who  loan  the  money.    Now,  there  is  fl» 
only  difference;  isn't  it?    It  is  who  gets  the  money,  it  is  not  the  matter 
that  somebody  is  not  going  to  get  it? 
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Mr.  Martin.  Well,  I  can't  say  that  I  follow  your  point  there.  The 
point  is  that  somebody  has  to  have  savings  to  build  this  house.  This 
isnfr  all  borrowed  money.  The  great  portion  of  it  is  borrowed  money, 
but  the  price  of  the  labor  and  materials  that  go  into  the  house  are 
infinitely  greater  than  any  increase  in  the  charge  of  interest  for 
carrying  the  loan  against  the  house. 

Mr.  Goad.  Exactly. 

Mr.  Martin.  Of  maybe  1  percent,  lty  percent. 

Mr.  Wjdnall.  Will  the  gentleman  yield  at  that  point ? 

Mr.  Coad.  Mr.  Patman  has  the  floor. 

Mr.  Patman.  If  the  chairman  says  it  is  all  right,  I  will  be  glad 
to  yield. 

The  Chairman.  Do youyield,  Mr.  Patman? 

Mr.  Patman.  If  the  chairman  says  it  is  all  right,  yes. 

Mr.  Widnall.  I  am  thinking  about  the  interest  cost  on  my  mortgage, 
where  the  interest  rate  has  been  constant  during  the  period  of  owner- 
ship, which  is  10  years,  but  my  taxes  have  gone  up  3  times  what  they 
were  before.  It  costs  me  to  paint  that  house  twice  as  much  as  it  did 
originally ;  it  costs  me  far  more  money  for  every  service  that  goes  with 
that  house,  and  I  just  can't  believe  a  change  of  a  half-percent  in  in- 
terest rate  is  causing  all  of  those  changes,  and  it  is  trying  to  simplify 
the  whole  thing  by  saying  that  money  can't  go  up  at  all,  for  there  are 
other  factors  that  go  into  cost. 

Mr.  Coad.  If  you  have  a  $10,000  house,  you  add  to  the  cost  so  that. 
it  cost  $12,000,  that  is  a  $2,000  increase  in  cost,  but  if  you  have  a  $10, 
000  house,  and  add  enough  interest  cost  so  that  in  the  end  you  pay 
$12,000,  what  is  the  difference?  You  have  spread  your  inflation  over 
the  period  of  time  of  your  indebtedness  in  paying  for  the  house. 

Mr.MuiiMA.  Will  you  yield  to  me  ? 

Is  it  still  your  time  ? 

■  Mr.  Patman.  Yes,  sir.  If  the  chairman  will  permit  it,  I  will  be 
glad  to. 

The  Chairman.  Mr.  Patman,  do  you  yield  ? 

Mr.  Patman.  As  long  as  it  doesn't  affect  my  time.  I  don't  want 
to  lose  my  time. 

Mr.  Mumma.  Well,  my  point  is  this :  I  agree  tliat  the  interest  rate, 
while  it  has  gone  up,  hasn't  increased  the  houses  the  way  the  prices 
have.  You  take  labor  and  material,  and  I  happen  to  be  in  one  of 
those  branches,  and  the  fact  that  even  the  material  has  gone  up  is 
largely  due  to  the  increase  in  labor.  The  timber  that  is  still  stand- 
ing has  been  there  for  years  and  years,  and  the  other  raw  materials 
that  go  into  it  are  still  in  the  ground.  I  think  one  thing  that  has 
caused  the  decrease  in  the  number  of  houses  being  built  is  the  market 
that  can  pay  a  certain  percentage  down  is  satisfied.  Now,  they  have 
to  get  it  down  lower  and  lower  so  that  there  is  practically  no  down- 
payment  to  get  that  new  market  of  people  who  unfortunately  can't 
afford  to  buy,  and  when  you  say  the  interest  rate  has  gone  up,  I  believe 
that  in  cases  the  actual  interest  rate  paid  by  the  contractor  in  building 
the  houses  has  gone  down. 

Well,  in  my  community,  say  there  is  no  shortage  of  money.  The 
contractors  can  get  all  they  want.  It  is  the  construction  loan  which 
adds  to  the  cost  of  a  lot  of  houses.  It  is  whether  they  can  get  the 
construction  loan  at  a  fair  price  or  they  have  some  banker  or  some 
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other  institution  that  goes  along  on  the  construction  loan  at  a  reason- 
able price. 

Mr.  Beits.  Could  I  make  an  observation  there  ? 

In  the  example  Mr.  Coad  gave,  Mr.  Martin,  isn't  an  important  factor 
also  the  fact  that  it  is  a  30-year  loan  1  Sow,  when  yon  are  extending 
credit,  credit  is  money,  and  that  is  inflation,  isn't  it! 

Mr.  Martin.  That  is  right. 

Mr.  Beits.  So  when  you  want  to  indulge  in  the  luxuries  of  long- 
time credit,  I  suppose  the  law  of  economics  requires  you  to  pay  for  it, 
isn't  that  true  ? 

Mr.  Coad.  Would  you  say  owning  a  home  is  a  luxury  ? 

Mr.  Betts.  No,  I  say  indulging  in  long-time  credit  is  a  luxury. 

Mr.  Coad.  Well,  the  VA  program  is  a  30-year  program. 

Mr.  Betts.  Yes,  it  is  a  luxury. 

Mr.  Coad.  It  is  a  luxury  for  people  to  own  their  homes ! 

Mr.  Bettb.  So,  I  am  not  saying  that.  Ordinarily ;  when  yon  want 
to  build  a  home,  you  go  to  the  bank  and  what  did  yon  get  bade 
before  the  VA  and  FHA  loans,  Mr.  Martin?  How  Jong  was  a  con- 
ventional loan? 

Mr.  Martin-.  25  to  30  years. 

Mr.  Betts.  Was  it  that  long  before  FHA  and  VA  ! 

Mr.  Martin.  I  would  say  15  to  20  years. 

Mr.  Mumma,  I  think  vou  are  wrong.  Some  of  them  never  had  ai 
amortization  period.    That  is  what  caused  the  bust. 

Mr.  Betts.  If  I  buy  an  automobile,  buy  it  on  credit,  that  is  ■ 
luxury,  a  credit,  itself,  isn't  it,  an  extension  of  credit! 

Mr.  Coad.  Of  course,  I  will  disagree  with  you  that  any  veteran 
owning  a  home,  even  if  it  is  on  30-year  payments,  it  is  not  a  luxury. 

Now,  I  will  yield  back  to  the  gentleman  from  whom  I  got  the  time. 

Mr.  Wtdnaix.  Let  me  interpose  this: 

Many  many  veterans  in  the  past  bought  homes  with  an  11-year  sav- 
ing and  loan  mortgage.  They  saved  their  money  and  bought  the  lot 
outright  and  didn't  look  to  the  Government  to  do  these  things  for 
them.  I  am  just  calling  attention  to  the  fact  that  the  attitude  otxnany 
people  has  changed  in  past  years  so  they  expect  to  buy  homes  tad 
commodities  without  down  payments  or  savings.  Our  fathers  and 
mothers  certainly  handled  their  savings  in  a  far  different  way  thin 
we  do  today,  and  it  is  because  of  the  fact  that  there  hasn't  been  a  real 
incentive  to  save. 

Mr.  Patman.  Mr.  Martin,  do  you  believe  that  banking 
being  concentrated  by  merger  to  a  degree  that  is  alarming! 

Mr.  Martin.  I  think  it  is  a  trend  that  ought  to  be  watched,  and  w* 
are  watching  it. 

Mr.  Patman.  Is  there  anything  that  we  can  put  in  this  bill  tint 
would  have  a  tendency  to  stop  the  further  concentration  that  yoa 
would  recommend  ? 

Mr.  Martin.  That  I  would  recommend  putting  in  this  bill! 

No :  I  have  no  recommendations,  Mr.  Patman. 

Mr.  Patman.  Would  you  oppose  an  amendment  to  prohibit  any 
bank,  in  the  future,  that  has  branches  from  consolidating  with  another 
hank — in  other  words,  stop  the  merger  movement  in  its  tracks,  just 
say.  "You  are  so  large  now  that  you  cannot  get  any  larger,"  and  any 
bank  that  has  branches  or  owns  an  interest  in  other  banks  will  not  bs 
able  to  consolidate  with  other  banks? 
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Mr.  Martin.  Yes;  I  would  oppose  any  law  which  freezes  any  situa- 
tion.   I  think  that  would  be  unfortunate. 

■  Mr.  Patman.  Well,  when  you  consider  that  a  few  banks,  how  many 
banks  own  half  of  the  banking  resources  of  the  Nation,  about  75  or 
100! 

Mr.  Martin.  I  could  get  you  the  figures,  Mr.  Patman. 

Mr.  Patjcan.  Well,  roughly. 

Mr.  Thomas  would  probably  know. 

Mr.  Thomas.  I  think  the  largest  hundred  banks  hold  about  30  per- 
cent of  the  resources. 

Mr.  Patman.  About  30  percent  of  the  resources. 

Mr.  Thomas.  I  think  so;  yes. 

Mr.  Patman.  Well,  the  New  York  and  Chicago  banks,  the  central 
reserve  city  banks,  and  the  reserve  city  banks,  and  there  are  about  300 
in  the  reserve  city  banks,  aren't  there,  Mr.  Martin  ? 
i    Mr.  Martin.  There  are  284  reserve  city  banks  in  about  60  cities  and 
32  central  reserve  city  banks  in  2  cities. 

Mr.  Patman.  And  these  300  and  the  2  cities  I  have  mentioned, 
don't  they  hold  about  two-thirds  of  the  banking  resources  of  the 
Nation? 

Mr.  Martin.  It  is  a  large  percentage.  I  would  have  to  get  the  fig- 
ure for  you,  Mr.  Patman.  It  is  not  quite  20  percent  of  all  commercial 
bank  resources. 

Mr.  Patman.  I  am  really  disturbed  about  the  enormous  amount  of 
the  hanking  held  by  those  that  I  have  mentioned.  Basically,  don't 
you.  think  that  a  bank  should  be  owned  and  controlled  by  local  people 
where  possible  and  practicable? 

Mr.  Martin.  I  favor  as  many  small  unit  banks  as  we  can  have.  I 
think  that  by  and  large  that  is  the  best  contribution  that  we  could 
have  to  our  general  economy,  to  our  general  system.  That  is  mv 
predilection  and  that  is  my  conviction,  but  there  is  a  trend  that  is 
working  against  that  today. 

Mr.  Patman.  And  you  don't  have  any  recommendation  to  stop  that 
trend  ? 

Mr.  Martin.  I  think  it  ought  to  be  watched  very  carefully,  but  I 
think  to  freeze  it  or  to  enact  legislation  that  would  say  that  there  can't 
be  any  expansion 

Mr.  Patman.  But  it  is  going  on  right  here  now  in  broad  daylight. 
We  are  watching  it.  We  are  seeing  it.  It  is  happening.  And  we 
ought  to  do  something  about  it.  We  ought  to  stop  it. 

Mr.  Martin.  And  we  consider  that  the  part  that  the  Federal  Re- 
serve Board  has  in  it  is  in  the  public  interest  in  every  instance. 

Mr.  Patman.  Well,  in  the  public  interest  why  don't  you  recommend' 
something  that  we  can  put  into  this  bill  that  would  have  a  tendency 
to  stop  it » 

Mr.  Martin.  We  haven't  found  anything  that  we  could  recommend 
that  we  think  would  stop  it  and  further  the  public  interest  at  the  same 
time. 

Mr.  Patman.  The  Federal  Reserve  earnings  that  are  mentioned  in 
this  bill,  the  division  of  the  earnings  as  between  90  percent  and  10  per- 
cent, is  there  any  reason  why  you  should  have  10  percent  go  into  the 
Federal  Reserve  bank  surplus  fund,  when  the  Reserve  banks  have  an 
amount  in  their  surplus  equal  to  their  capital  stock  ?  Is  there  any  rea- 
son for  putting  more  money  in  these  surplus  funds,  Mr.  Martiu  1 
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Mr-  Martin.  Beyond  what  we  presently  have? 

Mr.  Patman.  Yes. 

Mr.  Martin.  Well,  we  are  not  just  building  it  indefinitely.  We  ban 
a  stop-out  point,  an<l  the  Treasury  gets  all  of  the  balance. 

Mr.  Patman.  Ninety  percent,  but  why  should  they  keep  the  10  par- 
cent  when  they  don't  need  it  for  any  purpose  at  all  ? 

Mr.  Martin.  Well,  we  thought  it  was  a  normal  contingency.  We 
don't  know  what  will  happen  over  the  years. 

Mr.  Patman.  You  have  three-quarters  of  a  billion  dollars  now.  Do 
you  think  that  should  be  paid  on  the  national  debt  or  retained  with 
These  banks?  If  yon  are  going  to  insist  on  10  percent,  we  could  tab 
three-quarters  of  that  billion  dollars  and  pay  it  on  the  national  debt 
couldn't  we? 

Mr.  Martin.  I  think  it  would  be  sounder  to  follow  the  ordinary 
business  practice  of  setting  up  a  reserve. 

Mr.  Patman.  Although  you  can't  name  a  single  purpose  that  yw 
would  probably  need  the  money  for. 

Mr.  Martin.  Xot  at  the  moment,  no. 

Mr.  Patman.  I  was  looking  through  some  of  the  Federal  Resern 
reports  of  the  different  banks,  Mr.  Martin,  and  I  notice  the  ones  wht 
have  showed  them  through  the  hank  at  Detroit^  for  instance,  than 
sire  several  like  this — I  have  some  having  interesting  information,  bat 
this  is  a  part  of  the  statement  made  to  the  visitors  that  go  throng*. 
They  are  told,  and  I  am  quoting: 

A  financial  giant  which  works  for  you.  What  la  this  financial  giant!  Il  II 
n  Government  institution?  No.  Not  one  dime  of  its  capital  stock  Is  owoai  If 
the  United  States  Government  or  was  ever  supplied  by  it  Every  dollar  at  tfct 
capital  stock  belongs  to  the  member  banks.  It  Is  part  of  the  Federal  Rwm 
System  created  by  net  of  Congress  to  perform  necessary  monetary  and 
services  for  the  country.  It  is  not  supported  by  taxation  but  has  an  Indepei 
income  from  the  iissets  It  nwns. 

Now,  on  further,  skipping  down,  quoting  again : 

You  possess  what  whs  placed  In  circulation  through  a  Federal  Reserve  be*. 
No.  tbey  donf  juat  print  the  money.  They  buy  It  from  the  United  States  Traaan 
They  always  pay  the  printing  ami  engraving  bill  nB  well  as  insurance  asl 

shipping  charges. 

Do  you  consider  that  a  fair  and  objective  statement,  Mr.  Martini 

Mr.  Martin.  I  think  it  could  have  been  worded  differently,  Mr. 
Patman,  but  I  don't  think  there  is  anything— they  could  have  spelled 
out  the  point  that  you  and  I  have  frequently  made,  that  the  ownership 
of  this  stock  is  not  proprietorship.  They  didn't,  because  they  wen 
trying  to  stress  (lie  private  role  in  this  institution,  and  I  think  it  a 
quite  justifiable  that  they  stress  that. 

Mr.  Patman.  Well,  the  private  role,  though,  Mr.  Martin,  is  reaUj 
:i  reflection  on  ( 'ongress  in  a  way,  that  is,  the  fact  that  we  take  a  power 
lhat  is  assigned  to  ns  by  the  Constitution  and  delegate  it  to  people  in i 
private,  role  to  perform  a  public  function.  It  seems  a  little  incon- 
sistent tome 

Mr.  Martin.  Well,  I  have  repeatedly  commented  on  this  I  don't 
think  lhat  it  is  inconsistent  at  all.  T  think  that  the  mercer  of  noblic 
and  private  interests  in  the  Federal  Reserve  System  is?  as  I  stated 
the  other  day.  one  of  the  achievements  of  American  political  science. 
The  control  winch  is  properly  delegated  through  the  Congress,  the 
. „ntrol  is  in  the  Federal  Reserve  Board,  which  is  governing  and  the 
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Federal  Reserve  banks  are  quasi-Government,  and  they  are  set  up  as 

corporations  with  an  independent  board  of  directors,  6  of  those  9 
.[  directors  elected  through  this  stock  ownership  device,  along  the  lines 
f  of  corporate  procedure,  and  it  seems  that  it  is  a  very  wise  blending  of 
.    -public  and  private  interest,  with  the  control  where  it  ought  to  be,  in 

the  Government  and  not  in  private  hands. 
Mr.  Patman.  But  this  statement,  Mr.  Martin,  I  think  is  contrary 
"    to  the  facts.    It  refers  to  capital  stock  in  a  sense  that  the  private  banks 

own  these  Reserve  banks,  and  I  will  read  you  something  else  from  an- 
!  other  one.  This  is  from  the  Federal  Reserve  bank  at  Cleveland.  It 
!    says,  quoting : 

j  Some  806  member  banks,  representing  approximately  85  percent  of  the  banking 
resources  In  tbe  fourth  district,  own  the  626,000  shares  at  $100  par  value  stock 
of  this  bank,  50  percent  paid  in,  on  which  they  receive  6  percent  interest.    On 

1  dissolution  or  liquidation,  any  surplus  remaining  after  paying  alt  debts,  dividend 
requirements,  shall  renin  In  the  property  of  tbe  United  States. 

I         That  is  correct,  but  the  point  I  make  is  to  emphasizing. 

The  statement  suggests  that  606  member  banks  own  this  Federal 
Eeserve  bank,  indicating  a  private  ownership,  when  it  is  not  a  private 

!.  ownership,  and  you  know  and  I  know  that  this  stock  is  not  stock  at 
all;  it  has  no  proprietary  interest;  it  cannot  be  sold;  it  cannot  be  hy- 
pothecated, and  if  a  member  bank's  capital  and  surplus  goes  down, 
its  stock  goes  down.  If  it  goes  up,  its  stock  goes  up.  Furthermore,  the 
stock  doesn't  serve  any  purpose.  That  money,  $330  million,  is  not 
used  for  any  purpose  on  earth. 

Now,  in  the  light  of  these  facts,  why  should  you  encourage  people 
in  the  Reserve  banks  to  leave  the  impression  that  these  banks  are 
privately  owned,  that  they  are  owned  by  the  member  banks?  The 
impression  is  definitely  there,  Mr.  Martin,  if  I  read  this  correctly. 

Mr.  Martin.  Well,  I  am  glad  to  have  this  called  to  my  attention, 
Mr.  Patman.  We  will  take  a  look  at  those  publications,  hut  I  insist 
that  the  adaptation  which  has  been  made  to  the  hazards,  the  very 
real  hazards  of  a  managed  currency,  which  is  what  the  Federal  Re- 
serve Act  contemplates,  will  be  most  adequately  discharged  by  hav- 
ing this  merger  of  public  and  private  interest,  and  although  technically 
these  stockholders  are  not  stockholders  in  the  sense  of  proprietorship, 
under  our  corporate  form  of  organization,  they  do  have  participation 
in  the  management  by  virtue  of  their  voting  for  two-thirds  of  the 
directors  of  each  of  the  Reserve  banks,  and  I  believe  if  you  will  go  back 
and  review  the  institution  of  the  Federal  Reserve  Act,  you  will  see 
how  many  times  this  is  commented  on  in  the  debate  in  both  the  House 
and  the  Senate,  and  how  frequently  the  very  point  that  I  am  making 
has  been  made,  and  the  point  that  you  are  making  was  adequately  dis- 
cussed, and  I  think  brought  to  the  attention  of  everyone  at  that 
time. 

Now,  I  think  that  we  ought  to  review  that  constantly.  We  ought  to 
know  exactly  what  we  are  doing,  and  as  I  always  say,  I  am  just 
delighted  to  have  you  raise  all  of  these  points,  because  we  ought  to 
consider  them  at  all  times.  In  any  publication  of  a  Reserve  bank,  we 
review  them  all  of  the  time,  but  we  try  to  give  them  as  much  lattude 
and  as  much  discretion  in  presenting  their  problems  to  the  public  as 
we  can  consistently  with  the  public  interest. 

Mr.  Patman.  Now,  what  about  this  statement  here;  n  guide  is  tell- 
ing the  visitors  about  the  Federal  Reserve  notes.    In  talking  about  the 
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money  that  the  Reserve  banks  obtain,  he  states,  "They  buy  it  frantic  | 
United  States  Treasury."    Is  that  a  correct  statement,  Mr.  Martin! 

Mr.  Leonard.  Last  year  the  Federal  Reserve  banks  paid  the  Trtts- 
ury  about  $5,100,000  for  printing  of  Federal  Reserve  notes. 

Mr.  Pathan.  Well,  they  paid  it  out  of  Government  funds,  Til 
Federal  Reserve  bank  just  took  Government  money,  and  used  it  to 
pay  the  printing  cost;  but  they  leave  the  impression  here  that  tbtt 
buy  the  money,  indicating  that  they  pay  a  hundred  cents  on  the  dour. 
They  don't  pay  anything  for  it.  In  reality,  they  just  pay  the  cost  of 
printing,  and  that  is  paid  out  of  the  money  that  would  go  into  u» 
Treasury.  So  I  ask  you  to  take  a  look  at  that  one,  Mr.  Martin,  if  yw 
please. 

Now,  some  of  the  guides  go  so  far  as  to  state  that  they  have  an  obli- 
gation to  report  to  the  member  banks  as  though  the  member  hub 
were  stockholders  and  own  this  bank.  Take  the  one  from  the  bank 
at  Philadelphia.  It  is  uddressed  to  the  stockholders  of  the  Federal 
Reserve  Rank  of  Philadelphia.  This  is  from  the  president,  giving  i 
report.  Of  course,  they  ought  to  give  a  report,  but  to  the  public,  not 
just  the  stockholders,  because,  as  you  say,  these  so-called  stockholders 
nave  no  proprietary  interest  in  the  bank. 

Mr.  Martin.  That  is  a  very  good  report,  Mr.  Patman,  that  Phfli- 
delphia  report.    I  think  that  is  a  real  public  interest  report. 

Mr.  Patman.  Yes,  it  is  wonderful.  You  know  if  Members  of  Con- 
gress could  get  things  printed  like  this,  it  sure  would  be  fine.  Yea 
know  we  have  ours  in  small  type,  6-point  type,  and  you  have  to 
get  a  spyglass  to  read  it  sometimes. 

Mr.  Martin.  Well,  I  read  the  Congressional  Record  eTery  day,  and 
I  don't  find  the  print  too  bad. 

Mr.  Patman.  It  is  not,  though,  as  nice  as  the  Federal  Reserve  puts 
out.  It  puts  out  some  of  the  most  elaborate  printing  and  pictures  and 
paintings  that  I  have  ever  seen.  Of  course,  it  is  paid  out  of  the  same 
fund,  but  Members  of  Congress  don't  go  into  that.  They  don't  permit 
themselves  to  do  that. 

Congressional  reports  are  not  so  elaborate.  They  are  subdued.  In 
form  and  print  they  are  not  very  readable.  ■* "  ' 

Now  here  is  a  pamphlet  from  the  San  Francisco  bank  to  the  stock- 
holders of  the  bank.  "Enclosed  are  operating  ratios  for  the  IS.  dis- 
trict Reserve  banks,  and  the  operating  ratio  for  your  bank  for  the 
vear  1956."  It  tells  the  member  banks  that  this  Federal  Reserve  bank 
is  tout  bank,  and  gives  them  a  report. 
Mr.  Martin.  That  is  a  very  good  report  too ;  don't  you  think  ! 
Mr.  Patman.  Yps,  they  are  all  good  reports.  Why  shouldn't  tbej 
te?  You  create  all  the  Government  money  you  neea  to  make  them. 
Tf  farmers  could  do  that,  if  Congress  could  do  it,  why,  we  would 

never  have  to  go  to  these  congressional  committees  for  appropriations 

either-    We  could  just  jerk  out  a  truckload  of  Federal  Reserve  notes 

here  at  the  Bureau  of  Engraving  and  Printing  and  trade  it  for  a  few 

million  dollars  worth  of  Government  bonds,  and  then  we  could  keep 

the  bonds,  and  collect  the  interest,  and  go  to  Florida  and  have  a  good 

"iMnwrtgo'iiff  into  all  of  these  reports.  They  are  all  very  interest- 
iM  and  they  »!'  impres«  this  point.  Mr.  Martin,  which  I  feel  calls  for 
Jme  reccmwferiition :  that  the  Reserve  banks  are  owned  by  the  metn- 
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W'  banks.  When  they  are  not  owned  by  the  member  banks,  they  are 
■Government  institutions. 

For  instance,  St.  Louis  gets  out  a  wonderful  little  booklet,  with 
paintings  and  pictures.  I  wish  sometime  we  here  in  Congress  could 
get  out  something  like  this  to  try  to  carry  our  points.  Maybe  our 
points  are  weak ;  put  at  least  they  would  be  presented  better. 

Take  the  questions  and  answers  given  to  the  people  who  come  into 
the  St.  Louis  bank;  the  12  questions  and  ansyers  at  the  bottom. 
Many  of  the  facts  concerning  the  bank  were  told  you  by  the  guide  on 
your  trip.  Others  you  may  have  learned  from  observation  or  from 
reading  this  booklet. 

How  manycan  you  answer?  Answers  are  in  small  print  on  the 
next  page.  The  10th  question:  "the  Capital  stock  in  a  Federal  Re- 
serve bank  is  owned  by  ( 1 }  the  Treasury  Department,  (2)  the  Federal 
■Government,  (3)  its  member  banks."  Of  course,  the  answer  is  "the 
member  banks." 

■'■  All  of  the  publications  put  out,  and  all  of  the  statements  made  by 
-the  guides  to  visitors  coming  to  all  of  these  different  banks  are  to  the 
effect  that  these  banks  belong  to  the  member  banks,  part  of  the  private 
enterprise  system.  "We  buy  our  money  from  the  Government,"  indi- 
cating it  is  paid  for  one  hundred  cents  on  the  dollar.  I  think  it  is 
an  entirely  wrong  approach. 

The  impression  is  not  actually  correct.  Now,  I  believe  you  said  you 
would  look  into  that,  Mr.  Martin. 

Mr.1  Marti  x.  I  will  look  into  everything  you  raised. 

Mr.  Patman.  Fine;  thank  you, sir. 

Now  the  dealers  in  Government  bonds,  is  there  anything  said  in  the 
Federal  Reserve  Act  to  the  effect  that  a  Federal  Reserve  bank  can 
make  loans  to  dealers  in  Government  bonds  ? 

Mr.  Martin.  No,  I  don't  think  so. 

Mr.  Patman.  I  thought  the  Federal  Reserve  banks  were  banks  for 
the  bankers. 

Now,  if  you  have  gone  into  the  business  of  helping  to  finance  the 
operations  of  the  dealers  who,  of  course,  may  do  a  little  speculating 
too,  and  they  are  not  banks,  how  do  you  justify  that  in  the  Federal 

Reserve  Act.   I  would  like  to  see  the  page 

%  Mr.  Martin.  Well,  we  think  that  it  is  implicit  that  our  authority  is 
in  the  present  Federal  Reserve  Act. 

I  might  ask  Mr.  Hexter  to  comment  on  that,  but  one  of  the  things 
that  we  have  put  into  this  Financial  Institutions  Act  is  a  more  explicit 
provision  on  repurchase  agreements,  because  it  is  for  the  convenience 
of  the  money  market  and  for  our  convenience. 

The  Chairman,  Have  you  finished  questioning  Mr.  Martin ! 

Mr.  Patman.  Let  him  come  this  afternoon. 

The  Chairman.  There  haven't  been  many  here  this  morning. 

Mr.  Patman.  Well,  the  members  read  the  record.  We  have  been 
doing  it  that  way  for  years.  Can  we  come  hack  this  afternoon,  Mr. 
Chairman  ? 

The  Chairman.  No. 

Mr.  Patman.  I  can;t  just  get  through  in  5  minutes,  Mr.  Chairman. 

The  Chairman.  Go  ahead. 

Mr.  Patman.  I  believe  your  attorney  is  going  to  read  the  point  of 
law  about  the  dealers. 
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Mr.  Hexter.  Mr.  Chairman,  the  matter  of  the  power  of  the  Federal 
Reserve  and  the  Open  Market  Committee  to  enter  into  agreements 
with  dealers  has  been  explored  several  times  over  30  years,  and  the 
opinion  has  been  arrived  at  by  the  legal  advisers  of  the  Board  and  the 
Open  Market,  that  that  power  is  implicit  in  the  Federal  Reserve  Act  at 
thepresent  time. 

The  recommendation  of  the  Chairman,  Mr.  Martin,  is  that  the  Fed- 
eral Reserve  Act  be  amended  by  making  that  power  explicit  by 
specific  language. 

Mr.  Patman.  Well,  it  must  be  based  upon  some  language  in  the  act 
now. 

Mr.  Hexter.  It  is  based  on  various  provisions,  Mr.  Patman,  which 
would  be  fairly  extensive  to  discuss.  The  powers  of  the  Open.  Market 
Committee  are  very  broad,  as  you  are  aware. 

There  is  the  general  power  to  purchase  and  sell  securities  that  is 
in  the  Federal  Reserve  Act. 

Mr.  Patman.  Well,  where  is  the  power  to  just  restrict  it  to  a  few. 
You  only  have  15.  You  have  10  dealers  and  5  banks,  and  incidentally, 
Mr.  Martin 

Mr.  Martin.  Well,  we  don't  restrict  it  to  any  few,  Mr.  Patman. 

Mr.  Patman.  Well,  only  that  number  can  qualify;  is  that  right? 

Mr.  Martin.  No,  no;  that  is  the  number  actively  in  the  market. 

During  the  war  period  we  did  have  a  list  that  met  certain  qualifica- 
tions, but  today  it  is  open  to  anyone. 

Mr.  Patman.  I  know  one  of  the  larger  banks  in  New  York  that  is 
not  in  it;  First  National  City.    Why  isn't  it  in  the  group. 

Mr.  Martin.  Well,  it  didn't  want  to  be.  Not  all  of  the  New  York 
banks  are.  Dealer  banks,  Mr.  Thomas  points  out  to  me,  dont  have 
the  right  to  enter  into  repurchase  agreements  with  the  Federal  Reserve 
banks. 

Mr.  Thomas.  They  can  borrow  directly. 

Mr.  Patman.  What  is  that? 

Mr.  Martin.  Dealer  banks  can  borrow  directly  from  the  Federal 
Reserves. 

Mr.  Patman.  The  point  that  really  disturbs  me  is  that  you  go  out- 
side banking  entirely  and  accommodate  people  who  are  in  the  market 
for  speculation  and  even  make  loans  to  them. 

Mr.  Martin.  This  is  entirely  at  our  initiative  and  as  a  means  of 
handling  the  money  market.  There  is  always  the  opportunity  for  spec- 
ulators and  speculation,  but  this  is  at  our  initiative. 

Mr.  Patman.  Yes.  Well,  Mr.  Martin,  in  connection  with  loans  to 
others,  T  asked  yon  one  time  if  you  were  not  privileged  under  existing 
law  to  make  purchases  of  school  district  bonds,  and  to  the  best  of 
my  recollection  you  said  that  you  believed  you  had  the  power. 

I  wanted  to  be  sure  about  that  point.  What  is  your  thinking  on 
Hint.  now.  Does  the  Federal  Reserve  Open  Market  Committee  have 
the  power  to  buy  school  district  bonds? 

Mr.  Martin.  Not  over  6  months  maturities.  Mr.  Hexter,  will  yon 
rend  that  section? 

Mr.  Hexter.  That  is  a  provision  of  section  14  (b)  of  the  Federal 
Roserve  Act,  Mr.  Patman,  which  lists  the  securities  that  the  Federal 
Reserve  banks  are  permitted  to  purchase,  and  it  refers  to— 
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In  anticipation  of  the  receipt  of  assured  revenues  by  any  State,  count;,  district, 
political  subdivision,  or  municipality  in  tbe  continental  United  States,  Including 
irrigation,  drainage,  and  reclamation  districts. 

Mr.  Patman.  In  other  words,  if  we  would  strike  out  that  "6 
months,"  you  could  buy  school  district  bonds. 

Mr.  Hexter.  There  is  also  the  provision  you  must  bear  in  mind,  that 
refers  to — 


Whether  the  term  "assured  revenues"  would  apply  to  the  situation 
you  described  might  be  questioned. 
.     Mr.  Patman.  I  didn't  get  the  last. 

Mi.  Hexter.  Whether  the  teim  "assured  revenues"  that  is  used  in 
the  statute  would  cover  bonds  of  the  type  you  described 

Mr.  Patman.  Well,  of  course,  if  we  were  going  to  change  it,  in  ad- 
dition to  cutting  out  the  6  months,  we  could  add  the  other  necessary 
language  to  make  it  appropriate.  I  surely  hope  something  can  be 
done  in  that  direction  because  school  districts  are  awfully  nard  hit 
now,  and  we  certainly  have  got  to  have  more  school  buildings.  And 
if  the  local  people  are  willing  to  pay  the  taxes  to  build  them,  we 
should  certainly  make  it  just  as  easy  on  them  as  possible. 

The  section  13  (b) — you  read  14  {b),  I  believe 

Mr.  Hexter.  Thatiscorrect. 
.    -Mr.  Patman.  Section  13  (b)  relates  to  loans  to  small-business  con- 
cerns, and  I  know  you  are  recommending  again,  Mr.  Martin,  that  this 
be  repealed. 

Have  the  banks  or  the  Board  ever  made  any  effort  to  let  small- 
business  concerns  know  that  this  service  was  available  to  them! 

Mr.  Martin.  From  time  to  time  they  have,  and  one  bank  has  made 
considerable  use  of  the  provision. 

Mr.  Patman.  One  in  Kansas? 
,Mr.  Martin.  No;  Philadelphia  is  the  one  that  has  done  the  most. 

Mr'.  Patman.  It  occurs  to  me  it  might  be  a  wonderful  thing  to  use 
where  people  can't  get  money  locally  because  the  local  bank  is  not  in  a 
position  to  extend  a  loan  that  is  sufficiently  large  to  accommodate  the 
concern  hut  where  the  local  bank  is  willing  to  take  10  percent  of  the 
loan.  In  such  situations  it  would  seem  to  me  an  ideal  arrangement 
for  the  Federal  Reserve  to  come  in  and  take  the  other  90,  and  I  am 
surprised  this  lending  authority  hasn't  been  used  more  than  it  has. 

Last  year  I  understand  there  were  only  6  applications  for  loans. 

Mr.  Martin.  Well,  that  is  correct,  Mr.  Patman,  and  as  we  point 
out  in  testimony  on  this  bill,  we  feel  that  the  use  of  high-powered 
<lollaxs  this  way  for  lending  purposes  is  inconsistent  with  the  func- 
tions of  a  central  bank,  and  for  that  reason  we  are  willing  to  recom- 
mend its  repeal. 

Mr.  Patman.  I  have  a  letter  here  from  the  Alpine  Lumber  Co., 
of  New  Jersey,  stating,  on  July  13 : 

We  recently  read  an  article  in  the  Saturday  Evening  Post  where  Mr.  William 
McCheeney  Martin,  under  questioning  by  you,  stated  that  $134  million  was  set 
aside  for  the  nse  of  small-business  loans.  Mr.  Martin  thought  the  fund  was 
more  than  sufficient.  When  small  business  was  supposedly  feeling  the  pinch  of 
Irish  Interest  rates,  only  one  firm  in  the  whole  Boston  district,  for  example, 
ashed  the  Federal  Reserve  for  a  loan.  We  have  tried  to  apply  for  this  type  of 
loan.     We  called  the  small  hiisiness  bureau  In  Newark,  anil  were  told  to  initiate 
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a  loan  through  oar  local  bank.  One  local  bank  was  reluctant  to  look,  Into  the 
matter  as  they  never  had  done  bo  before,  and  conveyed  the  Impression  such  * 
loan  would  involve  too  much  red  tape.  We  tried  two  other  banks  with  the  same 
results. 

We  again  called  the  small  business  bureau  to  see  if  they  could  recommend  a 
bank  that  had  Initiated  these  loans.  We  were  told  that  they  couldn't  si v«  as 
any  information  along  these  lines.  We  are  still  in  need  of  a  loan  In  order  to 
meet  a  continued  growth  in  the  business.    We  would  appreciate  Information — 

and  so  forth. 

A  copy  of  that  letter  was  sent  to  you.  It  is  signed  by  the  president, 
Alpine  Lumber  Co.,  Inc.  That  indicates,  Mr.  Martin,  what  I  have 
always  understood,  that  small-business  people  cannot  find  out  turtv  to 
apply  for  these  loans,  they  know  nothing  about  them  and  when  they 
have  found  out  about  them,  they  had  the  same  experience  this  ,man 
had.    He  went  to  everybody  and  couldn't  find  out  where  to  apply. 

Of  course,  your  basic  reasoning  is  that  a  central  bank  should  not 
make  this  type  loan,  and  I  think  there  is  a  point  for  discussion  there; 
but  I  think  if  we  had  the  12  banks  like  we  used  to  have,  each  bank 
standing  on  its  own  bottom,  it  would  have  been  consistent  with  this  act 
to  have  made  those  loans;  wouldn't  it,  Mr.  Martin? 

Mr.  Martin.  How  do  you  mean,  as  it  used  to  be? 

Mr.  Patman.  The  original  system.  .':.:!- 

Mr.  Martin.  We  still  have  the  original  system,  Mr.  Patmail...  , 

Mr.  Patman.  Oh,  you  dont  really  mean  that.  ;'  t  v 

Mr.  Martin.  Yes,  indeed,  I  do,  Mr.  Patman.  '' ;  \ 

Mr.  Patman.  Well,  name  me  one  important  independent  power 
that  the  regional  bank,  or  an  officer  of  a  reserve  bank  has.     :  <    '"  ' 

Mr.  Martin.  Well,  I  referred  to  tie  discount  committee  of  each  of 
the  individual  banks. 

Mr.  Patman.  I  know,  Mr.  Martin,  but  you  establish  the  discount 
rate.  You  make  the  banks  submit  a  rate  every  14  days,  or  more' often 
than  that  if  necessary;  but  the  Board  establishes  the  rate.  Sdjyon 
enn  mark  that  one  off. 

Mr.  Martin.  But  it  is  a  very  responsible  discretionary  activity  on 
the  part  of  the  regional  bank.  They  know  the  banks  in  the  area,  they 
know  whether  there  is  a  need  for  the  loan.  They  know  how  the  loan 
can  be  paid  off  or  should  be  paid  off,  and  what  the  condition  of  the 
banks  is,  and  it  would  be  very  difficult  for  us  to  administer  that  from 
Washington  now  in  toto. 

Mr.  Patman.  I  know,  but  from  an  advisory  standpoint,  I  know  they 
can  render  a  service. 

Mr.  Martin.  Well,  this  is  a  blending.  This  is  a  team  operation, 
Mr.  Patman.  I  insist  that  what  we  are  trying  to  do  here  is  to  operate 
a  system,  and  I  think  that  is  the  strength  of  our  central  bank  as  op- 
posed to  a  central  bank  with  one  board  in  Washington,  and  12  branches 
throughout  the  country. 
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Mi".  Batman.  I  would  like  for  you  to  furnish  me,  Mr.  Martin,  in 
addition  to  the  other  information  I  hare  asked  you  for,  and  will  ask 
you  for,  the  number  of  loan  applications  that  have  been  turned  down 
in  the  last  12  months  by  the  12  Federal  Reserve  banks. 

Mr.  Martin.  On  13  fB)  you  are  talking  about,  Mr.  Patman? 

Mr.  Patman.  No  ;  I  know  about  them.  I  am  talking  about  appli- 
cations for  credit  or  loans  from  member  banks. 

Mr.  Martin.  You  are  talking  about  the  discount  window  loans. 

Mr.  Patman.  Yes. 

Mr.  Martin.  Well,  I  don't  know  that  we  have  a  record  of  that. 

This  is  largely  a  matter  of  negotiation.  That  is  just  the  point  I 
am  making.  Sometimes  we  discuss  it  with  a  bank  and  they  decide  not 
to  seek  the  credit.  There  is  no  record  then  kept  of  it.  This  is  a  day- 
to-day  administrative  operation. 

Mr.  Patman.  Well,  Mr.  Chairman,  I  will  take  my  chance  tomorrow. 

The  Chairman.  The  House  is  now  in  session. 

Mr.  Patman.  All  right,  as  to  finishing  up  with  Mr.  Martin.  I  feel 
that  the  other  members  should  have  the  opportunity  of  questioning 
him  tomorrow,  if  that  is  the  only  day  he  will  be  back  here,  and  I 
hope  you  will  consider  having  the  other  members  of  the  Board.  After 
all,  there  are  7  members  of  the  Board,  and  we  have  designated  them 
as  having  more  power  than  any  7  men  in  America,  almost. 

The  Chairman.  Mr.  Martin  speaks  for  them. 

Mr.  Patman.  They  are  our  agents,  and  once  in  40  years  we  ought 
to  have  them  up  here  to  hear  what  they  have  to  say. 

The  Chairman.  Mr.  Martin  is  the  Chairman  of  the  Board,  and  he 
speaks  for  the  Board.  He  has  told  you  that  he  does.  What's  the 
use  of  reiteratingthis  with  seven  members  ? 

Mr.  Patman.  Well,  he  can't  shoot  from  the  hip  and  speak  for  them 
every  time. 

The  Chairman.  We  are  not  going  to  stay  here  interrogating  and 
going  over  this  same  thing  with  seven  members  of  the  Board. 

Mr.  Patman.  Well,  I  wouldn't  want  to  go  over  all  of  them.  I  just 
•would  want  to  see 

The  Chairman.  I  wouldn't  be  surprised  if  we  did.  Mr.  Martin, 
can  you  come  back  tommorow  ? 

Mr.  Martin.  I  will  be  back,  sir,  10  o'clock. 

The  Chairman.  We  would  be  glad  to  have  you.  We  will  meet  at 
10  o'clock  tomorrow  morning. 

(Whereupon,  at  12:10  p.  m.,  the  committee  adjourned,  to  recon- 
vene at  10  a.  m.,  Tuesday,  August  6,  1957.) 
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(The  following  data  was  submitted  to  the  Committee  by  the  Fed- 
eral Reserve  Board:) 


Amount 

Jim.  1,  ie.w 

Jan  1. 1M2 

Jan.  1, 1M7 

112,880 

Mono 

None 

1  assistant  head  of  division 

Hi,  140 

2  assistant  head  of  division    . 
1  assistant  head  of  division... 

u,  m 

1  assistant  head  of  ill-  ■     -. 

2  assistant  head  of  dk  Won . . . 

1  Imad  of  division 

I>0. 

Do. 

1  associate  head  of  dlvUkm 

1  assistant  head  otdtvlshoi 
1     chief    Federal     Kejierve 
eiaro  liter. 

14,800 

Do. 

3  adviser,  research  iuid  *t» 
tlstlcs. 

15  WO 

Vone 

16,000 

1  assistant  to  the  Board 

1    ctiicjiuilc    adviser    to    the 

Board 
1  assistant  to  the  Chairman 

IS,  (TO 

3  head  of  division... 

Do. 

1  economic  adviser  to  the 

Amount 

June  so,  mv 

Dec.  31.1052 

Dec,  31, 1V47 

(12  700 

1  vice    r 

None 

None 

fi  asslstiui-  .  •  <■  t'"-»!dfim 

1  vloe  president  and  nounsel 

1  assistanv  grnrr-ii  auditor  . 

1  vice  president. 

2  assistant  tier  presidents 
1  vice  president  and  casMet  . . 
1  vice  president  and  secretary 
1  vie*  president  and  counsel . . . 
1  department  manager 

7  dei  uvr.rnt  nisnajiTS 

ii  vice  presidents, 

1  vice  president  Hid  genera 

1  vice  president  and  secretary. 

1  assistant  vice  president. 

1  assistant  vine  president  and 

1  vio-  ;•:.  jij.oi  and  secretary. 
1  vkv  |i-r-. Jem  and  director 
3  ass  -t  ui:  .m  presidents... . 

1  i\i  |.r*».1eu".  and  caanlrr. . 

t  sice  president  and  general 

1  assistant  vice  president 

1  counsel  and  assistant  sccrc- 

1  economic  adviser 
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Mm* 

J  Tint)  30,  195/ 

Dec.  31, I0S2 

Doc.  31, 1M7 

14  too 

]  enter  enuntn- 

14,  SM 
14,  M 

l  i  lee  president. 

adepsrtm--  i  manager) 

19,000 

2  vice  presidents. 

1  tindbttuil  general  counsel. 

a  vim  pn-f  .'.ninanO  cashier. 

I  1 1.1   i.iryd.nt  and  secretary 
1  woetary  and  assistant  coun- 

1  cashier  a:  .1  assistant  — •  -■  ■ 

18, 3M 

1  tins  president  and  »cn> 
Ury.  . 

t  assistant  vleo  presidents. 

-.-.do... 

8  vice  pn»:  Jents     

1  viae  preslrirnt  and  general 

1  ilce  presldi-nt  and  cashier. . . 

1  general  auditor. 

1   vice  prwlent   ar..i  vat-. 
tary. 

1  vice  president. 

I  assistant  viw  president 

1  vice,  president  aod  general 

4  v(™  pri'f     ■  -:i 

1  assistant  ilc*  -.-.-■.,.  i;: 

1   \vr   pr.-ii.jru  and  genital 
ceunsel. 

1  asp .«iu'  I  i  id   prr-i|d.-r.i 
1  asslstaor  geniral  cmin*l 

1  department  manager. 

B  vice  presents 

1  assistant  Vtw  president 

2  assistant  vice  pnsBlonts 

2  vice  prpBidffi'ji  and  general 
counsel. 

1  vice  president   and   secre- 
tary. 

1  lice  president  anil  secretary. 

1 

None 

1  assistant  I  in-  president 

1  a&3*-?Hiii  j-.-r.9tai  cuansel 

2  vice  presidium  and  general 

l  eice  president 

do--     

1  vleo  president       

1  assistant  g.-m-ijl  t\.un*-l 

n,  too 

...do 

Do. 
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Amcnm 

June  30,  IB57 

Dec.  31,  1852 

Dtc  SI,  1MT 

22  000 

IMTtaBM.,     . 

1  economic  adviser 

1  economic  idflM 

1  vice  prnfi  lilt  and  secra- 

Svlce        -i    ■ 

10  presidents. 

1  vice  president  and  pocral 

, 

l  vice  pr- ■--  i<  c:  and  general 

counsel 
l   vice   f»-«!iPot  and  eco- 

l  ■.!<*  iTrvdrnt  and  jencral 

None 

Do. 

1  1st  vice  president. 

1  president.                    n,i. 

fio.ooo 

**" 

Federal  Reserve  Bank 

Earnings 

raErf 

Federal  Besnre  Bank 

~*» 

sET 

M.7W 
21),  IXO 

10,603 
14,218 

3.61 

3!  06 
3.90 

St  Lenta 

O.Mt 

37,886 
3,128 
14,603 

7.37B 

ATM 

in 

270,683 

.,  lou 

[Dollar  amoun 

t  In  thousands] 

Federal  Reserve  district 

Amount 

of  total 

Federal  Reaarve  district 

A— 

snsii 

(732,000 
13,000 
1,000 

38,000 

6.2 

.2 

1.1 

Dallas 

81,000 

Lf 

Total 

8*8,000 
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TUESDAY,  AUGUST  6,  1957 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  O. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman) 
presiding. 

Present:  Chairman  Spence,  presiding;  Messers.  Brown,  Patman, 
Multer,  Barrett,  Reuss,  Ashley,  Vanik,  Coad,  Anderson,  Breeding, 
Talle,  McDonough,  Widnall,  Betts,  Mumraa,  Bass,  Seely-Brown, 
Henderson,  and  Chamberlain. 

The  Chairman.  The  committee  will  be  in  order.  We  will  proceed 
■with  the  testimony  of  Mr.  Martin. 

FURTHER  STATEMENT  OF  HON.  WILLIAM  McC.  MARTIN,  CHAIR- 
MAN;  ACCOMPANIED  BY  W00DLIEF  THOMAS,  ECONOMIC  AD- 
VISES; DAVID  B.  HEXTER,  ASSISTANT  GENERAL  COUNSEL;  AND 
ROBERT  F.  LEONARD,  DIRECTOR,  DIVISION  OF  BANK  OPERA- 
TIONS, FEDERAL  RESERVE  SYSTEM 

Mr.  Anderson.  Mr.  Chairman,  could  I  ask  Mr.  Martin  just  a  brief 
question  or  two  I 

The  Chairman.  Mr.  Anderson. 

Mr.  Anderson.  Mr.  Martin,  if  I  might  pursue  just  a  little  bit  fur- 
ther a  presentation  that  you  made  last  time  I  talked  with  you  con- 
cerning our  credit.  Perhaps  it  would  be  easier  if  I  refreshed  your 
mind  by  reading  a  couple  of  sentences : 

We  bave  In  our  grasp  la  this  country  today  a  higher  standard  of  living  for 
everyone,  if  we  don't  fritter  it  away  by  trying  to  supply  bank  credit,  which 
Is  at  the  basis  of  your  deposits  and  mine,  for  long-term  capital  development, 
which  should  be  derived  out  of  savings,  real  savings  derived  from  the  people  of 
the  country. 

And  I  judged  from  that  statement  that  you  regarded  the  types  of 
credit  that  we  have  as  divisible  into  groups  according  to  the  origin 
of  the  money. 

Could  you  explain  first  a  little  bit  what  you  had  in  mind  in  differ- 
entiating between  deriving  capital  development  from  savings  rather 
than  from  bank  credit  % 

Mr,  Martin.  Well,  I  explained,  Mr.  Anderson,  in  the  course  of 
these  hearings,  several  times,  how  we  create  money,  and  the  point 
that  I  was  striving  for  there  is  summed  up  in  an  aphorism  that  was 
given  me  the  other  day.  You  can  manufacture  money,  but  capital 
has  to  be  derived  from  savings. 
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Now,  the  ordinary  bank  loan  is  made  for  self-liqui dating  purposes^^- 
It  is  seasonal  in  character  at  times.  It  is  made  with  a  specific  enci» 
in  view,  to  the  liquidation  of  the  loan.  It  is  »  part  of  the  businesses 
process.  

Now,  the  difference  between  bank  credit  and  equity  capital  or  capitassl^ 
that  you  put  into  a  business  comes  right  from  the  point  that  it  stays^*" 
in  the  business.    It  becomes  a  capitalized  use  that  you  have  for  that^- 
money,  and  that  has  to  be  derived  out  of  savings.    If  you  are  puttinpr 
up  a  20-story  building,  or  you  are  putting  up  a  plant  to  manufacture 
goods,  you  don't  take  the  depositors  money  or  the  money  tliat  is  created 
by  a  loan  that  is  to  be  repaid  in  a  short  period  of  time  and  invest  it  in 
that  type  of  operation.    That  is  why  I  said  that  that  could  endanger 
your  deposits  and  my  deposits  if  we  created  short-term  capital  for 
long-term  capital  purposes. 

Mr.  Anderson.  Well,  do  you  mean  to  indicate,  then,  that  there  is 
a  basic  difference  between  the  money  that  the  corporation  spends  for 
capital  investment,  if  that  money  is  not  derived  from  their  own  sav- 
ings within  the  corporation,  and  money  used,  for  example,  to  build 
a  home  ? 

Mr.  Martin.  Yes,  indeed,  if  it  is  borrowed  money.  If  it  is  borrowed 
money,  it  should  be  borrowed  for  the  period  of  time  that  is  required 
to  liquidate  it. 

Do  you  want  to  comment  on  this,  Mr.  Thomas  ? 

Different  people  put  this  in  different  ways,  and  it  would  be  inter- 
esting to  get  an  economist's  comment  on  it. 

Mr.  Thomas.  Well,  we  can  look  at  it  from  the  standpoint  of  physical 
terms,  the  goods  and  services.  In  fact,  when  the  corporation  builds  a 
factory  or  expands  its  plant  or  buys  machinery,  it  has  to  pay  a  lot  of 
people  for  producing  those  goods  and  building  that  factory,  but  the 
people  who  get  the  income  don't  buy  the  factory. 

If  you  produce  food  or  clothing,  pay  people  for  that,  that  food  and 
clothing  is  coming  back  on  the  market  and  the  income  is  available 
to  buy  the  goods  that  are  produced.  But  if  you  produce  a  piece  of 
equipment,  a  home,  or  a  plant  or  a  factory  or  roads  that  you  are  going 
to  use  for  many  years  and  you  aren't  going  to  sell  them  back  to  the 
people  except  perhaps  over  a  period  of  time,  as  you  sell  them  the  goods 
that  are  produced  from  it,  in  the  beginning  goods  have  to  be  taken  out 
of  the  quantity  of  goods  that  are  available  for  consumption.  So  some- 
body has  to  save  some  part  of  his  income  to  pay  for  that. 

Every  year  you  have  to  save  an  amount  that  corresponds  to  what 
we  call  investment,  which  is  the  accumulation  of  physical  assets.  And 
if  banks  lend  money  to  finance  those  projects  and  that  money  goes  out 
and  enters  the  money  stream,  somebody  has  to  be  willing  to  hold  that 
money  as  a  deposit  in  a  bank.  If  the  banks  create  more  money  through 
that  process  than  people  are  willing  to  hold  on  deposit  in  banks  as 
cash  money  or  in  currency,  either  one,  then  you  have  got  more  money 
running  around  than  you  have  goods  that  are  available  for  immediate 
purchase.  Some  day  those  goods  are  going  to  produce  something  and 
have  to  bo  paid  for.  So  unless  you  build  your  roads  out  of  current 
tnxps,  the  Government  has  to  borrow  the  money  out  of  savings.  Unless 
you  build  your  factorv  out  of  current  income,  the  corporation  has  to 
borrow  it  from  somebody's  savings,  and  if  it  borrows  it  from  the 
bank,  somebodv  has  to  hold  those  savings  in  the  form  of  a  bank  deposit 
to  offset,  that.  " 
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TNow,  I  don't  know  whether  that  makes  it  simple  or  more  complex, 
"^^"ft  that  is  the  basic  idea. 

~       3Jr.  Anderson.  I  followed  your  presentation,  certainly,  but  it  still 
j**3n)sn't  make  clear  in  my  mind  why  we  should  make  so  much  distinc- 
1  "*^*n  between  the  money  that  a  corporation  borrows  to  build  a  factory — 
a,:*"*d  they  are  now  able  to  secure  apparently  all  of  the  money  they 
^~  *»im\,':  because  we  are  building  more  and  more  factories  and  capital 
1**schinery  items — on  the  one  hand,  and  on  the  other  hand,  say  a  home 
T^Tiich  is  to  be  repaid  not  out  of  the  sale  of  the  products,  as  a  factory 
*^,  but  out  of  personal  income  which  would  ordinarily  be  paid  as  rent. 
Mr.  Thomas.    There  is  no  distinction  between  those  two.    They  are 
the  same.    It  is  only  when  the  corporation  borrows  from  a  bank,  it 
should  borrow  only  for  short-term  inventory  purposes,  something  that 
they  can  pay  off  quickly  or  borrow  it  to  build  up  their  short-term 
working  capital.    That  is  where  the  distinction  comes.    The  distinc- 
tion between  building  a  factory  and  building  a  home  is  about  the  same. 
The  money  for  those  two,  both  have  to  come  out  of  savings.    You 
shouldn't  be  financing  the  building  of  homes  out  of  bank  credit. 

Mr.  Anderson.  Do  you  mean  out  of  present  savings  or  futuic 
savings! 

Mr.  Thomas.  Present  savings. 

Mr.  Anderson.  Those  savings 

Mr.  Thomas.  There  has  to  be  an  amount  of  savings  every  year  that 
corresponds  to  the  amount  of  investment  in  that  year.  Somebody  has 
to  save  it  Now,  if  the  savings  are  held  in  the  form  of  bank  deposits 
in  banks,  then  the  banks  can  lend  that  money.  But  if  people  don't 
want  to  hold  that  much  idle  deposits,  then  you  have  to  borrow  it 
directly  from  those  who  are  saving. 

Mr.  Anderson.  The  point  is,  Mr.  Martin,  in  your  talk  last  week 
you  perhaps  did  not  intend  to  make  the  point  that  businesses,  for  ex- 
ample, should  be  able  to  make  their  capital  investments  by  issuing 
bonds  or  floating  some  form  of  obligation  at  the  advantage  of  home- 
owners, for  example. 

Mr.  Martin.  Oh,  not  the  slightest,  no. 

Mr.  Anderson.  If  I  could  read  a  portion  of  your  presentation  in 
the  next  paragraph,  you  said  that — 

In  a  country  as  strong  as  this,  that  hns  the  visor  of  this  economy,  It  doesn't 
take  long  for  savings  to  accumulate,  and  we  hnve  the  resources,  and  we  have  the 
savings,  but  If  we  are  going  to  buy,  trying  to  make  n  new  record  at  the  cash 
register  on  the  1st  of  August,  If  we  lire  going  to  try  to  run  too  fast,  when  we 
ought  to  walk,  and  we  are  going  to  try  to  replace  cnuitnl  expenditure  with 
bank  credit,  I  think  It  is  just  a  matter  of  time  until  we  find  ourselves  in  trouble — 
and  the  part  of  that  colloquy  or  presentation  that  I  had  in  mind  is  that 
plirase,  "if  we  are  going  to  try  to  replace  capital  expenditure  with 
bank  credit."  Of  course,  I  think  probably  you  didn't  mean  to  say 
"replace."    You  probably  meant  to  say 

Mr,  Martin.  "Substitute"  or  "finance." 

Mr.  Anderson.  All  right,  "to  finance  capital  expenditure  with  bank 
credit" 

Mr.  Martin.  Right. 

Mr.  Anderson,  Once  again  the  question  arises  as  to  why  our  cur- 
rent fiscal  policies  have  worked  out,  even  though  you  say  that  you 
didn't  intend  that  it  should,  in  such  a  way  that  there  is  apparently 
no  limitation,  no  practical  limit,  on  capital  available  for  corporate 
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:pansion,  and  yet  we  find  a  severe  limitation  on  funds  available  flMi^Kor 
ie  building  of  homes,  for  example. 

Mr.  Martin.  Well,  one  of  the  problems  there,  of  course,  is  I  ho 

imitation  on  the  interest  rate. 

Mr.  Anderson.  You  mean  those  under  the  home-loan  program  > 

Mr.  Martin  .  That  is  right.    The  competitive  market  lias  mo? — «J 

away.    They  haven't  been  able  to  compete  with  the  others  on  a  conn«i. 
petitive  basis. 

Mr.  Anderson.  Don't  you  think  there  is  something  that  could         ~M>e 
done  about  the  arrangement  of  our  financial  structure  so  that  it 

wouldn't  be  so  easy  to  put  additional  money  into  corporate  expansL  -^z^n 
in  areas  where  it  apparently  is  not  required,  when  the  same  money^  if 
it  were  invested  in  such  a  way  as  to  consume  the  production  of  mi  m  ■  m 
of  these  basic  capital  industries,  would  give  a  greater  lift  to  <^^w 
industry ! 

Mr.  Martin.  Well,  there  is  always  a  choice  involved  in  fl+Hni' ■"* 

of  that  type,  Mr.  Anderson,  and  the  market,  I  think,  is  the  beat  mea^pwis 
of  making  those  decisions. 

Now,  you  can  always  resort  to  direct  lending  by  the  Governm—  --mffA 
or  direct  subsidy  by  the  Government  to  any  given  segment  of  -       tb* 
community.    If  you  want  to  prefer  housing  to  some  other  area,  it  • 
be  done  by  legislation,  but  if  you  are  going  to  work  on  the  operatic 
of  the  decisions  of  the  market,  if  it  is  not  competitive,  it  has  to  - 
favored  in  some  form  or  another. 

Now,  nothing  that  we  have  done  in  our  operations  is  designedftEzai  to 
penalize  housing  or  to  make  it  more  difficult  for  people  to  build  awf-  JW* 
It  has  been  the  overall  supply  of  credit  that,  with  full  utilizationy^  of 
resources,  which  we  have  had  by  and  large,  and  prices  rising^  mB*  MM- 
t  ions  of  more  money  under  those  circumstances  to  the  stream  ofmoK-'^fler 
does  nothing  but  put  prices  up,  and  prices  have  been  rising  for  bine  —31a- 
ing  materials  and  for  the  labor  that  goes  into  houses,  as  well  as  for 

other  products.    The  interest  rate  is  just  one  small  factor  in  the  cr^-asf 
process,  but  is  is  a  factor  that  is  weighted  in  the  balancing  direct=«w 
of  serving  as  a  wage  for  the  saver  nnd  as  a  cost  to  the  borrower  -^biit 
puts  the  weight  eel  pressure  in  the  direction  of  reducing  spending  e*fld 
increasing  savings. 

Mr.  Anderson.  You  say  prices  would  go  up  more  if  we  had  n 
money,  and  yet  that  statement  is  based  on  the  premise  that  prices  j{ 
up  in  response  to  supply  and  demand.     But  that  isn't  the  case  wiC 
most  of  these  things  that  you  and  I  have  been  discussing.    In  a" 
all  cases  the  supply  is  substantially  greater  than  the  demand,  Hk.  v«-     ^^^ 
tainly  that  is  true  with  respect  to  housing.    You  Bay  the  prices  have^^"^ 
been  going  up,  and  yet  the  supply  of  materials,  and.  I  come  from  in  ^*% 
area  that  provides  a  lot  of  them,  is  surplus,  and  people  are  oat  of  work,    *Z*y. 
they  could  produce  a  lot  more.    The  law  of  supply  and  demand  is  not     * 
working.  & 

Isn't  it  possible  that  if  we  have  a  limited  supply  of  money,  that  the  &■ 

corporations  and  the  industries  are  going  to  take  theri  proportion  re-  ^*«r 
gardless  of  what  the  interest  rate  is  and  whether  you  raise  it  or  lower  ^jry 
it.  There  is  only  going  to  be  so  much  left  for  such  types  of  industry  j5g 
as  the  home-building  industry.    Perhaps  if  you  increased  the  supply  ^i 

of  money,  it  could  go  into  home  building,  just  to  restrict  our  discussion  ^ 

-  «*  industry  %    There  are  many  parallel  ones.    It  would  go  — 

~-<+hout  an  increase  in  price,  since  the  supply 
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n.^3  demand  certainly  would  not  warrant  any  increase  in  the  price, 
v*^vn  though  there  were  substantial  increase  in  demand. 
_3Mr.  Mart™.  Well,  let  me  get  back  to  this  supply  and  demand  oper- 

—A  year  ago,  this  time,  take  the  steel  industry,  there  were  definite 
t*  «=>rtages  in  various  items  in  the  steel  operations.  It  is  the  imbalance 
fc*-^t  we  are  talking  about.    Therefore,  the  pressures  were  there.  _ 

"JNow,  I  have  illustrated  this  in  my  own  thinking  a  number  of  times 
'3*"  taking  a  threater.  Here  is  a  theater  that  has  a  given  number  of 
f*  ^mte,  and  everybody  wants  to  see  this  particular  play  or  show.  If  you 
'•^^•ubled  the  amount  of  money  that  the  people  havB  to  see  the  show  and 
f  ^*u  don't  increase  the  number  of  seats,  increase  to  the  money  supply 
^^ader  that  situation  can  do  nothing  but  put  the  prices  for  seats  to  that 
Si  Ten  show  up. 

Mr.  Anderson.  That  is  true,  Mr.  Martin,  but  that  comparison  is 
**-«t  applicable  to  any  of  the  things  we  have  been  talking  about,  auto- 
**iobile,  houses,  and  so  forth,  where  we  could  easily  produce  more  than 
'We  are. 

Mr.  Martin.  I  am  talking  about  what  happens  in  the  process. 
Here  is  what  has  happened,  Mr.  Anderson : 

Because  of  the  pressure  that  has  occurred,  there  have  become  imbal- 
ances in  this  price  setup,  and  the  expectation  of  inflation  has  caused 
overproduction  in  some  lines,  temporarily.  It  is  a  time  sequence  that 
we  are  talking  about,  temporary  overproduction,  temporary  oversup- 
ply  of  some  items. 

Now,  what  is  the  way  to  correct  the  oversupply?  By  borrowing 
money  to  keep  the  items  off  the  market  until  you  can  build  up  demand 
or  is  it  to  cut  the  price  of  those  products  or  clean  off  your  shelves 
by  reducing  the  prices  in  such  a  way  that  the  consumer  can  get  some 
benefit  out  of  it? 

Mr.  Anderson.  Well,  of  course,  we  would  like  to  see  it  happen  in 
the  way  you  have  just  pointed  out  in  your  last  clause  there.  We  would 
like  to  Bee  the  prices  lowered,  but  that  has  not  been  true.  In  fact,  an 
the  production  of  homes  and  automobiles  has  gone  down,  the  price  has 
£one  up.  It  is  not  true  that  there  is  a  real  oversupply  of  most  of  these 
eoods  because  there  are  many  in  our  country  who  would  buy  more 
"Souses  if  money  were  available  to  finance  them ;  more  automobiles, 
more  kitchen  appliances. 

Mr.  Martin.  At  a  price.    The  demand  for  housing  is  unlimited  at  a 
■price.  But  the  problem  today  is  it  is  at  a  lower  price  today. 
Mr.  Mumma.  Mr.  Anderson,  will  you  yield  for  a  moment? 
Mr.  Anderson.  I  yield  to  Mr.  Mumma. 

Mr.  Mttmma.  Isn't  the  main  problem  of  being  able  to  finance  a  house 
in  which  they  apparently  have  a  relatively  small  interest?  Now  it  is 
down  to  $300  on  the  first  $9,000.  Well,  there  will  be  more  people  that 
are  going  to  be  attracted  to  buy  houses.  They  are  building  a  lot  of 
them  in  my  territory.  But  to  have  to  give  some  plan  to  make  it  ap- 
parent that  the  person  has  title,  whether  he  has  to  pay  interest  for  30 
years  on  a  bigger  amount,  or  whatever  it  is,  don't  you  think  that  is  the 
problem? 

Mr.  Martin.  I  think  that  is  a  very  real  problem,  and  the  demand  for 
most  products  is  unlimited  if  you  continue  to  reduce  the  price.  The 
problem  is  obtaining  these  items  and  being  able  to  pay  for  them. 
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Mr.  Momma.  Didn't  the  figures  on  the  former  downpayraent  planr:*- 
show  that  a  person  didn't  make  any  appreciable  payment  on  the  prirr-*- 
cipal  of  the  loan  in  the  first  5  years,  and  with  a  lower  downpaymenc  "* 
and  higher  interest  rate,  it  will  mean  he  will  make  no  appreciable  pay-— ^ 
ment  on  the  house  for  a  longer  period.  It  is  cheaper  to  buy  than  t-  -  - 
pay  rent,  because  he  is  getting  housing  at  a  good  figure. 

Mr.  Anderson.  There  are  some  areas  where  the  demand  for  home^^ 
exists  at  the  current  prices  for  houses  and  at  the  current  rates  of  inter  - 
est  or  at  the  new  rate  of  interest,  which  I  believe  went  into  effect  yes- 
terday, of  5*4  percent,  but  the  money  is  not  available  to  build  them,  to 
finance  them. 

Mr.  Martin.  This  is  a  big  country,  and  I  think  in  most  instances 
you  will  find  the  money  is  available  if  that  situation  exists. 

Mr.  Mumma.  If  you  are  talking  about  your  community,  Mr.  Ander- 
son, aren't  there  special  sources  set  up  for  those  areas  where  money  is 
apparently  hard  to  get? 

Mr.  Anderson.  We  haven't  been  able  to  cash  in  on  them  if  there 
are. 

Mr.  Mumma.  I  believe  where  there  is  a  will,  there  is  a  way. 

Mr.  Anderson.  I  want  to  thank  Mr.  Martin  again  for  liis  very  co- 
operative and  helpful  colloquy. 

Thank  you,  Mr.  Chairman. 

Mr.  Patman.  Mr.  Chairman,  I  would  like  to  follow  up  on  one 
question  on  Federal  funds  traded  by  the  banks.  It  probably  will  not 
take  me  5  minutes. 

I  would  like  to  ask  Mr.  Martin  about  these  matters: 

First,  what  about  prohibiting  any  trading  of  Federal  Reserve  iunds 
for  other  than  adjustment  of  reserve  requirements;  and 

No.  2,  what  about  prohibiting  any  Federal  Reserve  bank  from  sell- 
ing funds  to  any  other  member  bank. 

Mr,  Martin.  Why  would  you  want  to  prohibit  it,  Mr.  Patman  T 

Mr.  Patman.  For  the  reason  that  they  ought  to  deal  with  the  Fed* 
eral  Reserve  if  they  want  reserves.  If  you  are  going  to  permit  them 
to  get  funds  outside  of  the  Federal  Reserve  and  let  them  go  back  to 
the  old  system  of  concentrating  the  money  in  New  York,  as  it  used  to 
lw,  the  Federal  Reserve  has  not  served  its  purpose  a  hundred  percent. 

Mr.  Martin.  In  the  case  of  the  movement  of  funds  of  the  magnitude 
that  we  have  in  this  country,  it  is  almost  impossible  to  cut  this  thing 
finely  enough  to  know  what  reserves  you  are  going  to  need.  It  seems 
perfectly  appropriate  for  a  Federal  funds  market  to  develop,  where  a 
bank  has  miscalculated  its  needs  at  a  given  point,  in  order  to  put  those 
funds  to  use,  it  resorts  to  the  Federal  funds  market, 

Mi\  Patman.  That  is  all  right  in  order  to  take  care  of  adjustments 
in  the  reserve  requirements.  To  sell  the  use  of  the  funds,  I  think, 
is  another  matter.    You  don't  consider  it  so. 

Mr.  Martin.  No  ;  I  think  the  market  would  be  considerably  tighter 
i  f  we  didn't  have  the  Federal  funds  market,  and  it  seems  that  the  fiexi- 
bility  that  is  provided  by  movement  in  this  way  is  advantageous  rather 
than  the  reverse. 

Mr.  Patman.  I  will  not  ask  any  more  questions  at  this  time,  Mr. 
Martin. 

Mr.  Mflter.  Mr.  Chairman. 

The  Chairman.  Mr.  Multer. 
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_JMr.  Multer.  Mr.  Martin,  one  of  the  things  that  you  have  asked  be 
'  ^r  rminated  from  the  statute  is  the  limitation  on  the  aggregate  cost  of 
:^3gmtruction  of  Federal  Reserve  branch  bank  buildings. 
"Why  do  you  ask  that  that  limitation  be  eliminated? 
-^Mr.  Martin.  It  is  not  a  terribly  important  matter,  Mr.  Multer,  but 
"  weeined  to  us  that  that  was  a  capitalized  expense,  just  an  ordinary 
fc~*«rating  capitalized  expense  of  the  system,  and  that  rather  than 
^^^ning  back  to  the  Congress  all  of  the  time  for  a  given  amount  of 
c*J^jney,  and  then  having  to  revise  this,  that  it  would  be  just  as  well 
L^*.ndled.  You  always  see  the  building  when  it  is  put  up.  You  are 
*"-*-">?ay6  welcome  to  visit  it,  and  it  would  just  be  a  normal  capitalized 
^"^pense,  as  any  other  building. 

Mr.  Multer.  Do  you  contemplate  any  new  branch  buildings  in  the 
**»mediate  future  ? 

Mr.  Martin.  We  have  one  or  two  that  have  been  in  the  mill  for 
Borne  time.    I  don't  know  of  any  new  ones  at  the  moment. 
What  is  the  status  of  branches? 

Mr.  Leonard.  There  are  2  or  3  in  a  tentative  state  of  planning,  sir. 
Mr.  Multer.  Where? 

Mr.  Leonard.  In  the  state  of  tentative  planning. 
Mr.  Multer.  What  is  the  total  aggregate  cost  carried  on  the  hooks 
of  the  Federal  Reserve  of  all  its  brandies  and  buildings,  both  in  Wash- 
ington and  elsewhere? 

Mr.  Leonard.  We  have  a  table  in  the  annual  report.  At  the  end  of 
the  year  the  carried  value  of  all  of  the  Federal  Reserve  bank  and 
branch  buildings  were  $73  million,  and  they  had  $4,600,000  other  real 
estate  acquired  for  banking  house  purposes. 

Mr.  Multer.  And  that  compares  with  your  total  capital  stock  of 
three-hundred -twenty -odd  million  dollars. 

Mr.  Leonard.  Three-hundred-thirty-odd  million  dollars,  and  seven- 
hundred-odd  million  dollar  surplus. 

Mr.  Multer.  So  that  by  raising  or  eliminating  the  limitations  now 
on  the  statute,  the  Board  would  be  free  to  do  as  it  pleased,  tear  down 
existing  structures,  build  new  ones,  do  anything  they  pleased  without 
limit,  as  to  the  amount  that  may  be  spent,  either  on  any  individual  or 
specific  building  or  on  the  overall  program ;  is  that  correct  ? 

Mr.  Leonard.  That  is  correct.  They  are  bound  by  the  judgment 
and  control  of  the  Board.  All  of  these  huilding  programs  are  subject 
to  the  specific  approval  of  the  Board  of  Governors. 

Mr.  Multer.  Do  yon  think  it  is  proper  that  the  Board  have  this 
unlimited  right  when  the  statute  limits  and  charges  you  with  the  duty 
of  seeing  that  banks  that  are  members  of  the  System  do  not  go  beyond 
certain  limitations  as  to  bunk  premises? 

Mr.  Leonard.  That  is  a  policy  question.   Are  you  asking  me? 
Mr.  Multer.  Anyone  from  the  Board  who  wants  to  answer  it. 
Mr.  Martin.  Yes;  I  think  it  is  proper,  Mr.  Multer. 
At  the  risk  of  putting  in  your  mind  the  suggestion  that  there  ought 
to  be  a  limitation  on  head  offices,  there  is  no  such  limitation  at  the 

present  time,  and  oil  this  does  is  make  the  branch  office  the  same  as 

Mr.  Multer.  I  thought  there  was  a  limitation  on  the  head  offices, 
and  that  is  why  I  asked  the  question. 
Mr.  Martin.  No,  no  limitation  on  the  head  offices. 

Mr.  Multer.  It  isn't  necessary  to  have  authorization 

Mr.  Martin.  There  never  has  been  since  the  Federal  Reserve  Act. 
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Mr.  Multeb.  I  understand  at  one  time  you  had  to  come  in  and  g^v^ 
some  authorization. 

Mr.  Leonard.  That  refers  to  branch  buildings  only. 

Mr.  Multer,  Why  shouldn't  there  be  a  limitation  on  the  Feder^ic 
Kesorve  System  as  to  both  head  office  buildings  and  branch  building^™ 
to  the  same  extent  we  have  it  on  the  member  hanks  !    The  law  fixes 
maximum  for  member  banks,  does  it  not  1 

Mr.  Leonard.  That  maximum  would  be 

Mr.  Martin.  Could  I  ask  Mr.  Hexter  to  read  the  statute  ( 

Mr.  Multer.  Surely. 

Mr.  Hexter.  There  is  no  actual  limit  under  the  Federal  Reserve  Ax=^^ 
on  bank  member  premises,  Mr.  Multer.    The  statute  provides  that  n 
national  bank,  without  the  approval  of  the  Comptroller  of  the  Cui_ 

rency,  and  no  State  bank,  without  the  approval  of  the  Board  of  Gos 

ernors  of  the  Federal  Reserve  System,  shall  invest  in  bank  premia^sE 
an  amount  in  excess  of  its  capital  stock. 

Mr.MuLTER.  Thatisalimitation.isn'tit? 

Mr.  Hexter.  Sot  an  actual  limitation.    It  is  subject  to  supervision—-* 
In  some  cases  it  is 

Mr.  Multer.  That  is  the  point  I  make.  If  the  member  banks  cannot    — 
do  it  without  supervision,  why  should  the  Federal  Reserve  banks  do 
it  without  supervision ! 

Mr.  Martin.  The  Federal  Reserve  does  have  supervision.  The 
Board  of  Governors  is  working  full  time  on  this, 

Mr.  Multer.  But  the  Board  of  Governors  is  representing  the  entire 
System,  is  that  right!  Shouldn't  there  be  any  supervision  by  the 
Congress  over  what  you  are  doing?    You  are  an  agent  of  Congress. 

Mr.  Martin.  Well,  the  Federal  Reserve  Act — all  that  you  are  sug- 
gesting in  this  case  is  that  the  same  treatment,  the  same  discretion  be 
given  us  with  respect  to  branch  buildings  that  is  given  us  with  respect 
to  head  offices  ? 

Mr.  Multer.  I  am  suggesting  what  we  ought  to  do  is  recommend 
the  other,  that  the  Congress  be  given  the  right  of  approval  or  dis- 
approval as  to  what  you  may  do  beyond  certain  limits  on  all  of  your 
buildings,  branch  and  head  offices. 

Mr.  Martin.  Well,  I  don't  think  that  it  is  necessary,  but  I  suggested 
to  you  in  your  question  on  the  other,  since  you  were  talking  about  this 
specific  bill,  that  you  could  take  the  position  that  we  shouldn't  have 
the  discretion  on  the  head  offices  as  well  as  the  branch  offices,  but  if 
wo.  are  going  to  have  the  discretion  on  the  head  offices,  I  think  we 
should  have  it  on  the  branch  offices,  which  are  infinitely  less  im- 
portant. 

Mr.  Multer.  Well,  I  was  under  the  impression  that  we  had  super- 
vision over  the  Board  as  to  its  head  offices.  I  think  we  should  have 
it  on  both.  There  should  be  a  limit  fixed  in  the  first  instance,  and 
then  if  you  want  any  more  than  that,  come  to  the  Congress  for  ap- 
proval. 

Mr.  Martin.  Well,  I  merely  made  the  observation  that  I  don't  think 
that  limitation  is  necessary,  and  I  think  it  is 

Mr.  Multer,  Now,  let's  take  it  with  reference  to  the  member  banks 
iinil  the  national  banks,  the  limitation  presently  without  approval  is, 
I  think,  50  percent  of  capital  stock,  is  it  not ! 
Mr.  Hexter.  100  percent,  Mr.  Multer. 

Mr.  Multer.  Isn't  that  the  amendment  that  is  proposed,  to  make 
it  100  percent! 
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Mr.  Hextkr.  No,  the  present  provision  is  the  amount  of  the  capital 
afcock  of  the  member  bank. 

Mr.  Multer.  That  is  the  present  provision. 
Mr.  Hexter.  Yes. 

Mr.  Mtjlter.  The  amendment  is  merely  a  change  of  language? 
Mr.  Hexter.  I  believe  that  the  amendment,  Mr.  Multer,  would 
■rshangu  it  from  100  percent  of  capital  stock  to  either  that  amount  or 
■C50  percent  of  capital  plus  surplus,  whichever  is  greater. 

Mr.  Multer.  Which  would  obviously  in  most  instances  create  an  in- 
«=rease  on  what  they  could  spend. 

Mr.  Hexter.  In  most  instances,  I  believe  so ;  yes,  sir. 
Mt.Mui.ter,  Is  that  right} 
Mr.  Martin.  I  think  that  is  right. 

Mr.  Multer.  Now,  tell  me,  do  you  know  of  a  single  instance  in  the 
country,  member  bank,  nonmember  bank,  or  national  bank,  that  has 
"fcank  premises  that  are  equal  to  the  capital}  Never  mind  the  capital' 
and  surplus,  but  equal  to  the  amount  of  capital ? 

Mr.  Martin.  Mr.  Hexter  says  there  are  cases  of  that  sort. 
Mr.  Multer.  I  would  like  to  have  you  submit  a  list  of  those  banks, 
if  you  will,  please. 
■     (The  date  requested  above  are  as  follows :) 

List  of  State  member  bnnks  tu  of  Mar.  H,  1957  (call  report),  where  investment 
In  Son  It  premises  equals  or  exceeds  amount  of  capital  stock  (in  no  case  does 
investment  exceed  bank's  total  capital  stock,  surplus,  and  undivided  profits)  * 


„„. 

Investment 
In  bank 
premises 

Capital  atook 

11,045,  WO 

3,12,300 

i, ias, too 

S3.00D 

37,300 
118,300 
104,600 

101,000 

321 1  BOO 

183,600 
118,100 
131,700 

7^200 

122!  ooo 
on!  ooo 

192,000 
54,800 
37,  BOO 

290,000 
70,000 

132,900 
68,100 

111!  800 

7s!ocw 

200,000 
^75,000 

(1,822,500 

2,750,000 

2S.0OO 

73,000 

300,000 

Dniw  Btste  afivlnv-  :'m.jt.  I'.j-.  . 

50,000 

Arnold  Saving.  Bulk.  *mnl<!.  \1u 

75,000 

South  Main  Stale  Ea:ik.  Jlm.-nir..  Ti-<t  -  — 

51  "1,000 

■  Lilt  does  not  Include  cases  whori1  bank  promises  may  be  subject  to  outola 
Note.— The  Board  does  not  have  the  nyiWsted  Information  Involving  nst 
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Typical  cages  of  State  member  bank  applications  for  authority  under  tee.  t^A 
of  the  Federal  Reserve  Act  to  invest  more  than  100  percent  of  capital  stock  in 
bank  premises 


nook 

nluoofbanfep 

remises 

CajiluJ 

Surplus. 

Bank 

Existing 

Proposed 

addition 

nu 

A 

$14,000 

33,000 
(') 
Z7.S00 
84.0OU 
6.232.790 
t  6, 050,  oou 

"(ISO,  000 

naolooo 
<21o|000 

$104,000 
130,000 

wuiooo 

]i,ew,7tw 

(100,000 

110,000 

100,000 

60,000 
300,000 

7,  MO,  000 

1160,000 
360,000 
100,000 

60.000 

600,000 
10,  MO,  000 

me,  ooo 

ISO,  OK 
1,037, 1M 

D 

11,882,790 

37,000,000 

New  building. 
Reiuodelintt. 
Leased  quarters. 

Remodeling  and  branch  construction. 
Mortgage. 
Leasel  mid  ii 
I  ore  .—For 


Mr.  SIolter.  Now  let  me  say  to  you  that  I  have  examined  over  the 
weekend  some  50  different  bank  statements  of  banks — that  is,.  State 
member  banks  and  national  banks.  I  haven't  been  able  to  find  a  single 
instance  where  the  amount  carried  for  bank  premises  and  furniture 
and  fixtures  even  equals  the  amount  of  the  capital.  If  that  is  so,  I 
would  like  to  know  why  it  is  necessary  to  give  any  member  bank  or 
national  bank  the  right  to  increase  that  kind  of  realty  investment  to 
the  amount  of  50  percent  of  capital  and  surplus. 

Mr.  Martin.  Mr.  Ilexter  will  comment  on  this. 

Mr.  Hexter.  Mr.  Multer,  I  can  assure  you  from  my  own  experience 
that  there  are  constantly  coming  to  the  Board  of  Governors  requests 
by  member  State  banks  for  authority  to  invest  more  than  the  amount 
of  their  capital  stock  in  bank  premises.  It  is  not  a  large  number, 
relative  to  the  number  of  banks  in  the  country,  and  for  large  banks 
generally  it  is  not  true.    I  believe  the  bank  premises  investments  of 
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member  banks  generally  are  relatively  a  small  percentage  of  capital, 
because  bank  premises  are  written  down  on  the  books  of  the  banks 
as  the  years  go  on.  But  there  are  a  substantial  number  of  such  situ- 
ation^ and,  if  you  wish,  a  list  can  be  made  up,  although  there  would 
be  a  bit  of  trouble  involved  in  doing  so. 

Mr.  Multer.  I  would  be  interested  in  seeing  a  typical  list.  I  don't 
think  there  are  a  great  many.    Give  us  the  total  number  and  a  few 

nical  instances. 
[r.  Hextek.  From  the  past  year 3 

Mr.  Multer.  Yes,  during  the  past  year. 

I  think  you  will  all  agree  that  the  most  expensive  real  estate  in  the 
country  is  in  the  financial  district  of  Manhattan,  the  so-called  Wall 
Street  district.  Is  that  a  fair  statement,  the  most  expensive  real  estate 
in  the  country  is  located  in  the  tip  of  Manhattan,  the  so-called  financial 
district? 

Mr.  Martin.  I  rather  doubt  it  now,  Mr.  Multer. 

Mr.  Multer.  Where  is  there  an  area  more  expensive  for  real  estate 
for  offices  and  industrial  purposes  and  commercial  purposes  8 

Mr.  Martin.  I  don't  know,  but  I  expect  up  to  midtown  Manhattan 
costs  as  much  if  not  more  now,  Mr.  Multer,  than  Wall  Street. 

Mr.  Multer.  It  is  coming  up,  hut  it  isn't  quite  as  expensive  yet. 

Mr.  Martin.  If  you  take  the  charges  in  the  projected  Park  Avenue 
area  for  business  purposes — now  I  am  not  talking  about  apartments — 
I  think  you  will  find  the  new  rates  will  compare  pretty  favorably. 

Mr.  Multer.  Suppose  we  take  it  as  the  island  of  Manhattan,  is  there 
any  other  area  in  the  country  where  you  have  commercial  property 
that  is  more  expensive  or  that  has  a  greater  value  than  in  Manhattan  ? 

Mr.  Martin.  Well,  I  would  think  it  would  certainly  rate  pretty 
high. 

Mr.  Patman.  Mr.  Multer,  will  you  pardon  me?  I  think  we  should 
have  inserted  in  the  record  the  table  the  gentleman  read  from  about 
the  value  of  these  buildings.  He  did  not  tell  the  whole  story.  That 
is,  that  the  cost  of  these  buildings  was  about  $150  million. 

Mr.  Leonard.  I  respond  to  the  question,  which  was  the  book  value. 

Mr.  Patman.  I  understand.  You  did  not  intend  to  mislead  the 
committee.  You  just  failed  to  spell  out  this  particular  point,  which 
I  think  is  important. 

Mr.  Martin.  I  would  be  very  glad  to  have  that  in  the  record. 
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(The  data  referred  to  above  is  as  follows :) 


Federal  Rewve  bank  or  branch 


N"i".v 


Oklahoma  Clly 


i'.M-'.fr 

I,     li«-.     INK 

86,007 

ias,Ms 

IS.  71 K) 
M',7',4 
.■.'.;:-.  Bi 

l&o.sai 

;y.i.  '»« 


■J.. -.<.■■!.  ::u 

a',  m,  sat 

I'S^i'.IN 

]:<7. 10) 

.=.:■!.  ■i:w 

1,731.  1171 

ira,  45., 

fl.S60.W0 

-.SHUSl 


662,181 
"i.  ISO," Ml 


01.648 
32,67S 


,SElll    ]■  :    .P. 


Ponin;  .. 
Palt  i .,--  (-11 

SeatUn 

Total.. _ 


■a,  a*s.  t»s 
.'.(<■■,.  -tj-;i 

:t.JHS.7!H 


■i,7h  2*.s 
.Trtl.W. 
1172,203 


6.112,027 
.-..  i-j:h,  itio 
1,738.490 

2, 127!  SW 

Ml, 17.2 

7.  ,v(a.  4'«> 

1M, 363 

.-,.  :mj.  i;r,h 

-'.■VM. 1.71 
J.'.'1-.7I.< 

LttU 

2,7,77.  I'M 
.'■.N7I-1.737 
«.  113.  441 
J.  -17(1,  'Nil 

540,338 
2,808,876 


OTHER  REAL  ESTATE  ACQUIRED  FOR  BANKING  HOUSE  PURPOSES 


1146,  M0 
422,110 
1,340,000 
480.11! 
7$,  002 
40,747 
37,000 

1146,540 
433,110 
3, 080.  KB 
406,111 
304.391 
70,111 
87,000 
431,  IBS 

•mm 

433,110 
3,002.840 

ttS, 411 
73,  BO 
TO,  HI 
87,000 

431,008 

SI,  607, 697 

1132,400 

103,300 

66,~8M 

Salt  Lake  City 

Total 

2,079.110 

1,800,S21 

188,316 

4,808,305 

4, 008, 478 

pletloD  of  pfoKraini 


Mr.  Mui.ter.  'ITie  point  I  now  make  with  reference  to  the  bank  prem- 
ises and  value  of  real  estate — I  don't  care  whether  you  take  a  small 
bank  or  the  largest  bank,  whether  it  is  the  First  National  City  Bank, 
which  is  the  largest  in  the  city,  I  think  the  second  largest  in  the  coun- 
try, or  any  of  the  small  banks  in  the  city  of  New  York,  where  real 
estate  is  so  terribly  high  and  costs  of  construction  so  terribly  high. 
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You  don't  find  one  of  them  that  has  a  cost  of  both  equipment  and  bank 
promises  that  is  even  equal  to  their  capital. 

Now,  if  that  is  so,  and  the  same  thine  is  true  in  California,  the  same 
thins  is  true  with  reference  to  the  banks  in  Texas,  I  can't  see  why  you 
xieedthis  increase  for  bank  premises.  They  are  a  piece  of  property,  it 
is  a  specialty,  it  can  be  used  invariably  for  nothing  except  bank  pur- 
poses ;  now,  I  don't  know  why  you  would  want  to  allow  any  bank  to 
freeze  any  of  its  assets  to  that  extent 

Mr.  Mukma.  Mr.  Multer,  is  that  a  correct  statement,  that  most  of 
Che  bank  building  is  devoted  to  banking  purposes? 
Mr.  Multer.  Yes,  air. 

Mr.  Mumma.  How  about  those  dozens  of  floors  that  are  above  the 
tanking  space. 

Mr.  Multer.  You  will  find  in  most  instance  the  banks  in  large 
office  buildings  are  in  rented  space. 
Mr.  Mumma.  Rented? 
Mr.  Multer.  Yes. 

Mr.  Mumma.  That  is  what  I  maintain  is  not  used  for  banking 
purposes. 

Mr.  Multer.  Let  Mr.  Martin  answer  the  question. 
Is  it  not  a  fact  that  banks  are  prohibited  from  investing  in  or  own- 
ing office  buildings,  commercial  buildings,  which  they  rent  to  other 
tenants  ?  They  can  own  them  for  their  own  use,  but  have  they  a  right 
to  build  a  skyscraper  and  rent  out  everything  except  2  or  3  floors  that 
they  use  for  banking  purposes  ? 

Mr.  Martin.  We  nave  held  that  they  can,  Mr,  Multer. 
Mr.  Multer.  You  have  held  that  they  can  ? 
Mr,  Martin.  The  courts  have  held  that  they  can. 
Mr.  Multer.  Well,  now,  have  you  any  recommendation  with  refer- 
ence to  that?    Should  banks  be  permitted  to  invest  their  money  to  that 
extent  in  commercial  property  f    There  is  no  other  instance  that  they 
are  permitted  to  buy  and  operate  commercial  property. 
Mr.  Martin.  Mr.  Hexter  will  comment  on  that. 
Mr.  Hexter.  The  reason,  Mr.  Multer,  the  courts  have  given  for  au- 
thorizing banks  to  erect  multistory  buildings  in  which  they  occupy 
only  a  few  floors  is  that  banks,  the  courts  have  said,  must  efficiently 
be  located  in  the  heart  of  a  business  district  where  economic  use  of  land 
requires  multistory  buildings,  and  it  seems  unreasonable  to  require  a 
bank  to  buy  an  expensive  piece  of  land  and  build  a  3-story  Duild- 
mgwhen  all  of  the  buildings  around  are  10-story  buildings. 

The  bank  would  be  paying  a  great  deal  for  its  space  if  it  couldn't 
utilize  the  airspace  above  its  own  floors  and  rent  that  area. 

It  iB  just  a  matter  of  economics  and  efficiency,  apparently,  and  the 
courts  have  recognized  that. 

Mr.  Multer.  Well,  the  courts  may  have  recognized  it,  but  I  think 
there  are  very  few  judges  and  very  few  courts  that  qualify  as  bankers. 
Is  there  any  other  instance  where  a  member  bank  or  national  bank 
is  permitted  to  invest  in  real  estate  ?  I  am  not  talking  about  where 
they  have  to  acquire  a  piece  temporarily  to  liquidate  a  loan,  but  in 
the  first  instance  to  go  out  and  invest  their  money,  their  own  capital 
and  surplus,  or  their  depositors'  money,  in  commercial  properties. 

Mr.  Hexter.  No;  the  legal  requirement  is  that  the  banks  own  prop- 
erty only  for  their  own  operations,  reasonably  necessary  for  their 
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own  operations,  which  has  been  construed  to  permit  the  erection  of 
multistory  building  where  that  is  economically  appropriate. 

Mr.  Multer.  Now,  do  I  understand  that  the  Board  of  Governor""- ' 
goes  along  with  that  court  reasoning  and  approves  that  court  reason_  - 

Ewi 

Mr.  Martin.  Yes.  I  think  there  is  no  question  about  that  We  have 
a  beautiful  new  building  in  Mr.  Patman  8  State  in  Dallas.  Now  you 
can't  tell  what  the  future  expansion  of  an  area  is  going  to  be,  and  the 
bank  that  wants  to  develop  its  quarters  ought  not  to  be  limited  in  such 
a  way  that  10  or  20  years  from  now  the  development  precludes  their 
doing  anything  except  tearing  down  what  they  have  and  beginning 
over  again. 

Mr.  Multer.  Do  you  seriously  approve  using  depositors'  money  for 
that  kind  of  purpose  where  you  are  thinking  about  what  the  expan- 
sion requirements  will  be  ? 

Mr.  Martin.  Now,  limitations  have  been  placed  on  that,  Mr.  Multer. 

Mr.  Multer.  Limitations  by  whom,  the  Board  or  the  courts  S 

Mr.  Martin.  By  law.    Will  you  give  the  law  on  that,  Mr.  Hexter? 

You  see,  this  new  law  is  simply  making  it  possible  for  some  smaller 
banks  that  hare  come  in  and  requested  consideration  along  these  lines 
to  do  what  the  larger  banks  are  much  more  able  to  do  today. 

Mr.  Multer.  I  am  more  concerned  about  the  small  banks  not  putting 
in  all  of  their  capital  or  surplus  or  a  substantial  part,  freezing  it  into 
real  estate. 

Mr.  Hexter.  I  might  say  in  connection  with  the  smaller  banks — 
and  it  is  usually  in  connection  with  smaller  banks  that  this  occurs — 
the  large  New  York  City  banks,  for  example,  don't  have  any  prob- 
lem under  the  law  with  respect  to  the  adequacy  of  their  capital  for 
bank  premises  purposes — the  Board  has  on  a  number  of  occasions 
requested  a  member  bank  to  modify  a  building  program  or  to  restrict 
it  because  of  the  Boards  feeling  that  the  bank's  program  was  ex- 
cessive in  the  light  of  the  bank's  capital  and  its  responsibilities  to 
depositors,  and  it  was  for  that  purpose,  I  presume,  that  Congress 
gave  the  Comptroller  of  the  Currency,  in  the  ease  of  national  banks, 
and  the  Board,  in  the  case  of  member  State  banks,  the  authority  to 
restrict  expenditures  for  bank  premises  in  excess  of  the  bank's  capital 
stock. 

Mr.  Multer.  Well,  shouldn't  there  be  any  standards  set  up  as  to 
those  matters,  either  in  the  law  or  by  regulation  ? 

Mr.  Martin.  There  is  a  standard  here  in  the  law,  the  new  law. 

Mr.  Hexter.  There  is  a  quantitative  limit. 

Mr.  Multer.  That  is  hardly  a  standard.  It  simply  says  you  cant 
go  beyond  that  amount  without  approval.  Under  what  circumstances 
would  the  approval  be  granted? 

Mr.  Hexter.  The  Board  has  always  taken  the  position,  in  passing 
upon  applications  for  investment  in  bank  premises  in  excess  of  the 
amount  mentioned  in  the  statute,  that  the  general  public  interest, 
the  soundness  of  the  bank,  and  such  factors  are  the  standards,  the 
criteria. 

Mr.  Multer.  Well,  now,  whether  the  bank  is  in  Dallas,  Tex. — and 
I  think  1  know  the  bank  you  have  in  mind — or  in  New  York  City  or 
anywhere  else,  do  you  think  it  is  proper  that  the  bank  should  take 
its  capital  and  surplus  and  freeze  it  into  a  commercial  building) 
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I  think  in  that  instance,  it  may  be  a  20-story  building,  am  I  right? 

Mr.  Martin.  It  is  a  large  building. 

Mr.  Multer.  It  is  at  least  20  stories  or  more,  the  1  in  Dallas,  the 
xiewest  hank  building.  Mr.  Patman  says  40.  It  has  been  some  time 
Since  I  have  been  there,  but  somewhere  between  twenty  and  forty 
stories.    I  think  the  bank  occupies  about  8,  or  4,  or  5  floors. 

■  Do  you  think  it  is  proper  for  any  bank  to  invest  its  capital  and 
surplus  in  that  kind  of  a  venture?  That  becomes  mainly  a  real  estate 
"renture,  does  it  not  ? 

'  Mr.  Martin.  At  a  certain  point,  it  does,  but  that  is  a  matter  of 
judgment  that  has  to  be  exercised,  and  that  is  why  we  have  the  statu- 
tory provision  here. 

Mr.  Multer.  And  you  think  it  is  perfectly  safe  to  increase  the  limi- 
tation in  the  statute. 

■  Mr.  Martin.  I  think  this  statute  is  all  right,  because  I  think  that 
the  number  of  smaller  banks  that  have  had  a  real  need  for  quarters 

Mr.  Multer.  Is  this  the  statute  or  the  proposed  change? 

Mr.  Martin.  The  proposed  change. 
"  Mr.  Mumma.  Up  to  a  certain  point  it  would  be  a  matter  of  cutting 
down  the  bank's  expense  or  overhead ;  they  would  be  getting  some 
revenue  out  of  it.  After  that  it  may  be  a  little  commercial,  but  if 
you  were  in  business,  that  is  one  of  your  first  points,  to  cut  down 
your  overhead,  your  expenses,  legitimately. 

Mr.  Multer.  Well,  I  know  the  trend  today  is,  and  if  I  were  going 
into  any  kind  of  business  venture,  I  would  seek  to  rent  rather  than 
to  buila  and  own,  if  the  space  were  available,  particularly  with  the 
tax  structure  what  it  is.    My  entire  rent  is  a  deductible  expense. 

Mr.  Martin.  That  is  a  matter  of  business  judgment,  though,  is  it 
not,  Mr.  Multer? 

Mr.  Multer.  Yes,  of  course  it  is.  But  now  let's  get  back  to  the 
precise  problem. 

Mr.  Mumma.  Mr.  Multer,  one  more  question. 

Mr.  Multer.  I  don't  think  any  bank  lias  a  right  to  take  depositors' 
money  and  invest  it  in  real  estate. 

Mr.  Martin.  We  are  not  talking  about  depositors'  money,  it  is  share- 
holders' money. 

Mr.  Multer.  Let's  get  to  that.  I  think  it  is  particularly  important 
with  respect  to  a  small  bank.  If  you  have  a  small  bank  that  has 
$260,000  in  capital  and  surplus,  and  you  are  going  to  let  them  put 
$125,000  in  a  building,  whether  all  for  their  own  use  or  part  rented 
away,  instead  of  having  $250,000,  they  then  have  $125,000  plus  a 
piece  of  real  estate,  is  that  right? 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  You  wouldn't  let  that  bank  put  $125,000  into  a  com- 
mercial building  where  its  office  was  not  located,  would  you? 

Mr.  Martin.  So. 

Mr.  Multer.  Now  Hie  fact  of  the  matter  is  if  the  banks  were  com- 
pelled to  operate  solely  on  the  basis  of  their  capital  and  surplus,  and 
•11  of  their  earnings  came  only  from  their  capital  and  surplus,  they 
wouldn't  make  enough  money  to  pay  their  expenses. 

Mr.  Martin.  That  is  right. 

Mr.  Multer.  The  fact  of  the  matter  is  that  practically  all  of  their 
earnings,  the  bulk  of  their  earnings,  is  earned  on  the  depositors'  money 
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that  they  invest,  and  which  is  anywhere  from  10  to  20  times  the  capital 
and  surplus,  is  that  right? 

Mr.  Martin.  Well,  they  wouldn't  have  any  expenses  unless  they 
encaged  in  deposit  banking,  Mr.  Multer. 

Mr.  Multer.  They  wouldn't  have  any  earnings  if  they  didn't  have 
the  deposits  to  invest. 

Mr.  Martin.  Exactly.     That  is  why  they  go  into  the  banking 


Mr.  Multer.  Do  you  know  of  any  other  business  other  than  banking 
as  it  is  done  in  this  country  today,  where  you  can  use  services  or 
money  or  property  without  paying  for  the  use! 

Mr.  Martin.  Any  business?  Well,  all  business  is  operated  for  a 
profit. 

Mr.  Multer.  I  am  not  talking  about  that. 

Do  you  know  of  any  business  that  can  get  any  money  for  nothing! 
Do  you  know  of  any  business  that  can  borrow  money  for  nothing  I 
Do  you  know  any  business  that  can  receive  deposits  and  reinvest  the 
deposits  except  banking  without  paying  for  the  money! 

Mr.  Martin.  I  think  the  banks  are  in  business.  I  don't  think  they 
get  that  money  for  nothing.  They  open  an  account.  They  handle  the 
money.   They  render  services.   This  isn't  a  one-way  street. 

Mr.  Multer.  What  services  do  they  render  that  they  don't  get  paid 
for?  They  get  $386  million  in  the  aggregate  for  servicing  their  check- 
ing accounts  on  demand  accounts. 

Mr.  Martin.  Well,  I  think  that  the  services  that  they  render  they 
naturally  want  to  get  paid  for.  It  is  a  matter  of  judgment  as  to 
what  the  charge  is.  You  can  say  in  your  checking  account  they  ought 
to  pay  you  interest  on  it,  they  are  making  more  money  than  they 
ought  to  be  making  on  it. 

Now,  we  have  been  over  before  this  matter  of  payment  of  interest  on 
deposits,  and  we  are  all  familiar  with  the  reason  why  at  the  present 
time  we  don't  permit  the  payment  of  interest  by  banks  on  deposits,  but 
I  don't  think  that  it  is  a  free  operation.  I  don't  think  you  construe 
it  that  way,  either. 

Mr.  Multer.  Oh,  yes,  I  do.  Yes,  I  do.  That  is  one  place  where  yon 
and  I  disagree.  I  say  that  they  are  rendering  a  service  and  the  service 
they  are  rendering  they  are  paid  for  many  times  over  by  the  free  use 
of  the  deposits.  Wherever  they  are  carrying  an  account  that  isn't 
giving  them  a  profit  for  carrying  it,  they  charge  the  customer  for  car- 
rying the  account,  and  that  "is  what  the  $386  million  comes  to  as  in- 
come for  the  banks  across  the  country.  That  is  what  they  get  for 
servicing  the  accounts  that  aren't  paying  them  enough  in  the  interest 
that  they  earn  on  the  investment  of  those  deposits. 

Mr.  Martin.  Let  Mr.  Thomas  give  you  a  few  figures  here  on  earn- 
ings and  expenses. 

Mr.  Thomas.  All  member  banks  earned  last  year  about  $6  billion. 
Their  expenses  were  $3,700  million  of  which  service  charges  on  de- 
posits of  $310  million  was  less  than  one-tenth,  and  that  only  covers  a 
very  small  part  of  the  expense  of  carrying  those  deposits  and  running 
the  banking  business. 

Their  net  profits  were  a  billion  dollars,  and  the  average  of  net  profits 
to  total  assets  was  one-half  of  1  percent.  That  is  what  the  hanks  have 
as  net  earnings  on  their  deposits,  one-half  of  1  percent,  after  paying 
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all  of  the  expenses  of  providing  the  services  that  banks  perform  for 
the  public, 

Mr.  Multer.  Those  net  earnings^  of  course,  to  the  banks  are  after 
the  payment  of  officers*  salaries,  which,  of  course,  must  be  paid.  That 
is  right:  is  it  not  ! 

Mr.  Thomas.  Over  the  payment  of  all  expenses. 
Mr.  Multkr.  And  the  other  side  of  the  picture  is  that  the  capital 
accounts  of  the  banks — and  I  don't  know  why  this  is  listed  in  bulk 
instead  of  separating  capital  and  surplus— but  on  page  784,  under  all 
banks  of  the  current  report,  you  list  capital  and  miscellaneous  accounts, 
net,  $21  billion. 

Now,  that  includes  capital,  it  includes  surplus.  What  else  does  it 
include! 

Mr.  Thomas,  Undivided  profits  and  certain  types  of  reserves  for 
special  purposes. 

Mr.  Multkr.  Reserves  for  losses. 

Mr.  Thomas.  As  a  matter  of  fact,  some  reserves  for  losses  are  de- 
ducted from  the  assets. 

Mr.  Multer.  Is  the  stock  they  own  in  the  Federal  Reserve  banki 
included  in  that! 

Mr.  Thomas.  That  is  an  asset,  not  a  capital  figure. 

Mr.  Multer.  As  against  that,  we  have  total  deposits  and  currency 
of  $228  billion,  and  we  have  Treasury  currency  outstanding,  $5  billion, 
gold,  $22  billion,  so  if  you  took  all  of  that,  which  we  shouldn't,  but  let's 
take  all  of  that 

Mr.  Thomas.  Look  at  the  table  on  785,  for  all  commercial  banks. 
That  is  the  relevant  figure.  You  have  total  assets  of  $209  billion  in 
March,  and  capital  accounts  of  16.6. 

Mr.  Multer.  Billion! 

Mr.  Thomas.  Yes. 

Mr.  Multer.  So,  if  they  were  simply  investing  their  own  capital 
surplus 

Mr.  Thomas.  They  would  be  investment  trusts  instead  of  banks. 

Mr.  Multer.  So  the  bulk  of  the  money  they  are  earning,  including 
all  of  the  expense  of  operation,  including  officers'  salaries,  is  coming 
out  of  the  $209  billion  of  depositors  money ;  isn't  that  so  t 

Mr.  Thomas.  In  return  for  the  services  of  the  checking  accounts 
that  they  give  the  depositors. 

Mr.  Multer.  And  for  which  they  get  $386  million. 

Mr.  Thomas.  Well,  that  only  covers  a  very  small  part  of  the  expense 
of  running  a  bank. 

Mr.  Multer.  And  the  rest  of  it  comes  from  the  investment  of  the 
depositors  money. 

Mr.  Thomas.  Making  loans,  investments,  and  so  on. 

Mr.  Martin.  The  rest  of  it  comes  from  the  banking  business, 

Mr.  Multer.  That  is  right. 

Mr.  Thomas.  Investment  trusts  get  12  percent  or  8  percent,  or  some- 
thing like  that  for  investing  money. 

Mr.  Multer.  Before  I  yield,  is  there  any  further  comment  yon 
would  like  to  make  for  the  benefit  of  the  committee  as  to  why  these 
banks  should  not  pay  interest  on  depositors  accounts  other  than  that 
the  statute  prohibits  it? 
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Mr.  Martin.  I  think  there  is  a  very  real  question  as  to  whether  the=£1 
can  do  it,  and  do  it  effectively,  without  impairing  the  whole  bankur — *% 
system  today. 

It  is  something  perhaps  we  can  come  back  to,  but  we  have  talke^»-^es 
about  it.  It  would  be  very  disadvantageous  to  the  small  banks,  «^ 
think,  particularly  in  the  competitive  situation.  I  think  that  that  ^t 
the  basic  consideration  here,  and  I  don't  think  the  banks  have  excessr*"-*^--*" 
earnings  in  any  sense  of  the  word  at  the  present  time. 

Mr.  Multer.  I  don't  want  to  get  into  the  question  of  whether  eai 
ings  are  high  or  low,  but  we  do  know  they  have  thrived  very  well  a 
have  done  very  well  during  the  past  5  years. 

Mr.  Martin.  Which  we  all  want  them  to  do,  Mr.  Multer. 
Mr.  Thomas.  One  percent  interest  on  demand  deposits  would  n 
than  wipe  out  all  of  the  profits  that  the  banks  make. 

Mr.  Talle.  Mr.  Multer,  according  to  the  figures  I  have  seen,  the  n  & 
return  to  the  banking  business  is  considerably  lower  than  the  net  no- 
turn,  let  us  say,  in  manufacturing.    I  am  glad  they  are  all  doing  well 
I  am  happy  about  that.    It  means  good  jobs  for  many  people. 

But  in  relation  to  profits  earned,  net  profits  in  other  fields,  I  can't 

find  that  the  banks  are  doing  better  than  I  would  like  to  have  them  do. 

Mr.  Martin.  That  is  certainly  my  judgment,  Mr.  Talle. 

Mr.  Multer.  Do  you  know  any  bargains  in  banks  that  could  be 

bought,  do  you  know  any  bargains  in  bank  stocks  that  could  ba 

bought? 

Mr.  Martin.  I  can't  say  that  I  do. 

Mr.  Multer.  I  am  asking  in  public.    I  don't  want  a  private  tip. 
Mr.  Martin.  If  I  knew  any  as  a  responsible  Government  official,  I 
shouldn't  be  giving  any  tips. 

Mr.  Multer.  Well,  as  a  matter  of  fact,  the  bank  stocks  are  selling 
at  well  above  book  value,  aren't  they  ? 

Mr.  Martin.  The  market  in  bank  stocks  has  improved  in  the  last 
couple  of  years  with  their  earnings,  but  the  problem  has  been  that  the 
low  earnings  relatively  of  the  banks  have  made  it  very  difficult  for 
them  to  raise  new  capital. 

Mr.  Multer.  Isn't  that  really  due  to  the  fact  that  they  will  not  file 
statements  and  publicly  disclose  the  internal  operations  of  the  banks! 
Mr.  Martin.  No,  I  don't  think  that  is  true.  I  think  the  banks  dis- 
close all  pertinent  information.  I  think  that  the  banks,  and  I  think 
that  the  basic  point  here  is  that  all  indications  of  credit  through  the 
banking  system,  the  private  banking  system,  is  one  of  the  most  im- 
portant functions  that  there  is,  and  I  think  that  I  would  not  want  to 
see  the  Government  allocating  that  credit,  but  I  think  the  Government 

has  a  very 

Mr.  Multer.  I  am  not  talking  now  about  allocation  of  credit.  I 
am  talking  about  internal  operation  of  the  bank.  I  don't  want  to 
know  who  they  are  lending  money  to  and  how  much  each  loan  is. 

I  am  talking  about  the  internal  operations  of  the  bank,  who  the 
officers  are,  what  salaries  they  are  getting,  what  bonuses  they  are  get- 
ting, what  expenses  they  are  getting.  Why  shouldn't  that  be  public 
information  ? 

Mr.  Martin.  The  banks  give  general  disclosure  that  seems  to  me  to 
be  quite  adequate. 
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Mr.  Multer.  Did  you  ever  see  a  bank  operating  statement  published 
in  any  newspaper  or  trade  publication  ?  Not  the  financial  statement, 
the  operating  statement. 

Mr.  Martin.  I  have  seen  a  good  many  of  them,  Mr.  Multer.  I  see  a 
great  many  privately  that  I  don't  see  publicly,  so  I  may  have  my  mind 
confused. 

Mr.  Multer.  I  have  seen  many  privately  too,  but  I  have  yet  to  see 
one  that  appeared  publicly.  I  can't  remember  a  single  instance  in 
10  years  that  I  saw  an  operating  statement  of  a  bank  in  any  publica- 
tion, any  newspaper  or  trade  publication. 

Mr.  Thomas.  Most  of  the  big  New  York  banks  now  do  it  once  or 
twice  a  year. 

Mr.  Multer.  The  operating  statement  ? 

Mr.  Thomas.  Earnings  ana  expenses,  yes. 

Mr.  Multer.  I  thought  I  had  scanned,  those  pretty  carefully,  and  I 
can't  recall  a  single  instance.  Is  there  any  reason  wny  the  stockhold- 
ers should  not  be  advised  as  to  what  every  officer  and  top  echelon  em- 
ployee at  the  bank  is  getting  by  way  of  salary,  expenses,  and  bonuses? 

Mr.  Martin.  Well,  I  don't  know.  I  haven't  gone  into  all  aspects 
of  the  disclosure  thing,  but  the  basic  point.  I  was  trying  to  make 
■was  we  have  supervision,  public  supervision  of  banking. 

Mr.  Multer.  You  don't  mean  public  supervision,  you  mean  super- 
vision by  the  Federal  Beserve  Bank,  Comptroller  of  the  Currency, 
and  FDIC. 

Mr.  Martin.  That  is  right,  that  is  public  isn't  it. 

Mr.  Multer.  And  for  the  protection  of  the  public  and  the  stock- 
holder. 

Mr.  Martin.  Well,  isn't  that  supervision  ?  This  is  what  I  am  talk- 
ing about. 

Mr.  Multer.  I  don't  agree  it  is  the  kind  of  supervision  the  public 
is  entitled  to  if  the  reports  of  what  you  are  doing  are  kept  on  such  a 
confidential  basis  that  you  will  even  refuse  to  submit  them  to  a  court. 

Mr.  Martin.  Well,  I  don't  know  about  submitting  it  to  a  court,  Mr. 
Multer. 

Mr.  Multer.  Well,  there  is  a  provision  in  this  proposed  act,  is  there 
not,  which  will  provide  in  so  many  words  that  they  will  even  be  im- 
mune from  subpena,  that  none  of  your  reports  can  be  producedin  a 
court  of  law.  That  is  a  proposed  change  in  this  statute,  am  I  right, 
Mr.Hexter? 

Mr.  Hester.  There  is  a  provision  along  those  lines,  Mr.  Mutler. 
I  believe  it  provides — T  don't  recall  it  exactly — that  they  may  be  sub- 
mitted in  appropriate  cases,  but  not  when  the  supervisory  authority 
feels  that  it  is  inappropriate  in  the  public  interest. 

Mr.  Multer.  I  think  the  language  is  the  other  way,  that  they  may 
not  be  submitted  without  the  approval.  I  think  of  the  Comptroller  in 
one  instance,  or  possibly  the  Board  in  the  other  instance. 

Why  should  the  Comptroller  or  the  Board  set  itself  up  above  a  court 
of  law  and  pay  what  should  be  produced  in  a  court  of  law,  and  what 
is  realtive  and  pertinent  to  a  case  ponding  in  a  court  of  law! 

Mr.  Hexter.  The  provision  in  the  proposed  new  National  Bank 
Act  is  section  50,  which  reads : 
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papers,  and  other  Information  obtained  by  the  Comptroller  In  the  e: 

visitatorial  powers,  shall  be  confidential  documents  privileged  against  dlscloaur* 
without  the  consent  of  the  Comptroller ;  Provided,  however.  That  such  document* 
shall  be  made  available  to  the  committees  of  the  Congress  upon  request. 

Mr.  Multer.  That  is  an  absolute  preclusion  against  their  being 
produced  in  court  pursuant  to  subpena  without  the  Comptroller? 
approval,  is  that  not  so  ? 

Mr.  Hexteb.  That  seems  to  be  the  meaning  of  it,yes. 

Mr.  Multer.  Mr.  Martin,  can  you  or  the  Board  justify  that  kind  of 
provision  I 

Mr.  Martin.  Yes,  I  justify  it.  These  are  confidential  matters,  and 
I  think  that  we  have  public  supervision  in  the  supervisory  agencies, 
and  I  think  that  the  setup  of  our  banking  system  is  one  that  requires 
the  constant  purview  of  the  Congress,  and  I  would  welcome  this 
opportunity  to  be  with  this  committee  and  visit  with  the  Congress 
at  all  times  on  it,  but  I  also  think  that  it  has  special  relationships  that 
we  ought  to  preserve. 

Mr.  Multer.  Whom  do  you  have  to  protect  in  the  confidential  rela- 
tionship i 

Mr.  Martin.  We  have  to  protect  individuals. 

Mr.  Multer.  What  individuals* 

Mr.  Martin.  That  borrow  money.  We  examine  these  banks  very 
carefully. 

Mr.  Multer.  What  protection  does  the  borrower  need  who  has  the 
bank's  money  ? 

Mr.  Martin.  Borrower ! 

Mr.  Multer.  Yes;  you  said  you  wanted  to  protect  the  borrower. 
What  protection  does  the  borrower  need  after  he  has  the  bank's 
money?  It  is  the  bank  and  the  public  that  needs  the  protection  to 
make  sure  the  money  is  paid. 

Mr.  Martin.  Would  a  borrower  want  to  be  disclosed  to  his  com- 
petitor in  the  public  press? 

Mr.  Multer.  Is  it  really  so  had  for  the  public  to  know  who  is  bor- 
rowing money!  Any  time  any  publicly  owned  corporation  borrows 
money,  it  is  advertised  in  the  newspapers.  It  is  headlined  on  the 
financial  pages,  so  the  public  will  get  in  on  the  deal. 

Mr.  Martin.  It  is  given  in  the  proper  way,  but  the  examinations 
we  conduct  of  all  aspects  of  the  operations  of  the  bank,  I  think  that 
we  should  always  view  it  in  terms  of  the  public  interest,  but  I  don't 
think  that  is  necessary  that  the  public  interest  is  being  protected  by 
spreading  out  on  the  record  the  private  transactions  of  every  in- 
dividual. 

Mr.  Multer.  That  is  another  point  where  you  and  I  disagree.  I 
think  the  Comptroller's  paramount  duty  at  all  times,  and  the  para- 
mount duty  of  FDIC  and  of  the  Federal  Reserve  Board  is  the  protec- 
tion of  the  public  first  and  if  you  must  disclose  something  as  against 
somebody  dealing  with  the  bank  in  order  to  be  sure  that  the  public 
is  protected,  it  is  just  too  bad. 

He  doesnt  have  to  borrow  money  if  he  is  not  ready  to  have  that 
matter  disclosed  if  the  public  protection  requires  it. 

Mr.  Martin,  Mr.  Multer,  the  judgment  has  to  be  made  as  to  whether 
the  public  interest  requires  it.  Now  it  may  be  adverse  to  a  business 
or  an  individual  to  have  it  disclosed  and  the  examiners  can 

Mr.  Multer.  You  mean  adverse  to  the  particular  business. 
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Mr.  Martin.  And  to  the  public. 

Mr.  Multer.  How  could  it  affect  the  public  to  know  that  a  particu- 
lar borrower  has  borrowed  mone y  ? 

Mr.  Mabtin.  You  are  taking  it  in  a  broad  sense.  I  think  that  the 
public  is  each  one  of  us. 

Mr.  Multek.  That  is  right. 

Mr.  Martin.  And  I  think  that  there  is  a  limit  on  privacy  and  the 
public  interest.  I  don't  think  every  Senator  and  Congressman,  for  ex- 
ample, should  be  required  to  list  in  the  public  press  every  time  he 
borrows  money  for  any  purpose.     I  don't  think  that  that  is 

Mr.  Multer.  Well,  here  is  one  representative  that  doesn't  agree  with 
you.  1  think  every  time  I  go  to  the  bank  and  borrow  money,  it  ought 
to  be  in  the  newspapers.  I  think  every  time  I  buy  stock,  I  should  bo 
required  to  publicize  the  fact,  because  of  the  very  position  I  hold. 

Mr.  Mabtin.  Well,  that  is  a  fine  position  for  you  to  take,  and  I  am 
not  criticizing  it.  This  is  a  matter  of  judgment.  But  I  don't  think 
that  a  public  agency,  unless  they  are  certain  that  the  public  interest 
is  going  to  be  served  by  it,  should  be  disclosing  what  your  relations  are 
with  the  bank.    Now,  that  is  just  a  difference  of  opinion  between  us. 

Mr.  Multer.  Well,  it  is  a  difference  of  opinion.  1  respect  yours,  and 
I  am  sure  you  respect  mine. 

What  about  the  Small  Business  Administration!  Should  they  dis- 
close who  they  make  loans  to  ?  And  how  much,  and  the  nature  of  the 
business  of  the  borrower  I 

Mr.  Martin.  I  presume  they  make  reports  just  as  we  make  reports 
to  the  Congress. 

Mr.  Multer.  No;  they  make  a  much  more  detailed  report,  they 
name  the  borrowers  they  ore  lending  to  month  by  month,  what  the 
nature  of  the  business  is,  and  where  they  are  located. 

Do  you  know  of  a  single  instance  where  any  such  borrower  was  hurt 
by  the  publicity  ? 

Mr.  Martin.  I  have  not  reviewed  all  of  the  cases. 

Mr.  Multer.  SBA  has  never  come  to  us  and  said  to  us.  "Look,  we 
ought  not  publicize  this  information,  we  are  hurting  the  borrowers." 

RFC  publicized  the  information  about  whom  they  were  lending 
money  to  and  how  much.  Do  you  know  of  any  RFC  borrower  that 
was  ever  hurt,  including  any  bank  that  borrowed  from  RFC* 

Mr.  Martin.  I  can't  point  out  anybody  that  was  hurt,  I  generally 
believe  in  full  disclosure. 

Mr.  Multer.  I  know  you  do.  That  is  why  I  am  surprised  to  hear 
you  say  this. 

Mr.  Martin.  But  I  think  it  is  perfectly  proper,  and  the  examiners 
ought  not  be  handicapped  in  making  whatever  comments  they  want  to 
make  to  the  supervisory  agency,  and  the  supervisory  agency  ought  to 
have  the  discretion  as  to  whether  this  is  a  matter  that  ought  to  be  made 
public  in  the  public  interest. 

_  Mr.  Multer.  Well,  if  the  particular  part  of  these  reports  or  a  par- 
ticular part  of  your  examination  needs  protection,  or  the  borrowers 
need  protection,  why  don't  we  protect  them,  or  that  particular  thing 
instead  of  closing  the  door  on  all  of  this  information  ?  Why  shouldn't 
every  stockholder  and  the  public  too,  for  that  matter,  every  depositor, 
have  a  right  to  know  how  much  the  bank  president  is  drawing  by  way 
of  salary  and  expenses  and  bonuses? 
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Mr.  Martin.  Full  discretion  is  given  to  the  supervisiory  agency  in 
that  matter.   I  don't  think  you  are  construing  this 

Mr.  Multer.  Well,  maybe  I  am  construing  it  in  the  light  of  pi ae- 

tice,  but  if  the  discretion  is  vested  in  any  agency,  you  have  never  u  __ssed 
it,  no  agency  has  used  it  to  publicize  these  facts. 

Mr.  Betts.  Would  you  yield  a  minute,  Mr.  Multer  t 

Mr,  Multer.  Yes. 

Mr.  Betts.  I  would  like  to  inquire  if  publicizing  loans  by  an  agerr  «ncy 
like  SBA  and  RFC  can't  be  distinguished  from  loans  by  banks  in  t — that 
the  funds  of  the  former  are  public  funds  and  the  taxpayers  wa^=>ul<] 
probably  be  entitled  to  know,  whereas  a  bank  is  privately  own&cL—.  . 

Mr.  Multer.  Well,  when  you  get  depositors  in  a  Dank  whose  depo^msrits 
total  $6,600  million,  do  you  think  you  have  excluded  the  public  fid  rotn 
those  depositors  ( 

Mr.  Betts.  I  will  ask  Mr.  Martin  then  if  there  isn't  a  marked  dis- 
tinction there. 

Mr.  Martin.  I  think  that  is  a  verv  valid  distinction. 

Mr.  Multer.  Well,  would  you  limit  this  information  then  to  the 
depositors  of  a  particular  bank,  and  the  stockholders  of  a  particw  jJat 
bank,  and  say  they  are  entitled  to  this  information  ?  I  don't  have  aeny 
such  money,  but  let's  assume  I  am  carrying  a  hundred  thousand  dol- 
lars in  a  bank  or  in  several  banks.  Don't  you  think  I  should  have  thB 
right  to  find  out  what  is  going  on  in  that  bank  so  I  can  make  up  my 
own  mind  as  to  whether  Iwant  to  let  that  money  stay  in  that  bank  *>r 
move  it  to  another? 

Mr.  Hexter.  Mr.  Multer,  under  the  present  National  Bank  A-*^> 
stockholders  of  a  national  bank  have  authority  to  examine  the  books 
and  records  of  the  bank  for  any  proper  purpose,  and  frequently  <k>  SJ- 

With  respect  to  the  point  you  were  making  a  moment  ago  as  to  divS  ™" 
ing  an  examination  report  and  deciding  that  some  parts  of  it  8ho**~ 
bo  disclosed  publicly  and  others  not,  an  examination  report  consists  *■* 
certain  general  figures,  and  a  large  part  of  it  consists  of  comments  **! 
a  bank  examiner  with  respect  to  individual  loans  and  other  assets.  J?* 
a  bank.  In  order  to  enable  the  supervisory  authorities  to  dec**** 
whether  a  bank's  policies  should  be  changed,  whether  this  or  that  r"^^ 
ommendation  should  be  made,  or  a  bank's  capital  protection  shot-*™ 
be  increased,  an  examiner  must  comment  on  possible  weaknesses  ,n 
particular  loans  or  other  investments. 

They  may  not  indicate  at  all  in  these  comments  that  the  borroW""61^ 
is  in  bad  financial  condition,  but  that  some  hazard  may  exist,  and  in 
order  to  be  exceptionally  careful,  the  bank  supervisors  pay  attention  ===-rto 
all  such  potential  weaknesses.  ^^ 

If  that  sort  of  information  were  disclosed  publicly,  it  could  ver^"' 
easily  be  understood  and  injure  the  borrowers  from  a  bank  becaus^*6 
of  that. 

Mr.  Mfi.tkr.  Now  lot's  be  frank  about  it.    Are  yon  afraid  that  th^^ 
borrower  may  be  injured  or  are  you  afraid  that  the  public  may  fin<y 
something  nut  about  the  internal  management  of  the  bank  and  cause- 
them  tn  withdraw  their  money  or  try  to  sell  their  stock! 

Mr.  Martin.  Well,  I  think  all  of  those  points  have  to  be  taken  into 
I'onpidoral  ion,  Mr.  Multer. 

Mr.  Mvlter,  So  what  you  are  doing  in  the  first  instance  really  by 
trying  to  cloak  these  reports  and  activities  with  a  degree  of  confiden- 
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tiality  is  to  protect  the  bank  against  its  stockholders  and  its  depositors. 

Mr.  Maktin.  Oh,  no,  you  are  trying  to  protect  everybody.  You 
are  trying  to  protect  the  general  public  interest.  That  is  the  reason 
we  have  general  supervision. 

Mr.  Multer.  Well,  what  is  the  general  public  interest  there ? 

Mr.  Martin.  I  think  a  sound  and  solvent  banking  system  is  in 
the  general  public  interest. 

Mr.  Multer.  And  why  aren't  they  entitled  to  know  that  a  particular 
bank  is  not  being  run  in  a  sound  and  solvent  manner ! 
'■  Mr.  Marti  it.  If  a  particular  bank  is  not  being  run  in  a  sound  and 
solvent  manner,  in  the  judgment  of  the  authorities,  steps  will  be  taken 
to  put  it  into  a  sound  and  solvent  situation.  That  is  our  job,  that  is 
our  fundamental  purpose. 

Mr.  Multer.  What  you  are  saying  in  effect  is  that  the  supervisory 
authorities  are  the  only  ones  who  are  to  know  this,  and  their  judg- 
ment is  to  be  supreme.  Any  mistakes  they  make,  it  is  just  too  bad, 
but  they  are  going  to  be  vested  with  the  right  to  make  the  mistakes 
and  that  is  it.  The  general  public,  the  depositors,  and  the  stockholders, 
axe  not  going  to  know  a  thing  about  it.  They  are  not  going  to  be 
warned  about  the  possibility  of  anything  going  wrong  in  advance  of 
it  happening. 

Mr.  Martin.  We  are  trying  to  build  a  constructive  banking  sys- 
tem, and  I  don't  believe  you  can  do  it  any  better  than  the  way  we 
are  trying  to  do  it  through  our  blending  of  public  and  private  in- 
terest. 

Mr.  Multer.  Well,  let's  take  a  specific  instance  instead  of  talking 
generally  this  way. 

The  national  bank  in  EUenville,  N.  Y.,  are  you  familiar  with  that 
situation) 

Mr.  Martin.  I  unfortunately  am  not.  I  have  only  read  about  it  in 
the  papers. 

Mr.  Multer.  You  wouldn't  know  then  whether  or  not  your  ex-* 
trainer's  reports  indicated  what  was  going  on  in  that  bank? 

Mr.  Martin.  It  was  a  national  bank,  and  I  did  not  study  the  reports 
personally.  If  Governor  Robertson  were  here,  he  could  go  into  the 
case  from  top  to  bottom,  but  I  personally  did  not  study  the  case. 

Mr.  Multer.  You  know  the  bank  went  broke  because  there  was  a 
million  dollar  loan  to  one  firm  which  FDIC  just  settled  for  $300,000. 
How,  don't  you  think  that  should  have  been  discovered  well  in  ad- 
vance? Don't  you  think  the  stockholders  should  have  been  apprised 
of  thatloan  in  advance? 

Mr.  Martin.  I  think  it  would  have  been  very  desirable  if  they 
could,  but  somebody  slipped  up  some  place  there.  That  is  what  the 
history  of  that  case  is. 

Mr.  Multer.  Now  what  have  you  done  so  as  to  make  sure  there  are 
no  Blip-ups  like  that  in  the  future?  What  have  you  written  into  this 
.tall  to  prevent  that  kind  of  thing  happening  again? 

Mr.  Martin.  I  don't  know  what  is  in  this  bill  with  respect  to  that 
particular  case,  but  this  bill — — 

.  .  Mr.  Multer.  Not  the  particular  case,  the  particular  problem  pre- 
sented by  that  case,  because  what  happened  there  can  happen  in  any 
other  bank. 
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Mr.  Mdltkh.  Surely. 

The  Chairman.  Some  of  these  things  Mr.  Multer  spoke  of  have  been 
"Very  bad,  but  the  lawyers  say  hard  cases  make  bad  law.  Now,  I  don't 
think  that  the  remedy  should  be  to  publish  in  the  local  newspaper  all 
of  the  borrowers  from  a  bank.  I  can't  see  what  purpose  that  would 
have,  and  I  can't  see  how  it  would  make  the  bank  safer.  It  seems  to 
me  it  would  be  a  serious  thing  to  publish  the  name  of  every  man  that 
borrowed  money  from  a  bank.  Tne  only  person  that  would  be  inter- 
ested in  it  would  be  his  competitor,  and  he  would  be  very  glad  to  know. 
If  the  time  were  right,  he  might  put  a  little  pressure  on  the  borrower 
to  injure  his  business. 

I  can't  see  why  making  public  the  name  of  every  borrower  in  the 
bank  would  be  good  for  the  bank,  or  the  borrower,  or  the  public. 

Mr.  Molter.  Mr.  Chairman,  I  am  in  hearty  agreement  with  you, 
and  I  hope  that  I  am  not  being  misunderstood.  I  am  not  suggesting 
that  that  oe  done.  But  I  took  the  most  extreme  case  I  could  think  of  to 
demonstrate  that  the  Board's  argument  in  favor  of  keeping  these 
records  and  reports  and  papers  and  anything  revelant  thereto,  and  I 
think  I  used  the  language  of  the  statute,  "confidential,"  that  it  is  just 
trying  to  throw  around  the  banking  system  and  the  operators  of  the 
banks,  the  banking  personnel,  a  privileged  and  sacrosanct  atmosphere 
that  doesn't  belong  there.  I  think  that  they  should  be  the  first  to  be 
willing  to  tell  their  stockholders  and  their  depositors  anything  and 
everything  a  stockholder  may  want  to  know  about  it,  and  they  should 
be  the  last  to  come  forward  and  suggest  any  such  amendment  to  the 
statute  as  this,  which  dares  to  say  to  the  court,  "Unless  the  Comptroller 
approves  or  some  supervising  agency  approves,  you  can't  get,  Mr. 
Court,  even  under  the  power  of  subpena,  you  can't  bring  these  papers 
into  court,  and  the  court  cannot  examine  them."  That  is  a  horrifying 
suggestion,  in  my  opinion,  in  a  democratic  form  of  government,  such 
aa  ours,  where  we  rely  upon  the  supervising  agencies  to  protect  the 
public  first  and  the  depositors  second  and  the  stockholders  third,  and 
&ie  bank  last. 

Mr.  MAfiTTN.  Mr.  Multer,  I  understand  from  Mr.  Hexter  that  the 
courts  have  held  that  these  are  confidential  matters  and  not  subject 
to  disclosure.   Am  I  correct  in  that,  Mr.  Hexter  ? 

Mr.  Hexter.  Yes;  even  in  the  absence  of  this  proposed  provision, 
that  has  been  held  in  a  number  of  courts,  Mr.  Multer. 

Mr.  Multer.  Yes;  they  have  so  held  in  a  case  between  a  borrower 
and  the  bank,  where  the  bank  was  suing  the  borrower,  or  where  there 
was  a  suit  involving  the  payment  of  a  check  or  something  like  that, 
of  course  they  are  confidential  and  they  shouldn't  he  produced  in 
that  kind  of  lawsuit.  But  in  a  lawsuit  involving  a  matter  of  manage- 
ment, in  a  lawsuit  between  stockholders  and  the  bank,  as  to  misman- 
agement, I  don't  believe  any  court  would  say  that  those  matters  are 
not  proper  evidence  to  establish  the  wrongdoing  of  the  directors. 
What  better  way  is  there  to  prove  wrongdoing  of  a  board  of  directors 
than  to  bring  them  into  court  and  face  them  with  your  examiner's 
recommendation  to  do  certain  things  and  to  change  certain  things,  and 
then  show  they  didn't  do  it?  Is  there  any  better  way  of  proving  their 
mismanagement  than  to  show  that  these  things  are  wrong,  tliat  an 
examiner  said  they  are  wrong,  and  asked  the  directors  to  correct  them, 
and  the  board  of  directors  refused  to  correct  them  ? 
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Mr.  IIexter.  In  same  such  cases,  Mr.  Multer,  the  examiners,  I  "\*- 
lieve  both  national  bank  examiners  and  Federal  Reserve  examine  «ts, 
have  testified  in  court  proceedings  with  respect  to  appropriate  it^BiDB 
indicating  mismanagement  on  the  part  of 

Mr.  Multer.  And  in  all  of  those  cases  the  court  protected  the  ex 
aminers  and  the  Reserve  system  and  the  Comptroller  and  the  b-^aul 
against  improper  disclosure ;  am  I  not  right  ? 

Mr.  Hexter.  That  is  right.  It  has  worked  out  along  those  lines. 

Mr.  Multer.  Don't  you  approve  of  that?  Doesn't  your  Be  Hin 
approve  of  that? 

Mr.  Martin.  We  do. 

Mr.  Multer.  Then  why  should  we  have  this  kind  of  provisioMrj  a, 
a  proposed  statute?    Why  shouldn't  we  leave  it  that  way? 

Mr.  Hexter.  Mr.  Multer,  there  have  been  cases  of  that  sort  in  yrtii'd 
the  matter  came  before  a  court,  which  was  not  particularly  well  ac- 
quainted with  the  special  situation  in  a  banking  problem,  and  there 
were  dangers  of  excessive  disclosure  and  misunderstanding. 

In  some  such  cases,  where  a  bank  examiner  lias  refused  to  divulge 
certain  information,  the  courts  have  for  a  time  threatened  to  jail 
bank  examiners  for  contempt  of  court.  In  fact,  it  is  my  impression 
on  1  or  2  occasions  examiners  have  gone  to  jail  briefly  for  that  reason, 
although  those  matters  I  believe  have  always  been  worked  out  whan 
tlie  matter  was  presented  adequately  to  the  court. 

Mr.  Multer.  Do  you  mean  worked  out  by  educating  the  judge  or 
by  taking  an  appeal  and  reversing  him  ? 

Mr.  Hexter.  No  ;  generally  by  educating  the  particular  judge. 

Mr.  Multer.  Certainly.  Occasionally  an  innocent  man  is  con- 
victed of  a  crime  and  he  must  take  an  appeal.  Now,  why  should 
we  not  leave  it  exactly  as  it  is?  Why  should  we  say  that  the  Comp- 
troller or  the  Federal  Reserve  Board  in  the  first  instance  is  going  to 
tell  the  court  what  to  do  ? 

Mr.  Hexter.  This  is  the  present  law,  Mr.  Multer.  It  would  merely 
make  it  plain  in  the  statute  so  that  these  unfortunate  situations,  which 
are  unfair  and  rather  difficult  for  bank  examiners  to  face,  would  be 
avoided. 

Mr,  Multer.  I  can't  agree  with  you,  Mr.  Hexter,  as  a  lawyer,  that 
this  does  not  change  the  statute  and  change  the  present  custom.  If 
it.  doesn't  change  it,  then  let's  take  the  provision  out.  The  courts 
lire  protecting  you  and  will  continue  to  protect  you.  I  don't  think 
we  have  to  hamstring  the  courts  with  any  such  provision  as  this. 

Mr.  Hexter.  Mr.  Multer,  in  my  opinion  this  would  not  be  ham- 
stringing the  court.  This  is  what  the  courts  have  done  in  the  past, 
and  the  explicit,  provision  would  simply  make  certain  that  the  pres- 
ent; procedure  would  not  be  departed  from. 

Mr.  Multer.  You  say  up  to  now  the  courts  have  not  required  an 
examiner  to  testify  or  required  him  to  do  anything  without  the  Comp- 
troller's consent  in  advance. 

Mr.  Hexter.  No  ;  in  some  cases 

Mr.  Multer.  Then  it  is  a  change  in  the  statute  when  you  require 
the  Comptroller's  consent  before  a  subpena  may  be  honored. 

Mr.  Hexter.  It  is  not  a  change  in  tne  law.  What  has  happened, 
hi  my  opinion,  is  some  courts  have  not  been  aware  of  the  legal  situa- 
tion when  the  matter  came  up  in  a  proceeding  before  them  and  took 
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it  as  contempt  of  court,  before  there  was  an  opportunity  to  explain 
to  them  and  to  clarify  the  situation  for  them. 

Mr.  Multer.  I  am  not  convinced,  but  there  is  no  point  in  pursuing 
it.  I  think  we  have  made  our  views  perfectly  clear  on  the  record, 
so  I  will  now  go  to  tlie  next  subject. 

Am  I  correct  that  the  statute  requires  member  banks  and  national 
banks  to  subscribe  to  stock  in  the  Federal  Reserve  banks  to  the  extent 
of  6  percent  of  their  capital  ? 

Mr.  Martin.  And  surplus. 

Mr.  Multer.  Capital  and  surplus.  And  you  have  only  called  for 
one-half  of  that) 

Mr.  Martin.  That  is  correct. 

Mr.  Multer.  Do  you  have  any  requirement  that  the  banks  shall 
publish  their  statements  of  condition  ? 

Mr.  Martin.  The  Federal  Reserve  banks;  yes. 

Mr.  Multer.  And  is  there  a  form  prescribed  that  they  must  follow, 
what  information  they  must  set  forth  % 

Mr.  Martin.  We  have  no  uniform  form.  The  Board  has  reviewed 
this  constantly. 

Mr.  Multer.  I  know  that  in  some  instances  they  set  forth  the 
amount  of  stock  that  they  owned  in  the  Federal  Reserve  bank,  and  in 
other  statements  of  other  banks  they  do  not  set  forth  the  amount  of 
stock  that  they  own. 

Is  there  no  uniform  rule  as  to  that  % 

Mr.  Martin.  Well,  there  is.  You  are  talking  about  member  banks 
of  the  Federal  Reserve  System  now  ? 

Mr.  Multer.  Yes. 

Mr.  Martin.  What  is  the  rule  on  that  ? 

Mr.  Leonard.  The  Board,  the  Comptroller  of  the  Currency,  and  the 
FDIC,  each  issue  calls  for  reports  of  condition  of  member  banks,  State 
member  banks  and  nonmember  banks,  and  national  banks.  The 
banks  have  to  submit  the  reports  in  the  form  prescribed  by  those 
three  agencies.  The  report  is  furnished  to  them,  and  they  are  directed 
to  fill  in  the  blanks  and  return  them  to  the  agencies. 

Mr.  Multer.  Does  the  form  require  them  to  set  forth  the  amount  of 
stock  that  they  own  in  the  Federal  Reserve  bank? 

Mr.  Leonard.  I  do  not  have  a  copy  of  the  form  here.  I  think  it 
does,  in  a  bracket  against  that  item. 

Mr.  Martin.  I  think  it  does. 

Mr.  Multer.  I  notice  the  First  National  City  Bank  of  New  York 
sets  its  forth,  the  Guaranty  Trust  Co.  sets  it  forth,  the  Bank  of 
America,  which  is  a  national  bank,  does  not  set  it  forth.  Is  there  any 
reason  for  that? 

Mr.  Thomas.  It  should  be  pointed  out,  Mr.  Multer,  that  a  lot  of 
banks  publish  the  required  statement  in  one  form  and  sometimes 
they  will  publish  in  the  newspaper  another  more  condensed  statement. 

Mr.  Multer.  Is  there  no  uniform  requirement  as  to  what  they  shall 
publish? 

Mr.  Thomas.  There  is,  and  they  publish  it.  But  then  they  also 
publish  a  condensed  statement.  For  instance,  the  June  30  reports, 
which  the  banks  are  now  presently  publishing;,  is  not  the  call  report. 
That  was  railed  June  6  and  was  published  at  another  time. 
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Mr.  Multer.  I  wonder  why  a  State  member  bank  and  a  nation-^., 
bank  do  set  forth  the  amount  of  stock  owned  in  the  Federal  Beser^^ 
bank  and  another  national  bank  does  not  do  so  J  ^d 

Mr.  Leonard.  I  believe  that  is  not  the  official  call  report.  That  is  ^^ 
report  for  advertising  purposes,  put  out  by  the  banks.  ^ 

Mr.  Multeh.  There  ib  no  requirement  as  to  what  they  publish  as  to^* 
that? 

Mr.  Leonard.  No,  air. 

Mr.Mui.TER.  That  is  purely  voluntary? 

Mr.  Leonard.  Yes.  In  answering  your  specific  question,  the  official 
call  report  requires  the  amount  for  corporate  stocks,  than  in  paren- 
theses including  so  much  stock  in  the  Federal  Reserve  bank. 

Mr.  Multer.  Well  now,  the  amount  of  capital  stock,  is  that  based 
on  capital  and  surplus  or  capital  and  surplus  and  undivided  profits! 

Mr.  Leonard.  Capital  and  surplus. 

Mr.  Mtjlteb.  Just  the  capital  and  surplus? 

Mr.  Leonard.  Yes,  sir. 

Mr.  Multer.  And  as  the  capital  and  surplus  varies  from  time  to 
time,  the  amount  of  stock  varies  too  % 

Mr.  Leonard.  Yes,  sir. 

Mr.  Multer.  As  it  goes  up,  they  take  more  stock,  and  as  it  goes 
down,  they  surrender  stock,  wiuch  is  cancelled  ? 

Mr.  Leonard.  Yes,  sir. 

Mr.  Multer.  Now,  the  New  York  Stock  Exchange  and  the  Ameri- 
can Stock  Exchange  have  each  indicated  to  me,  under  date  of  July  31 
and  July  30,  1957,  that  no  bank  is  listed  on  either  exchange,  that  is, 
no  bank  has  its  stock  listed  on  either  exchange. 

Now,  in  order  to  be  perfectly  accurate  about  it,  let  me  indicate  that 
that  refers  to  domestic  banks.  There  are  two  foreign  banks,  which 
are  listed  on  the  American  Stock  Exchange,  one  of  which  has  had  its 
dealings  suspended.  The  other  still  is  listed.  There  are  no  domestic 
banks  having  stock  listed  on  either  exchange,  although  there  are  two 
bank  holding  companies  that  have  their  stock  listed. 

Now,  is  there  any  reason  why  the  member  banks  and  national  banks 
should  not  be  required  to  furnish  to  stockholders  and  depositors  and 
the  general  public  by  a  filing  in  some  public  office  or  supervisory  officer 
the  same  detailed  information  that  commercial  corporations  that  are 
listed  on  the  exchange  are  required  to  file ! 

Mr.  Martin.  Well,  the  data  that  is  required  for  corporations  to  list 
on  the  exchange,  and  considerably  more  data  than  is  required,  is  avail- 
able to  the  supervisory  agencies  at  all  time.  The  supervisory  agencies 
can  go  into  these  corporations  and  go  into  the  banks  in  a  way  that 
would  never  to  contemplated  by  the  stock  exchange  in  its  activities 
wi'h  respect  to  a  company  like  General  Electric  or  General  Motors. 

Mr.  Multer.  But  that  requires  you  to  go  in  and  get  the  informa- 
tion. Why  shouldn't  these  banks  be  required  to  give  you  this  in- 
formation in  summary  form  as  they  do  to  the  stock  exchanges  and 
the  SEC? 

Mr.  Martin.  Well,  we  can  require  them  to  do,  within  the  statutory 
limits,  anything  we  want  them  to. 

Mr.  Multer.  What  objection  is  there  to  your  requiring  such  infor- 
mation in  such  detailed  form  as  SEC  requires  and  the  stock  exchange 
requires?  What  objection  is  there  on  your  part  to  requiring  that 
same  detailed  information  in  a  summary  form  being  filed  by  each 
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^&xik  with  the  supervisor;  agencies,  and  being  open  to  inspection  in 
&*-ose  offices  by  stockholders  and  depositors? 

3MIr.  Makttn.  And  you  think  we  should  require  the  listing  of  their 

A&Jx.  Muuxs.  No,  I  did  not  say  that,  and  I  do  not  intend  to  infer 

***-«.*...    I  do  not  say  any  bank  or  any  company  should  be  required  to  list 

~£™    s-tock  on  any  exchange,  but  I  am  referring  to  a  standard  as  to  what 

"E*^1    1?UD1'C  should  know  as  to  detailed  information.    I  am  asking  what 

°**;j  Miction  is  there  to  requiring  the  same  detailed  information  as  is  re- 

*J**3.  Xred  for  listing  on  the  exchanges,  being  filed  with  the  proper  super- 

v:*  ^J^^T  agencies  and  open  to  stockholders  and  depositors. 

-     -^^4b.  Martin.  There  may  be  objections.    I  dont  know  of  any  objec- 

^*^».s.     I  am  not  familiar  with  the  stock  exchange  requirements.    I 

**?*-^i«  worked  on  them  actively,  but  I  am  not  familiar  with  them  at  the 

"rr^^fcuent.  Bat  I  dont  see  any — I  want  to  point  out  that  the  supervisory 

?j||*^a:*icies  have  considerably  more  control — I  was  a  member  of  the  stock 

\TZ?\^     committee  of  the  stock  exchange  for  years — considerably  more 

^j^^^vtrol  than  do  the  stock  exchange  authorities.    Now,  whether  there 

~,^^>xdd  be  any  public  interest  served  in  having  uniformity  with  re- 

TE*^ct  to  these  particular  provisions  and  the  publication  of  them — you 

^*£*»st  remember,  banks  are  different  from  corporations,  and  they  have 

^^"Vfferent 

^  Mr.  Mutter.  I  understand.  I  am  not  talking  about  uniformity  for 
^Uniformity's  sake,  but  I  am  trying  to  establish  standards  by  which 
^stockholders  and  depositors  in  banks  will  have  the  source  of  informa- 
tion open  to  them,  giving  them  information  without  sending  an  ac- 
countant in  and  without  going  to  and  quarreling  with  any  supervisory 
Agency  as  to  whether  or  not  this  information  is  confidential,  and  now 
1  am  getting  into  the  question  of  the  examiner's  recommendations.  I 
"will  come  to  that  in  a  moment,  but  why  shouldn't  we  have  that  infor- 
mation publicly  Bled  and  freely  available  to  stockholders  and  de- 
positors! 

Mr.  Mabtin.  Well,  I  think  that  should  be  under  the  constant  pur- 
view of  the  supervisory  authorities.  I  think  you  make  a  good  point 
there,  and  I  think  we  ought  to  be  studying  that  constantly. 

Mr.  Mttlter.  But  up  to  now  no  supervisory  agency  on  the  national 
scene,  either  FDIC,  the  Comptroller's  Office,  or  the  Board  of  Gover- 
nors, has  made  a  recommendation  that  this  information  be  made  avail- 
able to  stockholders. 

Mr.  Mabtin.  That  is  correct.    That  doesn't  mean  that  we  won't  in 
the  future,  but  I  am  just  making  the  point  that  this  is  something  that 
\  ought  to  be  thought  through. 

i<  Mr,  Multer.  Well,  may  I  ask  you  to  do  this,  Mr.  Martin?    May  I 

i  ask  you  to  discuss  this  with  members  of  the  Board  and  possibly  by 

ft-  the  time  we  get  ready  to  go  into  executive  session  on  this  bill,  which  I 

i»:  don't  think  would  be  before  next  January,  although  I  have  no  control 

n*;  over  that  situation  and  I  am  not  trying  to  make  any  statement  for  the 

,  chairman,  and  give  us  some  suggestion  or  recommendation  along  that 

"  line! 

Mr.  Martin.  We  will  review  the  matters,  Mr.  Multer.    We  will 
'  be  very  glad  to  review  it. 

Mr.  Multer.  Now,  that  brings  us  to  the  question  of  stock  options. 
Will  you  not  agree  that  before  stock  options  should  be  offered  to 
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any  officer  or  employee  of  banks  there  should  be  full  and  compl^^^fe 
disclosures  to  all  other  stockholders  of  precisely  what  the  situations.  is 
in  connection  with  that  offering  and  requiring  the  same  detailed  in. 
formation  to  be  made  available  to  them  as  is  required  in  connects^on 
with  options  offered  by  every  other  corporation,  every  commercial  c-«z>t- 
poration  that  offers  a  stock  option  plan  ¥ 

Again,  I  am  not  concerned  with  uniformity,  but  I  am  concenr:»_«d 
with  requiring  certain  standards,  and  if  those  standards  are  not  suajflfi- 
cient,  then  I  mink  we  ought  to  have  sufficient  standards.  Don't  yon 
agree  we  should  set  up  some  standard  as  to  what  should  be  required 
or  these  banks ? 

Mr.  Martin.  I  think  we  ought  to  have  as  good  standards  as  it  is 
possible  to  develop. 

Mr.  Multer.  And  would  you  not  agree  that  before  a  bank  or  but 
company  should  be  permitted  to  offer  a  stock  option  to  officers  or  enO" 
ployees,  it  should  be  required  to  make  full  and  complete  disclosu^"^ 
to  its  stockholders? 


Mr.  Martin.  That  is  the  point.  Governor  Robertson,  when  he  te^^^ 
tilied,  and  I,  following  up  on  him,  recommended  further  study  of  th^^""^ 
problem  of  stock  options,  Mr.  Multer.  ^_^ 

Mr.  Multer.  Do  you  think  you  may  have  some  recommendation  at^^ 
that  in  the  near  future  ?  -< 

Mr.  Martin.  I  can't  promise  you  anything  on  that,  Mr.  Multer,  "* 
but  we  are  working  on  it. 

Mr.  Anderson.  Will  you  yield,  Mr.  Multer? 

Mr.  Martin.  I  want  to  make  the  general  comment  that  the  super- 
visory agencies,  on  the  whole^  I  think,  have  been  doing  a  pretty  good 
job.  It  isn't  going  to  be  possible  to  catch  every  bad  situation,  and  the 
cases  that  you  have  cited  are  glaring  examples  of  where  somebody  has 
slipped  up,  but  they  are  very  rare,  indeed,  when  you  think  of  the 

Mr.  Multer.  I  hope  that  nobody  is  going  to  get  the  idea  that  I  am 
condemning  bunks  and  bankers. 

Mr.  Martin.  No  ;  I  know  you  are  not. 

Mr.  Multer.  That  is  the  furthest  thing  from  my  mind.  I  have  said 
many,  many  times,  publicly  and  privately,  I  have  made  a  large  part 
of  my  law  office  income  representing  banks  and  banking  institutions. 
I  hope  to  continue  to  do  so,  and  I  don't  offer  these  questions  nor  pose 
what  appears  to  be  criticism  for  the  sake  of  criticizing  or  being  destruc- 
tive. I  am  trying  to  be  constructive.  I  am  trying  to  develop  a  better 
bank  bill  and  better  regulation,  and  I  think  that  is  your  purpose  and 
the  purpose  of  the  Board.  That  has  always  been  your  idea  and  mine. 
We  may  differ  as  to  techniques,  but  I  think  the  ultimate  goal  is  the  same. 

Mr.  Martin.  That  is  right.  I  accept  all  of  your  questions  in  that 
spirit,  Mr.  Multer.  We  see  eye  to  eye  on  that. 

Mr.ANDERSON.  Willyouyield,Mr.Multer¥ 

Mr.  Multer.  Yes. 

Mr.  Anderson.  In  the  matter  of  stock  options,  you  asked  Mr.  Martin 
for  his  further  recommendations.  I  believe  it  wouldn't  do  any  harm 
to  repeat  Mr.  Martin's  previous  recommendation,  and  Governor 
Robertson's  before  the  Senate,  that  this  should  not  be  included  in  this 
bill  hut  should  be  made  the  subject  of  a  separate  bill  with  separate 
hearings. 
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-Atr.  Multer.  Well,  I  am  for  a  complete  monetary  study  of  our  bank- 
ills'  system  and  our  economic  system  any  time  that  this  committee  is 
readj  to  do  it.  I  have  been  urging  that  and  putting  in  resolutions  to 
that  effect  for  a  long,  long  time.  I  do  hope  we  will  eventually  get  to 
it.  .Just  as  I  think  Mr.  Martin  has  indicated  these  various  things  are 
under  constant  review  by  his  Board.  We  should  do  this  regularly — 
Jfcay  1»  every  year  or  2  years  would  be  too  frequent  but  we  snould  re- 
vie  w  these  matters  regularly.  This  is  the  first  time  we  have  ever  gotten 
Oto  this  subject  in  the  10  years  I  have  been  on  the  committee,  and  I 
"*'Ti1r  that  this  committee  is  not  doing  its  job.  It  is  not  performing 
«»■»   <iuty  imposed  upon  it  by  law  by  not  doing  this  more  frequently. 

A^r.  Anderson.  Well,  Mr.  Multer,  it  seems  that  at  this  point  we 
01i^5"lit  clarify  the  thinking  of  some  of  us  in  this  matter.  Ii  matters 
Cc*I*i«  up  which  are  still  controversial  after  we  have  had  these  hearings 
ar*«i  discussions,  we  should  not  hold  up  the  whole  bill,  which  is  pn- 
tti^x*ily  one  of  recodification.  If  a  matter  such  as  this  matter  of  stock 
?lJE*"fc-ions  comes  up  that  requires  substantial  further  investigation,  then 
^*-^-"t  could  be  deleted  from  this  bill  and  treated  separately  and  more 
^** i^If  under  a  separate  investigation. 

j_^  -«4r.  Multer.  I  am  in  hearty  accord  with  you,  General,  if  by  that  is 
r^~^^*Juit  we  ought  to  take  out  of  this  bill  all  of  the  controversial  matter 
j~~^-*^,  just  recodify  the  statute.  We  could  say  to  the  Congress,  here  is  a 
^^^^^Ddification.  There  are  any  number  of  controversial  matters  which 
^_^^  mre  going  to  study  and  take  up  as  separate  bills.  I  think  that  that 
fra^y^  ft  verT  good  wav  °*  doing  it>  and  I  think  Mr.  Martin  would 
"^^"^^fcbably  agree. 

-^3bir.  Vanek.  Mr.  Multer,  will  you  yield  for  a  moment? 
=^*lr.  MtTLTBR.  Yes. 
A^b— r^^^&r.  Vanek.  I  had  an  inquiry  which  I  directed  a  few  days  ago  to 
o^^^^*^"~-  Martin  by  letter,  and  I  have  a  reply  to  it,  and  I  would  like  to  nave 
**^*-fc*~~*sen*r  of  the  committee  to  have  this  letter  made  a  part  of  the  record 
t^^^~      "this  hearing,  along  with  the  questions  which  I  raised  in  my  question 

^_ZMr.  Martin. 
^^.^    ~^^Ir.  Chairman,  I  ask  unanimous  consent  to  have  incorporated  in  the 
--^^=ord  at  this  point  a  question  and  reply  letter  which  I  directed  to  Mr. 
~     '  :al  d; 


fcrtin  several  days  ago. 

-The  Chairman.  That  may  be  done,  if  there  is  no  objection. 
^The  letter  referred  to  above  appears  at  p.  118.) 
^3Mr.  Multeb.  Now,  Mr.  Chairman,  how  long  are  we  going  to  sit? 
_l'he  Chairman.  We  are  going  to  sit  until  the  House  goes  into  session. 
^3lr.  Multer.  It  is  6  minutes  to  12.    Will  we  sit  this  afternoon  ? 
^  *A*m  Chairman.  We  can't  sit  this  afternoon.    There  is  the  appro- 

*^*=::""""3ation  bill  on  the  floor. 
.y.         ^Mr.  Multer.  I  will  have  considerable  other  matters,  Mr.  Chairman, 
2&^-  *t  I  have  not  yet  touched  upon,  that  will  take  considerably  more 
*-:*Tie.    Can  we  have  Mr.  Martin  back  again  ? 

The  Chairman.  No;  I  am  going  to  dismiss  Mr.  Martin  when  he 
fe^ts  through  his  testimony  today.    We  will  have  Mr.  Gidney  back 
^v  ^-^Mnorrow. 

^*  \  Mr.  Multer.  Will  we  have  Mr.  Martin  back  at  a  later  time,  Mr. 

Oa0?v  Chairman? 

SK&%  The  Chairman.  I  don't  contemplate  it  now. 

.  \f>\f  Mr.  Multer.  Well,  I  assure  you,  Mr.  Chairman,  it  is  impossible  to 

\-dv  P*  through  aU  OI  the  various  provisions  which  are  changes  of  sub- 
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stance  in  the  Federal  Reserve  Act,  in  the  whole  act,  that  require  * 
attention. 

The  Chairman.  Well,  of  course,  I  want  to  have  a  thorough  ii 

eation,  a  thorough  hearing,  but  we  started  on  the  15th  of  July.  "^^ 

ave  dismissed  one  witness,  Judge  Hansen,  who  came  here  and  sp-  <mq^ 
for  the  Justice  Department.    Mr.  Martin  has  been  here  almost  alE_  _1  of 

the  time.    Mr.  Gidney  has  been  here  for  many  days.    We  haven't " 

missed  a  single  witness,  other  than  Judge  Hansen.    I  want  to 
Mr.  Martin  today  so  that  we  may  hear  other  witnesses. 

Mr.  Multer.  Mr.  Chairman,  it  is  unimportant  whether  a  witnes^=g  ja 
dismissed  or  not.    What  is  important  is  whether  we  have  received^aW  jy 
of  the  information  that  we  need,  and  I  think  as  long  as  the  witnecsBBes 
are  willing  to  attend  and  as  long  as  we  are  meeting  their  convenie^sm^ 
as  to  when  they  will  attend,  we  should  not  dismiss  any  witness  n-^ntjj 
every  member  has  had  a  full  opportunity  to  question  each  witness^  a$ 
to  every  part  of  this  bill. 

The  Chairman.  I  am  quite  sure  these  witnesses  will  be  willinfr  to 
attend  as  long  as  we  want  them  to.  They  have  always  shown  a  disposi- 
tion to  attend. 

Mr.  Molter.  That  is  right. 

The  Chairman.  And  Mr.  Martin  has  been  very  active. 

Mr.  Multer.  He  has  been  very  cooperative.  And  I  am  sure,  Mr. 
Chairman,  you  and  the  committee  are  just  as  cooperative  in  meeting 
their  convenience. 

The  Chairman.  I  appreciate  what  he  has  done.  Now,  he  is  entitled 
to  be  dismissed  today,  and  I  think  he  ought  to  be  dismissed  today. 

Mr.  Patman.  Mr.  Chairman,  before  you  dismiss  Mr.  Martin,  I  want 
to  deliver  to  him  some  questions.  I  have  45  on  my  list,  and  I  have 
about  17  on  another.  I  haven't  finished  writing  them  up  yet.  But 
may  I  deliver  these? 

The  Chairman.  You  want  to  keep  Mr.  Martin  occupied  during  the 
adjournment? 

Mr.  Patman.  He  has  plenty  of  people  to  help  him  and  Government 
money  to  finance  them. 

Mr.  Martin.  We  will  give  you  the  best  answers  we  can  as  a  birthday 
present,  Mr.  Patman. 

(Answers  to  questions  submitted  to  the  Federal  Eeserve  Board  by 
Mr.  Patman  have  not  been  received  in  time  for  publication  in  this       * 
record.) 

Mr.  Multer.  Is  there  any  intention  to  call  any  other  members  of  3 
the  Federal  Reserve  Board  lief  ore  the  committee  i  If  we  are  not  going  "35 
to  have  the  opportunity  of  examining  Mr.  Martin,  will  we  have  the  ^ 
opportunity  of  examining  other  members  of  the  Board  and  their  -^ 
staff? 

The  Chairman.  Mr.  Martin  is  the  spokesman  of  the  Federal  Beserve  ^s 
Board. 

Mr.  Patman.  Will  you  please  tolerate  me  1  minute  on  that  question?   "^ 

The  Chairman.  No. 

Mr.  Patman.  Well,  I  am  sure  you  don't  want  to  be  arbitrary  in  this**' 
matter. 

The  Chairman.  No. 

Mr.  Patman.  Let  me  tell  you:  We  have  here  a  fundamental,  con- 
stitution;!] matter.    The  Constitution  gives  us  the  powers  ' 
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money,  print  money,  and  regulate  its  value.  If  we  have  delegated 
that  power  to  the  Board  of  Governors  of  the  Federal  Reserve  System 
and  the  12  members  of  the  Open  Market  Committee,  now,  this  com- 
mittee has  the  power  of  looking  into  how  that  power  is  used.  Are 
we  going  back  to  the  House  and  say,  "Of  our  12  money  managers, 
we  haven't  seen  but  one  of  them.  We  don't  know  how  the  others  look. 
We  can't  name  them.  We  don't  know  anything  about  them.  We  have 
delegated  all  of  this  tremendous  power  to  them,  and  we  refuse  even 
to  let  the  committee  see  anybody  out  the  chairman,  who  is  speaking 
for  all  the  rest  of  them." 

I  do  not  think  that  is  very  good. 

The  Chairman.  Must  we  have  all  the  members  of  the  Board ;  not 
the  chairman,  is  that  the  question  ? 

Mr.  Patman.  No;  these  are  the  money  managers.  They  are  our 
servants.  We  should  ask  them  questions.  We  shouldn't  ask  them  as 
many  questions  as  we  have  asked  Mr.  Martin,  but  we  should  ask  them, 
"Do  you  have  any  recommendations  to  make  to  the  Congress  in  writ- 
ing these  laws  which  would  help  the  people  in  general  and  the  de- 
positors?" We  can  ask  them  a  lot  of  questions.  They  might  have 
different  ideas  from  Mr.  Martin,  and  they  are  our  money  managers. 
We  have  entrusted  this  great  duty  to  them.  They  have  more  power 
than  the  Congress,  itself,  has  over  economic  matters,  and  yet  we  are 
muzzled.  We  are  not  even  permitted  to  ask  the  questions  that  we 
want  to  ask. 

The  Chairman.  You  can  ask  him  questions. 

Mr.  Tai.le.  Mr.  Chairman,  I  have  been  led  to  believe  since  the 
16th  of  July  that  a  number  of  matters  in  this  bill  are  very  urgent,  and 
oil  the  other  hand  I  find  now  that  these  hearings  might  go  on  inter- 
minably. I  dont  think  that  the  two  fit  together  very  well.  We  should 
have  legislative  action. 

My  closing  remark,  Mr.  Martin,  is  that  I  compliment  you  on  your 
excellent  record,  and  I  congratulate  you  on  your  knowledge,  your 
f orebearance,  and  I  might  add  the  word  "endurance." 

Mr.  Seelt-Brown.  Mr.  Chairman,  may  I  ask  a  question! 

The  Chairman.  Mr.  Seely-Brown. 

Mr.  Seely-Brown.  Mr.  Chairman,  it  is  my  understanding  that 
Members  may  submit,  through  the  clerk  of  our  committee,  further 
questions  which  may  be  directed  to  Mr.  Martin  in  writing  and  that 
those  questions,  as  well  as  Mr.  Martin's  written  response,  will  be  made 
available  and  printed  in  the  record  ? 

The  Chairman.  I  have  no  doubt  Mr.  Martin  shows  a  disposition  to 
answer  any  questions  propounded  to  him. 

Mr.  Patman.  It  is  not  necessary  to  go  through  the  clerk,  is  it  ? 

Mr.  Seely-Brown,  In  other  words,  I  want  to  make  sure,  Mr.  Chair- 
man, that  if  any  Member  of  the  committee,  has  any  further  questions 
to  ask  Mr.  Martin,  he  may  do  so  and  his  questions  and  Mr.  Martin's 
answers  will  be  made  a  part  of  the  printed  record. 

Mr.  Vanik.  Mr.  Chairman. 

Mr.  Patman.  Is  Mr.  Seely-Brown's  request  agreed  to  ? 

The  Chairman.  Mr.  Martin,  do  you  feel  that  you  can  answer  the 
questions?    Are  you  willing  to  answer  the  questions? 

Mr.  Martin.  I  will  do  my  very  best,  Mr.  Chairman,  to  answer  all  of 
the  questions  that  any  member  of  this  committee  presents  to  us,  and 
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I  want  to  say  that  I  have  a.  constant  appreciation  of  the  inadequacy 
of  my  own  knowledge  with  respect  to  this  subject,  and  I  can  learn 
something  all  of  the  time. 

(The  following  information  was  supplied  by  the  Federal  Reserve 
Board  in  answer  to  letters  submitted  by  Mr.  Patman :) 

BOABD  OF  GoVEBNOBS  OP  THE  FEDEBAL  REBEBVE  SYSTEM, 

Washington,  D.  C,  September  J,  18H. 
Hon.  Wright  Patman, 

House  of  Representative!, 

Washington,  D.  C. 
Dear  Me.  Patman  :  In  the  Board's  letter  of  August  28,  which  won  in  reply  to 
your  letter  of  August  21  and  earlier  letters,  it  was  stated  that  it  was  hoped 
that  the  information  requested  in  paragraph  3  of  your  longer  letter  of  August 
14  could  be  forwarded  within  the  nest  week.  The  requested  Information  is  con- 
tained In  the  attached  memorandum  on  penalties  for  deficiencies  la  reserves  of 
member  banks. 

The  names  of  member  banks  contained  in  the  memorandum  are  being  sent 
with  the  understanding  that  they  may  be  made  available  In  confidence  to  you 
and  your  staff  as  (veil  as  to  other  Members  of  the  Congress  and  the  staff  of  the 
House  Banking  and  Currency  Committee.  While  it  is  generally  known  in  the 
banking  fraternity  that  banks  on  occasion  do  incur  penalties  for  deficiencies  In 
reserves,  the  Board  of  Governors  does  not  beUeve  any  useful  purpose  would 
be  served  by  publicizing  the  names  of  the  banks  Involved. 
Sincerely  yours, 

C.  Canbt  Baldeeston,  Pice  Chairman, 

Penalties  foe  Deficiencies  in  Reseeveb  of  Mum  men  Banks 

a.  A  statement  giving  the  gist  of  the  Board's  regulation  or  policy  as  to  the 
general  rule  for  penalty  assessment 

Assessments  of  penalties  for  deficiencies  In  reserves  of  member  banks  are  made 
under  the  provisions  of  the  ninth  paragraph  of  section  19  of  the  Federal  Reserve 
Act,  which  reads  as  follows ; 

The  required  balance  carried  by  a  member  bank  with  a  Federal  Reserve  bank 
may,  under  the  regulations  and  subject  to  such  penalties  as  may  be  prescribed  by 
the  Board  of  Governors  of  the  Federal  Reserve  System,  be  checked  against  and 
withdrawn  liy  such  member  bank  for  the  purpose  of  meeting  existing  liabilities. 

The  determination  whether  or  not  a  member  bank  has  a  deficiency  in  re- 
serves and  the  assessment  of  penalties  for  deficiencies  Is  governed  by  the  fol- 
lowing provisions  of  section  3  of  regulation  D  of  the  Board  of  Governors  of  the 
Federal  Reserve  System  : 

(a)  Computation  of  deficiencies. 

(1)  Deficiencies  in  reserve  balances  of  member  banks  in  central  reserve 
cities  and  in  reserve  cities  shall  be  computed  on  the  basis  of  average  dally 
net  deposit  balances  covering  weekly  periods.  Deficiencies  In  reserve  bal- 
ances  of  otber  member  banks  shall  be  computed  on  the  basis  of  average 
dally  net  deposit  balances  covering  semimonthly  periods." 

(2)  In  computing  such  deficiencies  the  required  reserve  balance  of  each 
member  bank  at  the  close  of  business  each  day  shall  be  based  upon  its  net 
deposit  balances  at  the  opening  of  business  on  the  same  day ;  and  the  weekly 
nnd  semimonthly  periods  referred  to  in  paragraph  (1)  hereof  Shall  end  at 
the  close  of  business  tin  clays  to  l>e  fixed  by  the  Federal  Reserve  banks  wltk 
the  approval  of  the  Board  of  Governors  of  the  Federal  Reserve  System. 

(hi  Penalties. 

(1)  Penalties  for  such  deficiencies  will  be  assessed  monthly  on  the  basts 
nT  average  dally  deficiencies  during  each  of  tbe  reserve  computation  periods 
ending  in  the  preceding  calendar  month. 


» 1  ipfloipnclps  in  reserve  haluncps  of  member  bnnka  In  outlying  sections  of  central  n 
ui  nsiTv,  rltiCB  w-Llrh  have  been  authorized  by  the  Board  of  Governor*  of  tbe  t 
(■serve  Krsteni.  uniler  Ihe  provisions  of  subnet,  (a)  of  ace.  2  if  thia  regulation,  to  m 

Pit. ■■■rit  rcsiTvcs  jju'ulnst  ilPisiind  ik'|iosit.»,  will  also  he  computed  on  the  basis  of  arerasa 
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(2)  Such  penalties  will  be  assessed  at  a  rate  of  2  percent  per  annum 
above  the  Federal  Reserve  bank  rate  applicable  to  discounts  of  90-day  com- 
mercial paper  for  member  banks,  in  effect  on  the  first  da;  of  the  calendar 
month  in  which  the  deficiencies  occurred, 
ft.  A  statement  as  to  the  procedures  and  standard*  whereby  "special  authority" 
has  been  granted  to  waive  penalties 
Board  action  Is  based  on  a  letter  from  the  Federal  Reserve  bank  which,  In  addi- 
tion to  the  Federal  Reserve  bank's  recommendation,  describes  the  sitnatlon  and 
circumstances  that  gave  rise  to  the  deficiency  in  reserves,  gives  the  amounts  of 
deficiency  and  penalty,  and  reviews  the  members  bank's  general  performance  In 
recent  years  In  the  maintenance  of  reserves.    The  Federal  Reserve  bank's  letter 
Is  presented  to  the  Board  for  consideration,  accompanied  by  a  draft  of  a  letter 
to  the  Federal  Reserve  bank,  prepared  by  the  staff  member  conversant  with 
the  subject-matter,  setting  forth  briefly  how  the  deficiency  came  about  and  the 
basis  for  the  action  proposed  In  the  Board's  letter. 

No  specific  standards  have  been  prescribed  for  the  Board's  authorization  of  the 
waiver  of  penalties  for  specific  deficiencies  in  member  bank  reserves.  Action 
In  these  cases  Is  based  on  the  general  principle  stated  In  the  Board's  letter  of 
October  10, 1949  {a  copy  of  which  has  been  furnished  the  committee),  that  "the 
law  contemplates  that  member  banks  should  make  reasonable  efforts  to  bold  and 
maintain  the  prescribed  reserve  balances  from  day  to  day,  making  allowance  for 
unforeseen  fluctuations  In  deposits  and  reserves."  In  general,  banks  make  con- 
scientious efforts  to  maintain  the  required  reserves  and  to  avoid  deficiencies. 
Accordingly,  the  Board  has  felt  Justified  In  waiving  penalties  when  (1)  the  mem- 
ber bank  has  made  reasonable  efforts  to  maintain  the  prescribed  reserve  balances, 
and  (2)  when  the  deficiency  in  reserves  resulted  from  an  abnormal  or  unusual 
situation  or  from  circumstances  that  could  not  reasonably  be  foreseen, 
a  last  of  all  grants  of  "special  authority"  made  since  October  10,  19 MS,  giving 
the  name  of  the  bank,  the  amount  of  the  penalty  which  would  have  been 
assessed  under  the  prevailing  rule,  and  the  reason  for  waiving  the  penalty 
■  Since  October  10,  1649,  the  Board  has  made  76  special  authorizations,  dis- 
tributed as  follows: 


1957  (to  Aug.  15).. 
Total 


Source  r  Aug.  18, 1957 — Board  of  Govr-mors.  Federal  Reserve  System. 

The  desired  list  Is  attached  hereto.  The  circumstances  that  gave  rise  to  the 
reserve  deficiency  or  the  waiver  of  the  penalty  are  shown  on  the  attached  list; 
these  circumstances,  apart  from  the  member  bank's  reserve  record,  constitute  the 
a  underlying  the  waiver  of  the  penalty. 


(The  following  information  was  included  in  a  letter  dated  August 
28, 1957,  from  Hon.  ('.  Canny  Balderston,  Vice  Chairman  of  the  Board 
of  Governors  of  the  Federal'  Reserve  System,  in  response  to  a  question 
by  Hon.  Wright  Patman) : 

Member  Banks  in  Cemtrai.  Reserve  and  Reserve  Cities  Granted 
Permission  to  Maintain  Reduced  Reserves 

The  statutory  provisions  under  which  the  Board  of  Governors 
grants  permission  to  member  banks  in  outlying  districts  of  central 
reserve  and  Reserve  cities  to  maintain  lower  reserves  than  normally 
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required  of  such  banks  are  contained  in  the  third,  fourth,  and  fifth 
paragraphs  of  section  19  of  the  Federal  Reserve  Act,  reading  as 
follows : 

"(a)  If  not  in  a  Reserve  or  central  Reserve  city,  as  now  or  hereafter 
defined,  it  (the  member  bank)  shall  hold  and  maintain  with  the  Fed- 
eral Reserve  bank  of  its  district  an  actual  net  balance  equal  to  not  leas 
than  7  per  centum  of  the  aggregate  amount  of  its  demand  deposits  and 
8  per  centum  of  its  time  deposits. 

(b)  If  in  a  Reserve  city,  as  now  or  hereafter  defined,  it  shall  hold 
and  maintain  with  the  Federal  Reserve  bank  of  its  district  an  actual 
net  balance  equal  to  not  less  than  10  per  centum  of  the  aggregate 
amount  of  its  demand  deposits  and  3  per  centum  of  its  time  deposits: 
Provided,  however,  That  if  located  in  the  outlying  district  of  a  Reserve 
city  or  in  territory  added  to  such  a  city  by  the  extension  of  its  corporate 
charter,  it  may,  upon  the  affirmative  vote  of  five  members  of  the  Board 
of  Governors  of  the  Federal  Reserve  System,  hold  and  maintain  the 
Reserve  balances  specified  in  paragraph  (a)  hereof. 

"  (c)  If  in  a  central  Reserve  city,  as  now  or  hereafter  defined,  it  shall 
hold  and  maintain  with  the  Federal  Reserve  bank  of  its  district  an 
actual  net  balance  equal  to  not  less  than  13  per  centum  of  the  aggregate 
amount  of  its  demand  deposits  and  3  per  centum  of  its  time  deposits : 
Provided,  however,  That  if  located  in  the  outlying  districts  of  a  central 
Reserve  city  or  in  territory  added  to  such  city  by  the  extension  of  its 
corporate  charter,  it  may,  upon  the  affirmative  vote  of  five  members  of 
the  Board  of  Governors  of  the  Federal  Reserve  System,  hold  and  main- 
tain the  reserve  balances  specified  in  paragraphs  (a)  or  (b)  thereof." 

The  above  provisions  have  been  repeated,  in  substance,  in  subsec- 
tion (a)  of  section  2  of  the  Board's  Regulation  D,  and  the  following 
paragraph  has  been  added : 

"For  the  purposes  of  this  subsection  and  of  paragraph  (1)  of  sub- 
section (a)  of  section  3  of  this  regulation,  a  member  bank  shall  be 
considered  to  lie  in  a  central  Reserve  city  if  the  head  office  or  any 
branch  of  such  bank  is  located  in  a  central  Reserve  city,  and  a  member 
bank  shall  be  considered  to  be  in  a  Reserve  city  if  the  head  office  or 
any  branch  thereof  is  located  in  a  Reserve  city  and  neither  the  head 
office  nor  any  branch  thereof  is  located  in  a  central  Reserve  city :  Pro- 
vided, That,  if  a  member  bank  is  considered  to  be  in  a  central  Reserve 
city  or  a  Reserve  city  under  this  paragraph  solely  by  reason  of  the 
location  of  an  office  of  such  bank  in  an  outlying  district  of  such  a  city 
or  in  territory  added  to  such  city  by  the  extension  of  the  city's  corpo- 
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rate  limits,  such  bank  may,  upon  the  affirmative  vote  of  five  members 
of  the  Board  of  Governors  of  the  Federal  Reserve  System,  be  per- 
mitted to  maintain  lower  reserve  balances  as  above  provided  in  this 
subsection." 

The  Board  has  also  advised  the  Federal  Reserve  banks  that,  as  a 
matter  of  general  policy,  it  is  disposed  to  grant  permission  to  any 
member  bank  located  in  an  outlying  district  of  a  central  Reserve  or 
Reserve  city  to  carry  reduced  reserves  provided  the  character  of  its 
business  is  typical  of  banks  located  in  and  serving  primarily  outlying 
communities  of  such  cities.  It  has  also  requested  that  the  Federal 
Reserve  banks,  in  submitting  an  application  of  a  member  bank  in  a 
central  Reserve  or  Reserve  city  for  permission  to  carry  reduced  re- 
serves, furnish  a  full  statement  of  the  facts  upon  which  the  Federal 
Reserve  bank  bases  its  recommendation,  including  the  following  items : 

Demand  deposits  excluding  interbank. 

Time  deposits  excluding  interbank. 

Number  and  amount  of  interbank  deposit  accounts. 

Total  deposits. 

Number,  amount,  and  nature  of  large  deposit  accounts. 

Whether  the  bank  has  established  any  branches  in  the  down- 
town financial  section  of  the  city  or  elsewhere. 

Distance  of  the  bank  from  what  is  generally  regarded  as  the 
downtown  business  and  financial  district  of  the  city. 

Distance  of  the  bank  from  nearby  banks,  and  whether  such 
banks  have  permission  to  carry  reduced  reserves. 
In  acting  upon  nn  application,  the  Board  takes  into  consideration 
the  data  supplied  by  the  Federal  Reserve  bank,  its  views  and  recom- 
mendations, and  an  analytical  memorandum,  prepared  by  a  member 
of  the  Board's  staff  conversant  with  the  subject  matter,  summarizing 
the  available  data  as  well  as  the  reserve  status  of  all  member  banks 
in  the  given  city.  Particular  note  is  made  in  the  Federal  Reserve 
bank's  letter  and  the  staff  memorandum  of  two  factors :  The  location 
of  the  bank  and  the  extent,  if  any,  to  which  it  is  engaged  in  cor- 
respondent banking,  a  type  of  business  that  is  conducted  for  the  most 
part  by  banks  subject  to  the  reserve  requirements  prescribed  for  central 
reserve  and  reserve  city  banks. 

The  desired  list  of  banks  granted  permission  during  the  last  5  years 
to  carry  reduced  reserves  is  attached. 
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List  of  member  oanfcg  in  central  reserve  and  reserve  cities  granted  perinitslou 
during  the  period  July  1,  1352,  to  Aug.  15,  1957,  to  maintain  lower  reservet 

than  normally  required,  of  such  banks 


Name  and  location  of  member  bank 

balance  on 

June  0,  1967 

Required 

19871 

District 
No. 

Actual 

If  above  ns» 
not  bean 

. 

1MB,  Ml 
168,18° 

1,83<I,S60 

IMa.ua 

1*6. 115 
1,8OT,8M 

tSBTftM 

ise.li* 

1038,0* 

National    Bank   of  Albany    Park    In   Chicago, 

B.  BANKS  IN  RESERVE  CITIEB  ORANTED  PERMISSION  TO  MAINTAIN  THE  SAM* 
RESERVES  AS  REQUIRED  OP  BANKS  LOCATED  OUTSIDE  CENTRAL  RESERVE  AND 

RESERVE  CITIES 


8 

Mechanics  *  Merchants  Bank,  Richmond,  Va 

Ml.  010 

2,399,300 
342.040 
318,138 

1,181,107 

GOD,*  433 

Ml"  a* 

107,074 
377, 6M 
218.738 
488,313 
330,130 

•087,788 

170,862 

624,830 

363,188 

2,MS,41B 
824.843 

328,838 
1,120,017 
282.810 
878, 790 

7SB;240 

'26.203 

154,206 
204,710 
482,648 
304,860 

1, 344, 217 

202,334 

818,330 

$ 

1'coiilfv  13. ink  ami  Trust  Co.,  Ccetar  Rapids,  Iowa. 
National  Hank  of  DCS  M  nines,  Dos  Moines,  Iowa. 

446,3*8 

11 

Crica  .-inure  \nlional  Bank,  Tulsa,  Ukla 

CliIhijis  Miato  Hank,  K!  Paso  (Ysleti),  Ti'i 

1,606,817 

434.  m 

First  Slate  Knit  f.l  Orwn's  Bayou,  Houston,  Te-i 
MacOregn  Part  National  Bunk,  Houston,  Tci... 
l-ong  Point  National  Bank  .Houston.  Tn 

513,480 

1.  OH  tU 
280,881 

36,878 

Kelly  Heir!  Vilnmul  Bank,  flan  Antonio.  Tet.... 

288.618 
384. 7Bt 

H.i.-li'v  H.iak,  l.os  Aupdi-s  (Mm-  Visla),  Calif.'... 
Dccidfti'.iil    Savints   *    Cominerelal    Hank,    Los 

11. ink  ■)!  Northrldto,  T.,re  Arurclrs  (Northridgo), 

Calif.        —. 

Bank  at  Lua   Ingrfrs  at  Wcitwood,  Lee  Angeles 

3BI.J1& 

Bunk  of  Encliio,  Los  Angeles  (Enclno),  Call!. 

1,883,700 

ib  of  organization, 


■  hlch  the  organUBim  later 


1  it.  serves  reunited  an  ■  given  day  are  based  on  deposits  _. .... ,. 

1-  II ii'  same  as  eluse  of  SmslMiss  chii  prett'dinj  .lay.    Since  the  date  or  the  official  midyear  call  report  of  < 

dltlon  was  June  a  1987,  the  computed  required  reserve  (based  on  deposits  ■*  "•-  ■■'- "-■•'■ ■ 

-■■' *   •— — lobeicpt—  "•'- *  " --"     ",l 

lived  If  trio 


61  Is  actually  the 


it  day,  June  7.  This  Is  also  true  of  the  coram 
;  subject  to  the  norms!  merre  tenalrenmini  dp 
reserves  are  computed  on  the  basis  of  weekly  *, 


'o  because  the  reserve  city  designation  ol  Cedar  Rapids  w 


i  The-  hank  Is 

<  ~ . , n  i . -  in  at 
effective  Msr,    . 

>  The  required  reserve  of  111 

dally  average  required  reserve _ .._...       ......  

urn  in. II'.. Him,  h.. villi!  (oeiled  for  business  (Hi  Milv  17,  16S7.  On  June  , 
other  hanks.  Since  these  are  allowable  deductions  from  gross  demand  del 
deposits  and.  consequently,  the  required  reserve  thereon  were  very  low. 

•  Has  a  hnuirh  in  Los  Angeles,  a  reserve  city;  consenuently,  would  b( 
ini'iir.-  a;  n  ill  cable  lo  I' i-.^v,'  e'tv  hanks,  In  the  absence  of  permission  to  mi „....  ._ 

'  Title  chanced  del.  10.  lli.V.,  from  Mar  Vista  Commercial  A  Savings  Bank. 

•  The  reserve  balance  reported  lor  June  6  is  abnormally  low,  due  to  the  fact  that  the  member  bank  bad 
charted  in  Its  reserve  account  8716,000  or  drafts  which  were  still  outstanding  and,  oonseq.aeo.Uy,  had  not 

Svt  been  charged  to  the  manner  bank's  reserve  account  by  the  Los  Angeles  branch  ol  the  Federal  Rjj.il* 
Link  of  San  Francisco.     For  the  prescribed  semimonthly  reserve  computation  period  ended  June  18, 


the  first  half  of  July  10S7,  tt» 
Hance  3140,000.  Tho  bank  U  a 
It  had  large  balances  due  from 
Bits,  the  resulting  net  demand 

subject  to  the  reserve  reqatn- 


:u  the  member  bat 

—  .  .jnclsco.     For  the  _ _. 

IS57,  lbs  bank's  reswve  balance  averaged  11,330,000  and  Its  required 


re  11,318,000. 
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Board  or  Governors  of  the 

Federal  Reserve  System, 
Office  of  the  Vice  Chairman, 
Washington,  D.  C,  August  28, 1957. 
■Cob.  Wright  Patuak, 

Bouse  of  Reprenentatives,  Washington,  D.  C. 
XDbas  Mr.  Patmak  :   This  is  In  response  to  your  letter  of  August  22,  regarding 
fcfte  status  of  officers  and  employees  of  the  Federal  Reserve  System,  other  than 
tfa«s  members  of  the  Board,  as  public  officials. 

^n»e  Federal  Reserve  banks  are  instrumentalities  of  the  Government  with 
P**t»lic  functions.  In  that  sense,  the  officers  end  employees  of  the  Federal  Re- 
i^ve  banks  are  engaged  in  the  performance  of  public  service  and  hence  can  be 
<****sidered  to  be  public  officials.  However,  they  are  not  officers  or  employees  of 
t*fc«*  United  States  Government  and  do  not  subscribe  to  the  oath  at  office  taken 
t>S*~    officers  and  employees  of  the  Federal  Government. 

^*o«ne  of  the  officers  and  employees  of  the  Federal  Reserve  System,  other  than 
'E*^  Hoard  and  its  staff,  can  be  considered  as  public  officials  of  the  United  States 
^j5*"v-e  rumen  t.  They  are  the  members  and  alternate  members  of  the  Federal  Open 
^~^-z"ket  Committee,  and  the  Federal  Reserve  agents  and  assistant  Federal  Re- 
*^*"V*«  agents  at  the  various  Federal  Reserve  banks. 

Tlie   Federal   Open   Market   Committee  is,   of  course,   a   governmental   body 

^*a.ted  by  the  Federal  Reserve  Act.     The  Reserve  bank  presidents  and  first 

T***  .presidents  who  are  members  or  alternate  members  of  the  Committee  serve 

™*  a  dual  capacity.    As  such  members  they  subscribe  to  the  constitutional  oath 

**e  office  prescribed  by  section  10  of  title  5  of  the  United  States  Code.     In  their 

i  Opacity  as  officers  of  the  Reserve  banks,  however,  they  have  the  different  status 

I  indicated  in  the  second  paragraph  of  this  letter. 

A  The  Federal  Reserve  agent  at  each  Federal  Reserve  bank,  who  is  also  chalr- 

9  nan  of  Its  board  of  directors,  acts  In  bis  capacity  as  Federal  Reserve  agent 

/  as  an  agent  and  representative  of  the  Board  of  Governors  aud  as  such  takes  the 

oath  of  office  prescribed  by  the  above-mentioned  provisions  of  the  United  States 
Code.    For  similar  reasons,  the  Federal  Reserve  agent's  assistants  likewise  sub- 
scribe to  the  statutory  oath  of  office. 
I  trust  that  this  will  supply  the  information  you  desire. 
Sincerely  yours, 

C.  Canby  Baldehston,  Vice  Chairman. 


Memorandum  to  Mr.  Robert  L.  Cardon,  clerk  null  general  counsel,  House  Com- 
mittee on  Banking  and  Currency. 

From :  Alfred  K.  Cherry. 

The  following  information  Is  In  response  to  Mr.  Patmau's  four  questions 

which  you  submitted  to  my  secretary  by  telephone; 

Question  No.  1.  Salaries  over  $12,500  each  of  individuals  of  earh  of  the  TZ  Fed- 
eral Reserve  banks  and  the  Federal  Reserve  Board  for  the  years  1947, 1952,  and 
1957 — the  number  of  people,  not  their  names — receiving  such  salaries  at  each 
bank  and  the  Board 


Number  of  employees  and  officers  of  Federal  Reserve  banks  toith  salaries 
over  tlSJOO 

Bank 

«„.»,,«, 

Dec.  31,  19  W 

June  30, 1SJ7 

Bostor 

• 

10 
10 

13 

Clevetaiwl 

18 

St.  Loi: ." 

■u 

10 

Smi  Franrtaco 

is 
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Jan.  1.  1947 < 

Jan.  1,  1952 _-. . _  11 

Jan.  1,  1957 , 88 

Question  2fo.  2.  Total  amount  paid  by  Federal  Reserve  Dttnti  and  the  Federal 
Reserve  Board  into  retirement  fundi  in  the  System — this  to  be  a  total  four* 
from  the  time  the  retirement  plan  mat  established  in  193+  to  date;  alto  the 
game  information  about  total  amount  paid  by  employee*  during  that  time 

The  total  amount  contributed  by  the  Federal  Reserve  banks  and  the  Board  In 
the  period  from  1934,  when  the  retirement  system  was  established,  through 
June  30,  1957,  amounts  to  $117,778,705.37. 

In  addition,  the  Board  contributed  on  July  1,  1957,  the  following  amount  to 
fund  the  accrued  liability  arising  from  the  acceptance  of  the  provisions  of  the 
Johnston  Act  in  the  Board  plan  of  retirement :  $'2,224,897. 

In  the  same  period  from  1934  to  June  30, 1957,  the  members  of  the  Retirement 
System  contributed  a  total  of  963,610,346.19. 

It  should  be  noted  that  the  contributions  of  the  employing  banks  include  pro- 
visions for  service  rendered  prior  to  1934,  but  after  age  21,  for  all  members  of 
the  retirement  system. 

It  should  also  be  noted  that  the  total  contribution  of  members  does  not  reflect 
the  withdrawals  for  death  in  service  and  withdrawals  occasioned  by  separa- 
tions. 

Question  No.  S.  Amount  paid  or  authorized  by  the  banks  and/or  the  Board 
during  the  year  19S7  to  retirement  funds 

The  retirement  system  is  on  a  fiscal-year  basis  ending  February  29,  and  the 
amounts  contributed  for  January  and  February  are  included  In  the  figure  in 
response  to  question  No.  2.  The  following  amounts  have  been  paid  by  bank  and 
Board  contributions  for  tbe  months  of  March,  April,  May,  and  Juno  of  1907: 
$1,707,054.68. 

During  this  same  period  the  members  paid  $1,39(5,227.14. 

In  addition,  tbe  July  1,  19S7,  payment  for  tbe  Board's  accrued  liability  for 
the  Johnston  Act  has  been  made  as  noted  In  response  to  question  No.  2  above' 
$2,224,897. 

For  purposes  of  comparison  with  the  current  year's  figures,  the  following 
figures  are  supplied  for  the  full  fiscal  year  ended  February  28,  1967 : 

Bank  and  Board  contributions $5,  661, 015. 70 

Members'  contributions 4, 686,  flos.  30 

Question  2io.  i-  Cafeteria  and/or  other  restaurant  and  eating  places'  receipts  and 
losses  during  the  year  1956  for  each  one  of  the  banks  and  the  Board.  If 
eating  facilities  operated  by  lessee,  losses  sustained  will  be  adequate 
information. 

See  attached  sheet  for  cafeteria  receipts  and  losses  for  the  Federal  Beanrre 
banks  for  the  year  1956. 

The  Federal  Reserve  Board's  cafeteria  receipts  and  losaea  for  the  year  1950 
are  as  follows: 

Total  cafeteria $122, 289.  M 

Cafeteria  receipts 76, 178,78 

Net  losses,  cafeteria 47.090.48 
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Federal  Reserve  banks'  cafeteria  receipt!  and  losses  for  year  19S6 
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2,  Ml,  000 
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1,106,814 

Board  of  Governors  op  the  Federal  Reserve  System, 

August  S,  195S. 
To  the  Presidents  of  All  Federal  Reserve  Banks: 

Drab  Sir:  At  the  meeting  of  tbe  Federal  Open  Market  Committee  on  July  12, 
1955.  the  Secretary  of  Ihe  Committee  lvng  requested  to  report  on  the  question 
whether  the  authorization  to  enter  into  repurchase  agreements  with  nonbank 
dealers  In  United  States  Govern  incur  securities  should  be  to  nil  Federal  Reserve 
banks  or  only  to  the  Federal  Reserve  Hank  of  New  York. 
09375—57-    lit.  1 37 
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At  the  meeting  of  the  Committee  on  August  2,  it  was  agreed  that  there  was 
little  likelihood  that  this  authority  would  be  used  by  any  of  the  Federal  Re- 
serve banks  except  New  York.  Accordingly,  approval  was  given  to  a  recom- 
mendation that  hereafter  authorization  be  given  only  to  the  Federal  Reserve 
Bank  of  New  York.  To  carry  this  decision  into  effect  the  authority  given  to  all 
Federal  Reserve  banks  on  July  12,  105j,  was  terminated  and  effective  August  2, 
1955,  the  attached  authority  was  given  to  the  Federal  Reserve  Bank  of  New 
York  with  the  understanding  (a)  that  the  authority  would  be  used  sparingly  In 
entering  into  agreements  at  rates  below  the  discount  rate,  and  (6)  that  the 
Federal  Open  Market  Committee  will  determine  at  each  meeting  the  extent  to 
which  repurchase  agreements  covering  Government  securities  are  to  be  au- 
thorized and  the  rate  or  rates  at  which  such  agreements  are  to  be  undertaken. 
Very  truly  yours, 

Win  field  W.  RrciLEn, 
Secretary,  Federal  Open  Market  Committee. 


The  Federal  Reserve  Bank  of  New  York  Is  hereby  authorised  to  enter  Into 
repurchase  agreements  with  nonbank  dealers  in  United  States  Government  secu- 
rities subject  to  the  following  conditions: 

1.  Such  agreements 

(o)  In  no  event  shall  be  at  a  rate  below  whichever  is  the  lower  of  (1)  the 
discount  rate  of  the  Federal  Reserve  bank  on  eligible  commercial  paper,  or  (2) 
the  average  issuing  rate  on  the  most  recent  issue  of  3-month  Treasury  bills ; 

(6)  Shall  be  for  periods  of  not  to  exceed  IS  calendar  days; 

(c)  Shall  cover  only  Government  securities  maturing  within  16  months;  and 

(if)  Shall  be  used  as  a  means  of  providing  the  money  market  with  sufficient 
Federal  Reserve  funds  to  avoid  undue  strain  on  a  day-to-day  basis. 

2.  Reports  of  such  transactions  shall  be  Included  in  the  weekly  report  of  open- 
market  operations  which  Is  sent  to  the  members  of  the  Federal  Open  Market 
Committee. 

3.  In  the  event  Government  securities  covered  by  any  such  agreement  are  not 
repurchased  by  the  dealer  pursuant  to  the  agreement  or  a  renewal  thereof,  the 
securities  thus  acquired  by  the  Federal  Reserve  Bank  of  New  York  shall  be  sold 
in  the  market  or  transferred  to  the  System  open-market  account 


board  of  governors  of  the 

Federal,  Reserve  System, 

Office  or  the  Chairman, 
Washington,  D.  C,  September  19, 1857, 
Hon.  Wright  Path  ah. 

Bouse  of  Representatives,  Washington,  D.  O. 
Deak  Mr.  I'atuak  :  Pursuant  to  the  request  contained  in  your  letter  of  August 
29, 1957,  attached  is  a  statement  of  Federal  Reserve  Bank  expenditures  for  bank 
premises  and  repairs  and  alterations  In  each  of  the  years  1050  through  USA. 
Sincerely  yours, 

Wm.  MoC.  Mjurrnr,  Jr. 


,yGoogIe 


FINANCIAL  mSTTTUnONB  ACT  OF    1957 


Capitalized  expenditures  for  bank  premises 
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See  footnote*  at  end  of  table. 
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See  footnote*  at  end  of  Uhlu. 
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««e  footnotes  at  end  of  table. 
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Federal  Reserve  hunk  expenditures  for  bank  premises  and  repairs  and 
alterations,  1950-56 — Continued 
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it  end  of  table. 
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Federal   Reaervo 

bank  expenditures  for  bank  premises  and  repairs  and 
alterations,  1950-56 — Continued 
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Include  minor  repairs  and  alterations  made  by  the  banks1 

ns  of  conitruetlon  and  renovation  eipenditures  for  1960-53, 

Allocations  of  construction  and  renovation  mpencilturos  for  1951-55. 

HlMn  ■!■■! 1 1  proceeds  from  sale  of  parcel 
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■  Allocation  of  construction  andniodcmliaiion  eipenditures  fo 


Mr.  Vanh.  Mr.  Chairman,  I  have  one  question. 

The  Chairman.  Mr.  Vanik. 

Mr.  Vanik.  Mr.  Martin,  this  relates  to  the  question  raised  by  Dr. 
Talle  a  moment  ago  concerning  the  urgency  of  this  legislation. 

Now,  I  don't  seem  to  recall  any  comment  from  you  with  respect 
to  the  urgency.  Is  there  anything  that  impels  us  or  should  impel  us  to 
pass  this  legislation  out  of  committee  now  rather  than  after  a  little 
more  deliberate  study. 

Mr.  Martin.  Well,  most  of  the  items  in  this  bill,  those  that  we  have 
commented  upon,  Mr.  Vanik,  seem  to  us  to  be  long  overdue  as  far  as 
recodification  and  clarification  of  the  banking  laws. 

Mr.  Vanik.  Well;  is  there  any  jeopardy  to  the  banking  system  if  we 
take  a  little  more  time  to  study  this  legislation? 

Mr.  Mabtin.  I  can't  say  there  is  any  jeopardy  to  the  banking  sys- 
tem, do. 

Mr.  Vahtjl  Is  there  anything  in  the  Financial  Institutions  Act 
which  impels  us,  or  any  part  of  it  which  should  come  out  right  away  i 

Mr.  Mabttn.  I  don't  see  any  jeopardy  to  the  banking  system  in 
failing  to  enact  any  of  the  items  that  are  in  this  bill,  but  I  want  to 
make  the  position  of  the  Board  clear  that  we  would  like  to  Bee  this 
bill  enacted  as  early  aspossible. 

Mr.  Vanik.  Yes.    Thank  you. 

Mr.  Mttlter.  As  a  practical  matter,  even  if  we  reported  this  bill 
today,  you  couldn't  get  any  action  from  the  House  before  next  Jan- 
nary.    That  is  just  one  of  the  parliamentary  facts  of  life. 
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Mr.  Patman.  And,  Mr.  Chairman,  the  recodification  could  be  re- 
ported out  of  this  committee  unanimously  this  morning.  Nobody  ob- 
jects to  it.    It  is  the  substantive  law  changes  we  object  to. 

If  the  chairman  will  introduce  a  bill  today  restricted  just  to  the 
recodification,  we  can  report  it  out  unanimously  tomorrow. 

On  the  question  whether  my  earlier  references  to  this  bill  as  a 
"bunkers'  bill"  is  correct,  I  would  like  to  include  in  the  record  an 
item  relating  to  bankers'  support  of  the  bill  which  appeared  at  page 
40  of  the  May  li);">7  issue  of  Banking,  which  is,  of  course,  the  journal 
of  the  American  Hunkers  Association.  This  item  appears  under  the 
heading:  "Hunkers"  Prestige."  It  is  in  the  nature  of  a  self-congrat- 
ulatory editorial  in  which  the  editor  is  assigning  a  lion's  share  of  the 
credit  for  passage  of  the  bill  in  the  Senate  to  the  effectiveness  of  the 
bankers  '•numerous  telegrams,  telephone  calls,  and  letters"  to  Sena- 
tors and  Representatives.  I  think  this  item  will  leave  no  doubt  that 
passage  of  the  bill  lias  lieen  the  object  of  an  organized  lobbying  effort 
on  the  part  of  the  membership  of  the  American  Bankers  Association. 
The  item  is  as  follows : 


i  with  Senate  insane?  of  the  Robertson  bill  and  House  de-     - 
in   inquiry.  Senators  and  Representatives  reported  that  they     " 
*  telegrams,  telephone  calls,  and  letters  from  individual  com-    - 
men-int   bankers,  emphasizing  the  effect  of  these  mutters  upon  commercial 
bunking. 

In  the  Senate,  these  communications  resulted  ( col nciden tally  or  otherwise)  In  -> 
greater  attention  and  attendance  by  Senators  to  the  debate  on  the  Robertson  j 
bill  than  has  occurred  In  a  long  time  In  the  case  of  legislation  lacking  broad,  . 
public  Interest. 

Sponsors  of  the  Patman  resolution  credited  these  banker  communications  with  J 
the  defeat  of  the  subcommittee  inquiry.     Seasoned  observers,  however,  would  J 

not  evaluate  this  banker  expression  of  sentiment  as  the  decisive  factor.    Presi 

dent  Eisenhower  barked  the  broader  gage  financial  Inquiry.    Houses  OOP  leader 

ship  under  Representative  Joe  Martin   (Republican,    Massachusetts)   and  hlsM 

assistant.  Representative  Charles  Halleck  (Republican,  Indiana)   turned  In  a 

superb  performance  from  the  standpoint  of  a  purely  political  operation.    They — 
lost  only  two  Republican  votes  in  the  House.    Furthermore,  quite  a  few  Demo- 
crats were  disinclined   to  back  a  monetary  inquiry  by  an  individual  BO  thor- 
oughly convinced  of  the  need  for  inflation. 

The  Chairman.  Mr.  Martin,  we  thank  you  very  much  for  the 
service  you  have  rendered  and  the  information  that  you  have  given  to 
this  committee. 

We  hope  you  may  come  back  again  sometime.    We  thank  you. 

The  committee  now  stands  adjourned. 

Mr.  Mtxtkr.  I  want  the  record  to  show  that  at  the  next  executive 
session  of  this  committee  I  will  raise  a  protest  against  any  of  die 
witnesses  being  dismissed  until  all  members  have  had  a  full  oppor- 
tunely to  question  them  about  every  part,  of  this  proposed  statute. 

CWhereupon.  at  12 :  03  p.  m.,  the  committee  adjourned,  to  reconvene 
at  10  a.  m..  Wednesday,  August  7,  1057.) 
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WEDNESDAY,  AUGUST  7,  1957 

House  OF  Representatives, 
Committee  on  Banking  and  Currenci-, 

Washington,  D.  C. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence    (chairman) 
presiding. 

Present :  Chairman  Spence,  Messrs.  Brown,  Patman,  Multer, 
Barrett,  Mrs.  Sullivan.  Messrs.  Viinik,  Henley,  Cond,  Anderson, 
Breeding,  Talle,  Betts,  Mumma,  McVey,  Bass,  Seely-Brown,  Hender- 
son, andXhamberlain. 

The  Chairman.  Tlie  committee  will  be  in  order. 
Mr.  Gidney  is  back  again  to  testify. 

7U3THEB  STATEMENT  OP  HON.  BAT  M.  GIDNEY,  COMPTROLLER 
OS  TEE  CURRENCY;  ACCOMPANIED  BY  L.  A.  JENNINGS,  DEPUTY 
COMPTROLLER;  AND  B.  T.  ENGLEBT  AND  G.  E.  McCONLEY,  LEGAL 
DIVISION,  OFFICE  OP  THE  COMPTROLLER  OP  THE  CURRENCY 

Mr.  Gidney.  Mr.  Chairman,  might  I  say  that  in  response  to  a  re- 

Juest  of  Representative  Patman  we  have  brought  with  us  the  audits 
or  the  last  5  years. 

Mr.  Patman.  What  about  tlie  interest  table  we  asked  about,  Mr. 
Gidney  ? 

Mr.  Gidney.  We  have  brought  that.     That  is  here  today. 

Mr.  Patman.  I  have  a  copy  here. 

Mr.  Gidney.  I  would  like  to  say  with  respect  to  these  audit  reports 
that  some  of  them  are  our  only  copies,  that  is,  tlie  annual  reports  of 
our  bureau,  tlie  reports  of  the  Treasury,  and  we  have  brought  here 
the  original  bound  annual  statements  of  the  accounts  of  the  office 
of  the  Comptroller  of  the  Currency,  the  original  bound  audit  reports 
of  the  office  of  the  special  disbursing  agent  for  these  5  yearsj  the 
original  bound  audit  reports  of  the  Division  of  Solvent  National 
Banks,  original  monthly  audit  reports  of  the  Office  of  tlie  Comp- 
troller of  the  Currency,  covering  5  years.  In  the  year  in  which  I 
took  office  I  think  there  were  additional  audits.  Since  these  are  our 
copies  and  are  essential  to  the  protection  of  the  office  and  the  incum- 
bent, we  hope  you  will  be  able  to  review  them  and  let.  us  have  them 
back  as  soon  as  convenient. 

The  Chairman.  Mr.  Gidney,  I  wish  you  would  explain  to  the  com- 
mittee the  processes  by  which  mergers  are  usually  effected.  In  other 
words,  the  proposition,  I  suppose,  for  the  merger  is  presented  to  the 
board  of  directors  of  each  of  the  banks. 

Mr.  Gidney.  Yes. 
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The  Chairman-.  Please  explain  how  mergers  are  effected. 

Mr.  Gidney.  Mr.  Chairman,  we  probably  ought  to  take  this  a  little 
bit  carefully,  subject  to  correction  from  counsel. 

Now,  the  arrival  at  the  understanding,  of  course,  is  done  by  negotia- 
tion of  people  who  have  ownership  of  important  amounts  of  stock  and 
have  something  to  do  with  guiding  those  things;  whichever  way  it 
goes,  it  would  be  presented  to  the  respective  boards  of  directors.  They 
would  perhaps  talk  with  us,  if  it  is  going  to  be  a  national  bank,  or 
they  would  talk  with  the  State  bank  supervisor  if  it  was  a  State  bank. 

The  Chairman.  If  the  merger  results  in  a  State  bank,  you  have  no 
authority  1 

Mr.  Gidney.  We  have  no  authority  in  that  case;  no. 

Then  having  received  some  indication  as  to  any  objections  there 
may  be,  and  if  they  get  where  they  feel  able  to  go  ahead,  they  will 
make  it  more  formal,  and  they  will  actually  have  each  board  accept  the 
nrrangement  or  proposed  agreement. 

Then  if  it  is  a  national  bank  concerned,  there  has  to  be  publication 
for  4  weeks'  notice  of  the  merger.  There  has  to  be  notice  to  share- 
holders and  the  publication  for  i  weeks,  and  then  a  two-thirds  vote 
of  the  shareholders  of  each  institution. 

Now,  as  to  the  form  of  merger,  it  is  not  accomplished  by  the  purchase 
of  stock  by  either  bank,  except  possibly  in  some  jurisdictions.  There 
cannot  be  where  the  acquiring  bank  is  a  national  bank,  because  they 
cannot  purchase  stock  of  any  kind.  So  the  purchase-of -stock  method 
is  almost  negligible.  There  may  be  a  case  sometimes,  but  there  are 
almost  none.  The  purchase  of  assets — let's  take  a  simple  case.  If  a 
bank  had  a  million  deposits,  and  a  hundred  thousand  of  excess  value 
in  capital  funds,  a  larger  bank  might  pay  $1,100,000  for  that  and  take 
the  assets,  assume  the  liabilities,  and  the  $100,000  would  be  paid 
to  the  .stockholders.     They  would  be  by  purchase  of  assets. 

The  mergers  that  we  have  had  to  deal  with  come  either  in  the  form 
of  a  merger  or  consolidation,  and  those  are  technically  different,  but 
that  is  not  too  important  for  the  purposes  of  this  description.  In 
consolidation,  let  us  say,  of  2  national  banks,  they  just  go  together  with 
everything  they  have,  and  they  usually  consolidate  under  the  charter 
of  1  of  the  banks,  so  that  the  holders  of  that  bank  continue  to  own 
the  stock  they  already  have,  and  the  people  in  the  other  bank  get 
stock  in  the  combined  bank,  and,  of  course,  they  both  have  stock  in 
the  combined  bank.     That  is  a  consolidation. 

Now,  a  merger  is  just  about  the  same,  with  some  little  differences 
as  to  rights  and  powers  of  dissenting  stockholders. 

The  Chairman.  It  is  all  effected  by  stock  transaction,  is  it  not! 

Mr.  (Sidney.  It  is  effected  by  stock  transaction. 

I  noticed  in  the  testimony  of  another  witness  the  statement  there 
had  to  be  money  supplied  to  finance  a  merger,  and  that  isn't  correct, 
because  the  two  banks  furnish  their  own;  they  simply  go  together 
with  what  they  have. 

The  Chairman.  What  provision  is  made  for  the  minority  stock- 
holders who  don't  want  to  participate  in  the  merger? 

Mr.  GinNBV.  The  minority  stockholder  gives  notice  that  he  disap- 
proves and  will  vote  against  it.  He  can  then  demand  that  his  stock 
lie  appraised  and  that  he  be  paid  the  value  as  found  by  the  appraisal. 
.Vnil  that  iw  supposed  to  be  done  by  a  committee,  one  of  whom  he 
appoints,  one  whom  the  bunk  appoints,  and  they  select  a  third. 
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If  they  agree,  that  I  believe  ia  binding.  If  they  do  not  agree,  he 
can  demand  that  the  Comptroller — if  a  national  bank  is  concerned — 
appraise  the  value  of  the  stock  and  then  the  merged  or  consolidated 
bank. has  to  pay  him  that  amount. 

The  Chairman.  Are  a  great  proportion  of  these  mergers  effected 
entirely  by  stock  transaction  without  any  minority 

Mr.  Gidnet.  Not  by  the  purchase  of  stock  but  by  this  merger  or 
consolidation  method  where  they  put  the  banks  together.  They  get 
stock  in  the  combined  bank.  It  is  provided  by  law  and  the  usual 
agreement  of  merger  that  each  bank  takes  into  the  merger  whatever 
it  has.     It  is  an  exchange  of  stock  in  that  way. 

The  Chairman.  On  the  merger,  the  corporation  that  is  organized 
issues  new  stock  to  its  own  shareholders  and  to  the  shareholders  of 
the  merged  bank  ? 

Mr,  Gidnet.  Yes,  but  it  is  a  continuing  corporation.  It  usually 
is  not  a  new  corporation.  It  would  be  once  in  a  very  long  time  that 
it  would  be  a  new  corporation. 

The  Chairman.  It  would  be  a  reincorporation. 

Mr.  Gidney.  It  isn't  even  that.  They  just  go  together  like  a 
wedding. 

They  continue  under  the  charter  of  one  or  the  other. 

The  Chairman.  Of  one  of  the  banks. 

Mr.  Gidnet.  Whichever  they  like  better.  If  is  is  a  couple  of 
national  banks,  they  are  very  likely  to  take  the  charter  earner  in 
number. 

The  Chairman.  But  the  bank  that  continues  pays  to  the  stock- 
holders the  amount  they  are  entitled  to  for  their  stock  ? 

Mr.  Gidnet.  The  usual  case  is  that  they  get  so  many  shares  of 
stock  of  the  combined  institution  for  so  many  shares  of  theirs,  and 
that  is  true  for  both  banks.  That  is  true  for  both.  One  might  get 
1  for  1,  and  the  other  might  get  5  and  4,  or  4  for  5,  or  whatever. 
It  is  just  a  putting  together  of  the  whole  entities  of  the  consolidating 
or  merging  banks. 

Now,  the  purchase  of  assets  is  something  different,  because  the 
stockholders  of  the  selling  hank  may  then  take  their  cash  and  pay 
their  taxes  and  be  out  of  that  particular  institution. 

The  Chairman.  What  proportion  of  the  mergers  result  in  national 
banks  merging  into  State  banks?    Are  they  increasing? 

Mr.  Gidnet.  We  have  figures  on  that.  In  numbers  I  think  some- 
what more  have  come  to  national  rather  than  going  to  State.  In  dol- 
lars, we  prepared  for  the  Judiciary  Committee  a  list  of  the  banks, 
going  back  to  6  or  7  years,  and  that  is  at  page  145  and  following. 

Mr.  Multer.  145  of  what? 

Mr.  Gidnet.  The  hearings  before  the  Antitrust  Committee  No.  5, 
on  March  6,  7,  8,  20  and  21,  1957,  serial  No.  2,  on  bills  H.  R.  264  and 
2143. 

The  Chairman.  Could  that  list  be  brought  up  to  date? 

Mr.  Gidnet.  It  is  up  to  date. 

The  Chairman.  It  is? 
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Mr.  (Jidnet.  Well,  in  this  document  it  is  up  to  the  end  of  1956,  and 
1  have  had  it  brought  down — I  have  somewhere  here  the  continu- 
ation, bringing  it  down  to  June  30  of  this  year.  We  can  supply  this 
material  to  June  30, 1957,  quite  readily. 

The  Chairman.  You  may  do  that,  and  it  may  be  inserted  in  the 
record. 

(The  information  requested  above  is  as  follows:) 

(The  following  data  appeared  originally  in  hearings  before  the 
Antitrust  Subcommittee  of  the  Committee  on  the  Judiciary,  House  of 
Representatives,  March,  1957.) 
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NuMofiMtvtacbank 

Name  of  absorbed  back 

Total  n- 

United  Hates  National  Bank,  SmMm.... 
Anglo  CaJlfcrnla  National  Bank,  BinPru- 

SS.M8.70* 

Oaemsattout: 

HMM  National  Bank  A  Trust  Co.,  Hert- 

fcr  . 
rirat  National  Bank  A  Trait  Co.,  Bridge- 
port. 
C«*bo: 

East  Hartford  Trust  Co.,  East  Hartford. 

8. 114,  7H 

ntbwb: 

Farmers  Flnt  National  Bank,  Minooke. 

1   433,439 

7,084.34.1 
47J,HS3 

40, 440,  SIS 

090.200 

1140,118 

First  National  Bank  A  Trust  Co.,  Caw- 
torowrlUe. 

Crswtordsvllle  Trust  Co.,   Crawford*- 
Tule. 

CwilrJ  National  Bulk  A  Trait  Co.,  Topeke. 

Middlesex  County  National  Bank,  Everett.. 

First  National  Bank  In  Medlord 

17,  MS,  DM 
10,  SM,  138 

The  First  National  Bank.  Chadron 

3,709,700 
1.S48.0M 

New  Hsiupablre: 

hmn  A  Traders   Nation*!  A   3e*lnga 
Bank,  Colebrook. 
NtrJmr: 

Farmers     Guaranty     Barings     Bank, 
Colebrook. 

Orange  First  National  Bank.  Orange 

Franklin  National  Bank,  Jeney  City... 

11.718,386 
3,724,790 

Aabury  Park  National  Bank  A  Trait  Co., 
Ashory  Park. 

National  Newark  A  Earn  Banking  Co., 
Newark. 

Hudson  County  National  Bank,  Jersey  City. 

National  State  Bank,  Newark 

Now  York: 

Meadowbrook  National  Bank,  Freeport 

11,900,300 
11.400,100 

ss.  ssi.  41X1 

■,513,870 

8, 163, 804 
1,904,418 
1,181,401 
17, 760, 218 

Quttenberg  Bank  A  Trait  Co.,  Outten- 
t'nited"  States  Trait  Co.,  Newark 

West  Hempstead  National  Bank,  Wort 

Hempstcel. 
WlUlston    National    Bank,    Wllllston 

Park. 
Somerset  National  Bank,  Barker 

Fort    Edward    National    Bank,    Fort 
Edward. 

South     Shore     Trust    Co.,     Rookvllle 

Niagara  County  National  Bank  A  Trait 

Co.,  Lock  port. 
aim  Fall*  National  Bank  A  Trust  Co., 

aiene  Falls. 

Franklin  National  Bank,  Franklin  Square. . 

{torn 

Peoples  Bank  A  Savings  Co.,  Clncln- 

DuBols  National  Bank.  DuBols 

National  Bank  ol  Sprlngdale,  Spring- 

Fenniylvanla: 

DaBota  Deposit  National  Bank,  DuEols... 
Peonies  First  National  Bank  A  Trust  Co.. 
Pittsburgh. 

7.  W0.  424 
4.093,198 

Mellon  National  Bank  II  Trust  Co.,  Pitt* 

Farmers  Deposit  National  Bank.  Pitts- 
burgh. 

Turtle  Crook  Bank  A  Trust  Co.,  Turtle 
Creek. 

The  Charter  Bank,  Philadelphia _. 

Aquldneok,  National  Bank,  Newport. - 
Wakefield  Trust  Co.,  Wakefield 

161.  200. 980 

Ontral-Pnui  National  Bank,  Philadelphia. 
Bhode  Island: 

Rhode    Island    Hospital    National    Bank, 

Provldenoe. 
Provldenoe  National  Bank,  Providence 

0,  MS,  SOD 
14,447,081 
11,880,900 
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Sou  Hi  Carolina: 

Spartanburg   Commercial  National  Bank, 
Spartanburg. 

Do 

Do _ 

Teias: 

First  National  Bank  in  A I  pin* 

First  National  Bank.  J<-n>r»n 

Virginia: 

Peoples  National  Rank.  Pulaski 

Washington: 

Seattle-First  Natumal  Bank.  Seattle... 

National  Bank  of  Commerce,  Seattle 

Do... 

Seattle- First  National  Bank.  Seattle 

National  Bank  o' Commerce.  Seattle 

Total,  year  19S0  (W  banks) 


Colon  County  Bank,  Unlou.. 


o!  Landrum,  Landrum..  _  _ 


BenkotJoncevllie,  Jontsvlue. 


Pulaski  Trust  Co.,  P 

Washington  National  Bank,  Vancouver. 
QuIncyVaUey  State  Bank,  Qulnrjy__ 

Bank  of  Auburn,  Auburn 

ruiiens  State  Bank,  Omak. . 


Suourlty  State  Bank,  White  Salmon.. 


u.«t.ia 

Lam.soo 
1.14000 

%M,10B 


Security-First  National  Bank,  Los  Angelea.. 

Old  National  Bank,  Evansvllle 

Lincoln  National  Bank  A  Trust  Co.,  Fort 

Caney  Valley  National  Bank,  Caney. 

Maryland: 

Washington     County     National     Saving! 
Bank,  Williams  port. 
Massachusetts: 

Brockton  National  Bank,  Brockton 

First  National  Bank  ft  Trust  Co.,  Kalama- 

Nebraska: 

First  National  Bank,  Atkinson 

New  Jersey: 

National  Newark  ft   Essex  Banking  Co., 
Newark. 

First  National  Bank  ft  Trust  Co.,  Paterson. 
New  York: 

Chautauqua  National  Bank  ft  Trust  Co., 
Jamestown, 

Statin  Island  National  Bank  &  Trust  Co., 
Port  Richmond,  Statan  Island. 
Ohio: 

First  National  Bank,  Cincinnati 

Old  Pbocnli  National  Bank,  Medina 

National  City  Bank,  Cleveland 

Oklahoma: 

First  National  Bank,  Perry 

Pennsylvania: 

First  Nation*!  Bank,  Erie 

Second  National  Bank,  Wilkes-Banc 

Mellon  National  Bank  *  Trust  Co.,  Pitta- 
Do.'. 

County  National  Bank,  Clearfield 

Philadelphia  National  Bank,  Philadelphia.. 
Mellon  National  Bank  ft  Tnut  Co.,  Plttt- 
Do-'. _ 

Rhode  Island: 

Providence  Union  National  Bank  ft  Trust 
Co..  Providence. 


Franklin  Bank  ft  Trust  Co.,  Evansvllle. 
Peoples  State  Bank,  New  Haven... 

The  Nlotaie  State  Bank,  Motets ._ 

Savings  Bank  of  Willlamsport,   Wll- 
llamsport. 

Morris   Plan  Bank  ft    Banking  C 
Brockton. 

State  Savings  Bank,  Otsego 

Emmet  State  Bank.  Emmet.. 

Caldwell  National  Bank,  Caldwell... 

United  States  Trust  Co.,  Paterson... 

Union  Trust  Co.,  Jamestown 

West  New  Brighton  Bank,  West  New 
Brighton. 

Second  National  Bank,  C 

Seville  State  Bank,  Seville. . 

'I  ha  Bank  or  Bene.  Co.,  Bens 

Red  Rock  State  Bank,  Red  Rock.. 

National  Bank  ft  Tnut  C 

First  National  Bank,  Kingston... 
First  National  Bank,  Oakrnont.. 

Parnassus  National  Bank,  New  Kttt- 

suurton- 
Flrst  National  Bank  of  Osceola,  Osceola 

Mills. 
Ninth  Bank  ft  Trust  Co.,  Philadelphia,. 
Fourteenth  Street  Bank,  Pittsburgh... 

Manchester  Bavmas  Bank  *  Trust  Co., 
Pittsburgh. 

Union  Trust  Co.,  ProvMenoe.. 


Mi,  711 

1,011,001 
j.  ill.  in 

mom 

T.m,ui 

«t,t«S,«H 

M,  US,  IB 
ILWI.TS 

tt.4n.su 

LBS.W 

■.tu.ni 

lLTmiM 


M,«n,iM 

MB.  M 
•.•WHS 
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Nun*  of  receiving  ban* 

Niim  of  absorbed  bank 

Total  re- 
hank 

""ISSSiB^-Comm-™  3«ttle 

lira.  «s 

Northwestern  Loan  A  Trust  Co.,  Ken- 
Stock  growers  Stale  Bonk,  Lander 

Pint  *  Farmers  National  Bank,  Somerset . 

~  N&MJ  Bank  of  Detroit.  Detroit 

National  Bank  ot  Jackson,  Jackson 

National  Bank  of  Detroit,  Detroit 


Manufacturers  National  Bank,  Detroit... 
Ufjoori: 

Fbrt  National  Bank,  Joplln 

Fowl  National  Bank,  Stewarts vllle 


The 


National  Bank   4    Trust  Co., 
_.t. 

Northern  Valley  National  Bank, 

Englewood. 

lie  National  Bank  of  New  Jersey,  New 

Brunswick 

atkmal    Newark  4   Essex   Bunking  Co., 

Newark, 

tat  National  Bank  i  Trust  Co.,  Kearny. 

atkmal  Newark  £   Easex  Banking  Co.. 


Franklin  National  Bank,  franklin  Squari 

Meadow  Brook  National  Bank,  Freeporl. 
FlrM  Suffolk  National  Bank.  Hunting!™ 

Ofwam  County  National  Bunk,  Oswego. 

at  tonal  Bank.  Troy..  .. 

rr   National    Bank,    Xe 

i.  Franklin  Snuart 


National  Commercial  B 
Albany. 
Onto: 

First  National  Bank,  Ctnc 


Winters  National  Bonk  &  Trust  Co.,  Day 


Flrat  National  Bank,  Belmont.. 


Plymouth  United  Savings  Bank,  Ply- 
mouth. 
United  Savings  Bank,  Detroit     

taring . 

First  National  Bank,  Entontown 

Northern  Valley  National  Bank,  Tena- 

By. 
Metuoben  National  Bank.  Metuchen   .. 

Bloom  field  Bank  it  Trust  Co.,  Bloom- 

Bald. 
Harris™ -Kearny  Trust  Co.,  East  New- 
Savings  Investment  A  Trust  Co.,  East 


first  N 


lonnlBunk  &  Trust  Co.,  Floral 


ritiiviis  National  Bank  &  Trust  Co., 

Fulton. 
Amsterdam      City      Nutkuul      Bank, 

Bronxvllla  Trust  Co.,  Bromvillc 

Bank  of  Farmlngdiile,  Farmingdule... 
Hufison  River  Trust  Co,  Hudson 


Kirkersvl 
The   Ct 

Cnrrouton  Bank. 


Savings  Bank,  Klrkeravll 


Vest  Carroll  ton . 
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Name  o(  receiving  bank 


Ffit  National  B 


National  Ban 
aula: 


Portland 

.k,  Philadelphia. 


..  1'ltls- 


County  National  Bank,  Clearfield ... 
Mellon  National  Bank  ,"  ~      ■  " 

M  Inm  National  Bank.  Wllkes-Barr* 

1'eoplr."  First  National  Bank  &  'Iruat  Co., 
Pittsburgh , 

Minus  National  Bank,  "'llkea-Bami 

Ilvm  National  Hank,  Lehanon 

Flr.it  Notional  Bonk  &  Trust  Co.,  Hanover. 


;.  War 


I'irtsijUinli. 


First  American  National  Bank,  Nashvll 
n  National  Bank,  Strawn... 


Howard  National  Bon 


si  Trust  Co.,  Bur- 


Love  County  National  Bank.  Marlatta. 

P  Ian  tan  S  tale  Bank.  Mount  Part 

Piedmont  Slaw  Bunk,  Piedmont 

Curry  County  Bank.  Oold  Beach 

City  National  Bank.  Philadelphia 

National  Iron  Bank.  PottiKnm 

South    Philadelphia    National    Bank. 
Philadelphia. 

Madera  National  Bank,  Madera 

Carnegie  National  Bank,  Carnegie 


toot. 

Pollthanla  State  Bnnk,  Pittsburgh 

Safe    Deposit  A  Title  Guaranty  Co., 

Klttonnuia:. 
Canouaburg  Trust  Co.,  Canonabuit 

Maolson  Bank  &  rruat  Co.,  Madison... 

First  National  Bank,  Strawn 


Braiiilou  National  Bank.  Brandon.. 
Burlington  Trust  Cd\,  Burlington  .. 


i,  JAN.  1  TO  APR.  IS,  INCLUSIVE 


National  Bank  of  Commerce,  N 
Firsi  Security  Bank  of  Idaho,  N 


il  Bank.,  Indianapolis.. 


vaiioiial  Bunk  ot  !i 


National  Bank  A  Trust  Co.,  Paterson. 

rlord  National  Bank,  Rutherford 

National  Bank.  Toms  River 


First  National  Bank,  Corona 

Citizens  Bank,  Corona _ 

Mystic  River  National  Bank,  Mystic... 
First  Trust  &  Savings  Bank,  Moscow'. . 

Co-ops'  State  Bank.  Beech  Grove 

Baiter  National  Bank,  Baiter  Springs. 


Farmer!  Bank  *  1 

Cltliens  National  Bank.  Frederick 

North  Jersey  National  Bonk,  Pomplon 

North  Arlington  National  Bank,  North 

Arlington. 
First  National  Bank,  Bamogat 


>,  Google 
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I,  JAN.  1  TO  APR.  IS,  INCLUSIVE 


Name  of  atewted  teak 


New  York: 

Trrat  National  E , 

WUber  National  Bank,  Oiieouu 


Ktrat  National  Bank,  Zansavllto 

Central  National  Bunk,  Cambridge .. 
Iltit  National  Bank,  Marufleld. 


n  National  Bank  *  Tnut  Co.,  Aibta- 
~¥&ii  National  Bank,  Cheater 


Italian  National  Bank  *  Tnut  Co!,"  Pitta- 
Frrat  National  Bank,  Carbondale 


..„ , Ik  oftFtah,  National 

,  datlon.  Q|dan. 

Pa^oNatlonal  Bank,  Baattla 

Seetue-Fim  National  Bank,  Baattla... 


Tota],UW*,  /an,  1  to  Apr.  II  tnoluaWc  (1 


'aahunrton 

;,  New  Concord... 


Pint  National 

Flrat  National ' 

Mansfield  SarlncsTrnat  National  Bank, 


Man.™  Hook  National  Bank,  Marcus 

Hook. 
Flnt  National  Bank,  Dayton 


First  National  Hank,  rerryopolls 

Ambrldge  National  Bank,  Ambrldge.. 

MayQeld  State  Bank,  Maynekl 

Columbia  State  Bank,  Columbia 

Bon  Hirer  State  I 


Flrat  National  Bank,  Bellevoe 

Miner)  &  Merchant*  Bank,  Chelan... 


tS,  SOT,  480 

tea,  aw 
37,904,  an 


1,714,427 

7SMMS 

30,  MS,  954 

3.159. 713 
5,661, 6T0 


1S4S.S3D 

a  we.  so* 

11.068,700 
LU3.4U 

B7S,113 


IBM,  APR.  M  TO  DEC.  31,  INCLUSIVE 


Name  of  receiving  bank 

Name  of  absorbed  hank 

Total  re- 
sources nf 

bank 

California: 

American  National  Bank,  San  Bernardino.. 

Hartford  National  Bank  &  Tnut  Co.,  Bart- 

American   National    Bank,    Bit   Bear 
Lake. 

New  London  City  National  Bank,  New 

London. 
National    Bank    of   Commerce,    Now 

London. 

Merchants  &  Mechanic*  Bank,  Oolum- 

Amerlcan    National    Bank    of    Idaho, 
Idaho  Falls. 

Indiana  Tnut  Co.,  Indianapolis 

(1.  603, «; 
10.  MB,  071 

Merchaute  National  Bank  A  Tmal 
Indianapolis. 

Co., 

38.4n.790 

611445 

Now  York: 

uare.. 

.mm 

Hut  Buflolk  National  Bank,  Huntington.. 
Lninuln  National  Bank  or  Trust  Co.,  Byra- 

National  Bank  of  Auburn,  Auburn 

Northport  Tnut  Co.,  Nortbport 

Industrial  Bank  of  Centra)  Now  York, 

Citizeni  Bank,  Locke.... 

6,  MS.  1878 
«,1»S,  134 

7*0,459 

>,  Google 
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1061,  APR.  16,  TO  DEC.  II,  INCLUSIVE 


Noma  of  receiving  bank 


Ohio: 

First  National  Bank,  Clriclnnetl 

First  National  Bant,  Mlddietown 

First  Cltltens  National  Bank,  Upper  8en- 

Canljal  National  Bank,  Cambridge ___. 

National  City  Bank,  Cleveland... 

United  States  National  Bank,  Portland 

Do 

First  National  Bank  ol  Delaware  County, 

Media. 

Lebanon  National  Bank,  Lebanon 

Philadelphia  National  Bank,  Philadelphia.. 

Mlncra  National  Bank,  Wllkas-Barre 

Peoples  First  National  Bank  *  Trust  Co., 

Pittsburgh. 

Pint  National  Bank,  McKeesport 

Punisutawney  National  Bank,  Punxsutew- 

Wyoming  National  Bank,  Wllkeo-Barre 

Pennsylvania  National  Bank  4  Trust  Co., 
Pottsvllle. 

DuBols  Deposits  National  Bank,  DuBols 

Warren  National  Bank,  Warren— 

First  National  Bunk,  Altoone 

Texas  National  Bank,  Houston 

Utah: 

First  Security  Bank  ol  Utah,  National  As- 
sociation, Odgen. 
Washington: 

National  Bank  o!  Commerce,  Seattle.. 

National    Bjik    o(   East   Stanwood,   East 
Stanwood. 

Peatne-Firsl  National  Bank,  Seattle 

National  Bank  ol  Washington,  Taooma 

Total,  1963,  Apr.  18  to  Doc  SI,  Ineluslva 

(38  banks). 

Total,  year  1M3  (67  banks) 


First  National  Bank,  Lotkland.. 
Monroe  National  Bank,  Monroe. 
Narad*  Deposit  Bank,  Nevada.. 

Cumberland  Saving*  Bank  Co., 

Equity  Savings  Aasocti 

First  National  Bank,  Hartnlston 

First  Security  Bank,  Bsaverton. 

Swm-tnmore  National  Bank  a)  Tint 

Co. ,  S warthuiore. 
First  National  Bank,  Ehseflmstown 

First  National  Bank!  Dallas ...",'. 

Peoples  National  Bank,  Washington 

First  National  Bank,  Smltbton. 

First  National  Bank.  Bykeavule_. 

First  National  Bank,  Plymouth 

First  N  tlanal  Bank,  Wigtown 

rust  National  Bank,  Fans  Creak 

First  National  Bank,  Warren 

Roaring  Spring  Bank,  Roaring  Spring  .. 

Union  National  Bank,  Houston 

Commercial  National  Bar 

First  National  Bank,  Ktrklaud.. 

Bute  Bank,  SUvana 

Spokane  Valley  Statu  Bank,  Millwood. 
Clnsens  State  Bank,  Buckley 


l,»af,M 

IE,  eon,  TO 


IsUtLM 
«,«H,lt) 


7,'tHia 

l,0Bt,SM 
IfclUM 

l,W,ltt 

B,  Obi,  III 

W7.M 

1,411,  on 


Alabama:  First  National  Bank,  Birmingham- 

116.  OW.1M 
1,8»».OT 

14st\« 

14,306,  KM 

MlMffi 
■.•K71S 
■.•*%» 
an,  **»,■. 

ISBiOSB 
nans,  MO 

19,47S,l» 
Ha,t4n,4M 

tt,m,m 
»H  an 

Bluff. 
California: 

Crocker  First  National  Bank,  Ban  Francisco. 
Anglo  California  National  Bank,  San  Fran- 

National  Bank  of  San  Mateo,  San  Mateo. 
Mechanics  &  Merchants  National  Bank 
VaUelo. 

Fanners  &  Merchants  National  Bank,  Santa 
Crai. 

San  Francisco. 

clsoo. 

Hartford  National  Bank  &  Trust  Co.,  Hart- 
ford. 

Connecticut  River  Banking  Co.,  Hart- 
ford. 
Travelers  Bank  ■>  Trust  Co.,  HaitsonL. 

Hamilton  National  Bank,  Washington __ 
Washington  Loan  it  Trust  Co.,  Wash- 

District  of  Columbia: 

National  Bank  of  Washington,  Washington. 

First   Security   Bank   of  Idaho,    National 
Association,  Boise. 

,,  Google 
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Name  of  icosK-Bur  bank 


Central  National  Bank.  Chlenfo ... 

American  Fletcher  National  Bank  &  Trust 

Co..  Indianapolis. 
r....._.>  ...... i 1  b.-tJj  4  TnI5t  Co  p  AttlCB. 

— FB^'Natlonal  Bonk.  Louisville 

Do 

Matawan  National  Bank,  Matewan,  W.  Va 
Owensbofo  National  Bank,  Oweruboro 

Commercial  National  Bank,  ShreTrnort.  . 

tfrst  National  Bank,  BkMefart... 

Maryland: 

Fidelity -Balti m or?  National  Bank  A  Trust 
Co..  Baltimore. 


National  B 


i,  Haverhill... 


al  Bank  4  Trust  Co..  Greenflf  Id 
Third  National  Bunk  A  Trust  Co..  Sprlnn- 

tm. 
Mhmlamn: 

National  Bank  of  Jackson,  Jackson 

Nebraska: 

Ornate  National  Bank,  Omaha - 

Nevada: 

ffeat  National  Bunk  ol  Nevada,  Brno 

Nnw  Jersey: 

National  Stat*  Bank,  Elisabeth 

Now  York: 

OiMida  Valley  National  Bank,  Oneida ..... .. 

Huflero  National  Bank  A  Trust  Co..  Suffem . 
First  Suffolk  National  Bank,  Huntington. 

Ceolral  National  Bank,  Canajoharlc 

Franklin  National  Bank,  Franklin  Square    . 
National  Bank  of  WfstcrMter,  Whirr  Plains 

Meadow  Brook  National  Bank,  Fnvjiori 

National  City  Bank,  Troy 

Do 

National  Commercial  Bank  A  Trust  Co., 
Albany. 

Wllber  National  Bank,  Oneonta 

Franklin  National  Bank,  Franklin  Panaris... 

Do .... 

Rye  National  Bank.  By*    .     . 

National  Bank  o(  Westchester.  While  Plains. 

Do ' 

Fulton  Counti'  National  Bank  &  Trust  Co., 
OlovenvUle. 
Ohio: 

First  National  Bank.  Puwbalan  Point     

Central  Nat lomil  Btuik,  OiinbrliUc 

PlrstNatlona!  Bank.  Cincinnati... 

Citizens  National  Bank,  flushing      .. 

First  NattonalBank,  Gcrraanton n      

Flrst-Knoi  National  Bank,  Mount  Vernon 

Flrat  National  Bank,: UuiistMd 


ol  absorbed  bonk 


k,  Cblcai 


Fletcher  Trust  Co.,  Indianapolis 

Newtown  State  Bank.  Newtown 

Guaranty  State  Bank,  Topeka... 

First  National  Bank,  St.  Matthews.. 

First  National  Bank,  Bucchfll 

Merchants  A  Miners  Bank,  Free  bum 
Bankof  WhltesvlBe,  WhltcavllJe 

Continental- American   Bank   A   Trust 
Co.,  Shrevcport. 

North  Berwick  National  Bank,  '. 

National  Marine  B 

Fidelity  Trust  Co.,  Baltlmon 


West    anrlnnBeld     Trust    Co.,    West 
SpMruicld. 

Farmers  State  Bank.  Grass  Lake 

Llvn  Stock  National  Bank,  Omaha... 

Farmers  Bank  of  Canon  Valley,  Ins., 

Mlnden. 

Resells  Park  Trust  Co.,  Roadie.  Park... 


First  National  Bank,  s 

National  Bank  of  Tuie__.  __ 

First  National  Bank  *  Trust  Co..  Aml- 

tyvaie. 
First   National   Bank  of  MWlleburf, 

Middhsbunt. 

First  National  Bant.  Inwood 

Tarrytown  National  Bank  &  Trust  Co., 

Tarty  (own. 
Ee.it  Rockaway  National  Bank  &  Trust 

Co..  East  Rockawoy. 
Ticonderoga  National  Bank,  Tlcendero- 

Bank.  Port  Henry 

ul  Bi ait  A  Trust  Co., 

Scherwvus  National  Bank.  Schenevus  .. 
Nassau  County  National  Bant,  Rodt- 

(Irvat  Neck  Trust  Co.,  Groat  Neck 

Rye  Trust  Co.,  Rye 

WcstchesWr  Bank  *  Trust  Co., 
Roebelle. 

Bank  ol  Hlcksvllle,  Hlrksvllle       

lAwrcncc-Cwlarhurst  Bank, Lawrence. 
Northvllle  Bank,  Northvllle 


.,   New 


Atlas  National  Bank.  Clncnmi 


Doit  S!  truhlr  A  Hon  I 


y,  Google 
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tlrrion 

Flm  Nullonal  Hunk.  Portland. . 
[In 

tin 

Ho 
Inn-!  ■ltnl.>  Njllnno!  Bunk,  Pn-ltoni) 

In.  

Hr«l  Natlrawl  But  *.  Portland  . 

no 

Do 

no  

Do 

Do 
Do  . 

Do  . 

I  to 

I"niuHl  static  National  Ban*.  Portland 

Ito      .  

Flirt  National  Bank.  Portland 
Psnnsrrranlu 

Fbat     National      Bank     or     Mlddlpfc.uK. 

MUdJrtmnj 

Fu.|  \iii!oini  Hunk.  MliJillrbori 
CumUrUmd    County     National    Bank    A. 
Trust  Co  .  N>"  CumrNTtaod 

Oo 

Klrsl  Notional  Hank.  I.  -m-.«m 

Pint  National  Bunt,  McKprsport 

Merchant".  Natlnna]  Bank.  Hiiakcrumn    _ 
First  Niitnin.il  flunk.  All. -mown      -     ..   . 
Jim  Thori«.  \uiioml  Hank.  Jim  Thnrn.' 
rtllJi.  National  Bunk  A  Trim  Co.,  SoitrtiT- 

Phllndr-lphln  National  Bank,  Philadelphia 

l>0.-  --      .    - 

First  National  Bank,  MeKiwsport 

Pennsylvania  National  Hank  *  Trust  Co., 

Pottsvllle. 
I'w)]ilc,i   First    Niitlnnal    Bunk  A  Trust  To.. 

iTiisniirpHv 
Mi-ltoti  National  Hank  A  Trust  Co.,  Pitts- 
Do..- - - 

Tltunn  Niiiional  Honk.  Muhunov  City.... 
Permits    First   National    Bunk  A  Trust  Co., 

I'liulnirnh. 
Dnllols  Hi'iKisll   Ntill.-liiil  Hank     Driltni-j 
Mnllnn   Nuilo lunk  ft  Trust  Co.,  Pllls- 

First  National  Hunk,  Mi-Km-pcirl 

Do  

I'er.plfs    FirsI    Nnllnmil    Hunk  A  Trust   Co., 

1'litji.unth. 

Flr-I  Nulinriut  IliNik.  [.luLstnHn 

I'tul>i.lil|.lila  Nuiloiial  Hunk.  Philadelphia. 

Penult-*  Find  National  Hank  A  Trust  Co., 

I'lltsNurjIi 
Hrldp'villi- National  Hank.  Hrtdaevlllc  .    . 

Mellon  Nalkmul  Hank  A  Trust  Co..  PltH- 
Do ."., - - 


Klrsl  Nut il  Hsn.tr,  Cottage  C.roi 

First  Natl. I  Haul;,  Kumar. .. 

First  National  Hank.  Forest  (Irovr 

Flirt  National  II. ml..  I.rhannn 
First  National  Bunk,  Prhwvltle  . 

Fl.l.it  .,(  M'.anv.  Mt.iriv     

Ci.lrirrn  i.-i.il  Hank  ..Hl-rjnn,  Hlllsfcoco.. 
Ilrsf  Slk.il.. ii  Hank,  Silvertotl.. . 
Fust  sch.  flunk,  Mn 
Hi. I  ;.;,ri,  Hank.  Sraifclf....      ..      .. 

FHM  Swi-,-1   Fliirin.  Hank.  8<r«t  Home 
Fust   \ldrl.|.in.i.s,.it«™.l   B»nk.,  Porl- 

Fii'-t  ('.a.illi.  Bunk,  CoriallH       

F-hsr   M. .,:..»    [lank.  Monroe...        .        . 

II.-'  I'arlt  in  i k.  Carlton . 

Fir-  uiiniil..  B,mk.  Ontario..  --    

I'lrsr  Va-nhill  Haul.,  Y  ai'hil] 

Ori'ir.m  Hruti-  Hunk.  Brookings ... 

Johnston  Bros..  Biinkcre.  Dufur 

First  Stat*  Bank,  Waldport 

First  National  Bank,  McClurf 

First  National  Bunk,  Braver  Ppr "*P  -- 
Camp  Hill  National  Hank.  Caui|.  Hill.. 

Wist  stmrr  National  Bunk,  LeruoVBe  .. 
Mi-\-..yt.iwn   Nnlonul   Hunk.   McVey. 

First  National   Flank   of  Mononeshrla 
("Hv.  M  .'■imniu.hrlll. 

S,ll,v.\il|.-  Nuliullal   Hank.  i-.elU.TM  lilt- 

M'i'i iti  National  Hank.    Ul.-nlin.-ri 

I'm/,  ii-  N-.r-ni    il  Hank,  Jim  Tlliirne     . 
Trli'iril  National  Hank.  Tlllord 

First  National  Bank.  ijinsdaVt 

MontKomiry    National    Bank.   Notrls- 

Ki -r   Nations]  Btuik  ol  Belle  Vernon. 

North    B-ll'  Vrmoli. 
City  Nallonal  Hank.  I'ntlsvllk" 

First  National  Hank.  McDonald.. 

PfikiIi'S    Nsiiouil    Hank  A  Trust    Co., 
Monrswn. 

v.ni.ai..;  Ii„i,k..r|-..,.|  city.  Ford  i.'itv. 
First  Nation, i!  Hank.  .  iliardvllle... 
First  Natlnna]  Rank,  =  .,;■•■,.  I .  u  ■  :■ 

National  Hank  of  Brooks-Ill*..  RrookTllle- 
First  National  Bank,  nearer  Falls... 

First  National  Hunk.  Flnleyvlllr 


Finn.  N 


il  Hank,  Mil 
il  Co..  Mllr 


Mllioji  H... 

Chi-sur-Canihi  Idpo  I 


l'<-j|.|.-s    Han 
Hank  ol  Kl.i 


nl  Hank,  Ck'VfUtid... 


Hlwn»r  Bank.  Cliiirlrston 


y,  Google 
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Naoe  erf  readriM  bank 

Name  of  absorbed  tank 

Total  re- 
absorbed 
bank 

Bapgbtta  National  But,  Datlai!.. — - 

"mtOHm  National  Bank,  Aleiandrie, 

tseattte-Flnd.  National  But,  Seattle.. 

KE|    tWkol    Bank    of    Washington, 

Citizens  National  Buk,  Aleiandria 

Tint  National  Batik.  Benton. 

Onuit  County  Stale  Bank,  Ephrata 

aa,m,7M 

n,J*S,30« 
*,**l,»7o 

Seattle. 

B 

West  Virginia: 

Bank 

SOU  MS 

i,  on,  mat 

1 

Cltlsam  National  Trust  *  Savings  Bank, 

Do 

tnuuilli  First  National  Bank,  Los  Angeles.. 
Atiafa  California  National  Bank,  Ban  Fran- 

Valley  National  Bank,  ABMBbn 

Far*  National  Bank,  bum 

Anita  California  National  Bank,  San  Fran- 
no . 

of  America,  National  'ITu.it  *  Saving  I 


United  Stale*  National  Bank,  Ban  Diego. .... 

ConnwUrnt  National  Bank,  Bridgeport 

Hartford  National  Bank  4  Traat  Co.  Hart- 
IMC 
Do. 

Do 

New  Haven  Bank  NBA,  Now  Haven. 

nm  National  Bank  &  Trust  Co.,  New 

Chicago  National  Bank,  Chicago 

Fust  National  Bank,  Aurora 

First  National  Bank,  Creston 

^Dtuckr: 

liberty  National  Bank  It  Trust  Co.,  Louis- 
ville. 
Stata  National  Bank,  Mayivllla 

Libertv  National  Bank  A  Trust  Co.,  Louis- 
ville. 

National  Bank  of  Commerce.  New  Orleans.. 

First  National  Bank,  Bbreveport 

laina: 

Northern  National  Bank,  Prasque  lala. 

First  Bass'  Deposit   National  Bank,  New 
Bedford. 


White  Mountain  Bank,  McNsry.. 


Yncalrn  Valley  National  Bank,  Yuosipa. 


Pacific  National  Bank.  Long  Beach... 
Northern  Solano  Savings  Bank,  Dlnor 
Bank  of  Booth  San  Francisco,  Boat 
Ban  Franetsoo. 

Bnburben  Bank,  Fair  Oaks 

Peoples  Bank,  Long  Beach- 


Costa  Man  Bank,  Costa  Mess.... 

First  National  Bank.  Westport.. 


1  Bank  et  Trust  Co., 
i  "National   Bank,   Middle 


Unoss- Merchants  National  Bank,  Nor- 


Liberty  National  B 


Kent  Stata  Savings  Bank,  Kent 

United  States  Trust  Co.,  Louisville... 

State  Trust  Co.,  Maysvllle 

Bank  of  JeOersontovn,  Jefferson  town . 


Bank   &   Trust  Co.,   N 

Bank  of  Vivian,  Virion 

FronUar  Trust  Co.,  Fort  Fairfield... 
Bale  Deposit  National  Bank,  New  B 


DrcpzedByGOOgle 
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wUdationt,  morfen,  amd  $wnkut 


.'nine  o(  abaorbed  bank 


Mich  Ipiii; 

M  sou  tic  Hirers  National  Bank,  Detroit 

National  Bonk  of  Detroit.  Detroit 

Do 

Do 

Missouri: 

First  National  Bar*.  Kansas  City  

First  National  Bank.  SI  Louis. 

Nebraska 

Mlndun  Eichame  V>t!nr.-.l  lt«n«.  Mmilrn. 
Nevada,: 

First  National  Hank  ol  Nevada,  Bono 

First  Cr.mden  Nsllonal  Bank  &  Trust  Co., 

Do.. .;..._ 

First  National  Bank  A  Trust  Co.,  Pnterson. 

National  Suite  Ittuik.  Newark - - 

Boardwalk  National  Bank.  At  bin  tie  City... 
National  Newark  A  Ewei  Banking  Co.. 
IMM, 

Do - 

New  Mexico: 

Firs!  National  Hi.uk.  Dalhart.  Te> 

Now  York* 

First    Wi.--tchc.ski    National    Bank,    New 

Rechclle. 
First  Suffolk  National  Bank,  Huntington... 

Meadow  Brook  National  Bank,  Freeport... 

Franklin  National  Bank.  Franklin  Square.. 

Do 

Do.- - 

National  Bank  ol  Westchester,  White  Plains. 

Do..- 

Meadow  Brook  National  Bank.  Freeport... 

First  .Suffolk  National  Bank,  Iluntlneton. . . 

Do 

Chautauqua  National  Hank,  Jamestown  . . . 
Meadow  Brook  National  Bunk,  Ficeporl.... 

First-Cllv  National  Bank,  Bingbsraton 

First  Suffolk  National  Bank,  Htinluujton . . . 

County  National  Bank.  Mlddletown 

First  National  Bank,  Ulena  Falls 

Manufacturers  National  Bank,  Troy 

First  National  Cits  Bank.  New  York 

Oneida  National  Bank  A-  Trnet  Co.,  Utlca.. 
National  Commercial  Bank  *  Trust  Co., 

Albany. 

Do..- 

Do 

Fanners  National  Bank,  Hudson _ 

Meadow  Brook  National  Bank.  I'ri-i'imrl    .  . 
Do,    

Franklin   '."J. !   Hank,   Franklin  Kquarc 

Meadow  Brook,  National  Bank,  Freeport ... 

First  Suffolk  National  Bank,  Huntington.  .. 
OMbj 

Cltlians  Funt  Nit  tonal  Bank,  Xenla.. 

First  National  Bank  a:  Trust  Co.,  Steuben- 

vllH. 
First  National  Bank.  Akron 

First  National  Hank  .(.  Tiusl  Co..  FlarniltMi. 

NnlwnnlCiu  liarik,  Marion 

Farmers  National  Bank  A  Trust  Co.,  Ash- 
tabula. 


National      Bank -Detroit, 

i  :■■:  iii.iual  Bank,  Rochester.... 

I :  ilea  National  Honk.  L'tlcs 

Gross*  Point*  Bank,  Grosse  potnte 

Interstate  National  Bank,  Kansas  Cltv. 
United  Bank  4  Trust  Co.,  St.  Inula... 

HeartweU  State  Bank,  Heartwell 

First  National  Bank,  Lovelock 

Pennsauken  National  Bank,  Penruau- 

Berilri  National  Bank,  Berlin 

First  Naiiori'tl  Hal.*..  Bloonilngdale 

Lincoln  National  Hank.  Newark. 

Mainlanil  National  Hank.  Pleasantvllle. 
Community  Trust  Co.,  Bloonaflcld 

South  Orange  Trust  Co.,  South  Orange. 

First  National  Bank.  Nan  Visa 

Port  Chester  National  Bank.  Port  Ches- 

Bii  ■Ji.n  National  Bank  A  Trust  Co,, 

Babylon. 
Baldwin  National  Bank  A  Trust  Co., 

itional  Bank  A  Tnut  Co 
Boslyn. 

.    ;,  ■:..    ..■, 

First  National  Bank,  (ilen  Cove 

WY.Tt  ''la-tcr  County  National  Bank, 

Crestwodd  National  Bank.  Tudtahi 
National  Citv  Bank.  Lorn-  Beaeh. 
First  National  Bank,  l.lndcnhursl 

First  National  Bank.  Win ... 

First  National  Bank.  Falconer  .... 
Cmitral  National  Hank.  M  Inrolti  .. 
ill-  Nssjasaa]  Dank,  Blngbamton  . 
South    Bay    National    Bank,    Center 

Moriches. 
National  Bank,:!  Clio-  llii-li.  I'ir.e  Bu-h. 
Washington    County    "' 

Omnvllle. 
Hamilton  Comilv  National  Bank.  W  -ll- 
l-ll-l   National  B:,llk....rih.-i.'lli   OfNrM 

York. 

First  •.ail.-. I  Hank,  uld  Parse 

Athens  National  Bank,  Athens 

MiTi/liiuils  National  Hank,  U'tnli'li.iU 

i-.-m-i-  -l'lr-i   :■;.,  I,.,  i,  ai  it., ni..  li, .ti.-i.i 

Falls. 
I'liiln.oiii  Nalloiinl  flank.  I'hilmont.  . 

i-., ;!■!,■■  :-i  ii.    li  oik.  BaMwin     

Hank  of  -,,-m-  llvlf  IWk 

>  wim  Cnuiity  Tni-I  Cp..  MlTi.-ola 
■...,..-,.,         :■        ,.,     .     ,.:,-..   ,|       ■     ; 

Bay. 
Bank  of  Northern   lirookhava.i,   Port 

SwIii,'  Vall«y  National  Bank,  Spring 
r,Hj|.lt'-  Nuliutial  Bunk,  Steuben* 
Notional  Bank  of  Hut. 

Former,   National  Hank.  Seven  Mil,    . 

I  Tit- 1 t  I  '  11  mai-  Haul-.  Froiuevt 

Orwell  Banklne.  Co.,  Orwell      


•173.1*1.  « 
11,'lt.W 
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LefceCwatt  National  Bank,  Pehieavllle.. 

rotneroy  Netimal  Bank,  Pomeror 

Natinal  Enfant*  Bank  *    Tmrt   Co. 

Boiled  Stales  National  Uint,  Portland .... 


Oalkttlo  Nattawl  Bank,  Unlontown.  . 

ftr*  National  But,  McKeeeport 

Peonk*  JIM  National  Bmk  *  Trurt 
Fittibarfb. 

OH  City  National  Bmk,  Otl  Cttj 

Oauatln  National  Bunk,  Union  lorn- . . 


National  Buk  of  Commerce.  Seattle 
Total,  year  ism  (1%  buk*) 


Name  of  absorbed  bi 


Wfflsmetlo  Valley  Bank,  Salem..,. 
Mill  City  State  Bank,  Mill  City... 

Lehigh  National  Bank,  Catasauqui 
National  Bank  ol  penbrook,  Penbr 

First  National  Bank,  Windsor 

Cttitens  National  Bank  A  Trust  Co., 


C  onnells  f  llle , C  onnellsvtlle. 


Clarion  County  National  Bank,  Knoi__ 
First  National  Bark,  Point  Marlor 

Flrst  Nstlonal  Bank,  Dawson 

Akron  National  Bank,  Akron 

First  National  Bank,  Jen>rson.._. 
First  National  Bank,  Centralla. . . 


Stale  Bant  of  Dravosburf,  Drsvosburg. 
Fort  Loudon  Bute  Bank,  Fort  London . 

Cltitens  Deposit  A  Trust  Co.,  Bbsrps- 

Wyoming  Bank  &  Trust  Co.,  Phila- 
delphia. 
S.  J.  Gully  B 
Carolina  National  Bank,  Anderson... 


University  National  Bank,  Seattle  .. 
First  National  Bank.  WalUburt ... . 

Harbor  National  Bank,  Aberdeen 

O.    E.    Blncham    &    Company    State 

Bank,  Sedro  Wooley. 
Leave- worth  State  Bank,  Leavenworth. 

<•*.■!  ;fv:i->v  Bank,  Kelso... 

<:-.■«■  h  I    1.  .undent  Bank,  Longvlew.. 

Vakl^a  Valley  Bank,  Bunnyslde 

Dlghmar.  Male  Bank,  Disbman      

NookearkValleyBtaleBan     " 


,yGoogIe 
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Alabama: 

First  National  Bank.  Mobile... 

First  National  Bank  of  ArUoua,  Pboeuli 

California: 

Crocker  -Anglo  National  Bank,  San  Fran' 

Central  Valley   National   Bank,   Oakland 

(formerly  first  National  Bank.  Orovlllo). 
Bank  of  California,  National  Association, 

Crocker-Anglo  National  Bank,  Ban  Fran- 
Do 

Do 

Security-First  National  Bank,  Log  Angelas. 

United  States  National  Bank,  Sao  Dlago 

First  National  Bank,  Montrose 

Connectlc-.it: 

Hartford    National    Bank    £    Tmit    Co., 
Hartford. 
Idaho: 

Idaho  First  National  Bank,  Boise 

Do 

First   Security   Bank   of  Idaho,   National 

Home  National  Bank,  Eureka 

Citizens  National  Bonk,  Eureka 

First  National  Bank,  Ottawa 

Kentucky: 

Lincoln  County  National  Bank,  Stanford... 
Do - 

Maine: 

Northern  National  Bank.  Fresqne  Isle 

Mary  land: 

First  National  Bank,  Baltimore 

First  National  Bank  4  Trust  Co.,  Havre  de 

Massachusetts: 

Andover  and  Merrimack  National  Bank, 

Haverhill. 
National     Bank     of    Plymouth     County, 

Brockton. 
Merchants  National  Bank,  Boston __. 

Hacklcy  Union  National  Bank,  Muskegon  . 

Community  National  Bank,  Pontlac 

National  Bank  ol  Detroit,  Detroit 

Do - 

Manufacturers  National  Bank,  Detroit 

New  Hampshire: 

Concord  National  Bank,  Concord. 

New  Jersey: 

Monmouth  County  National  Bank,  lied 
Bank. 

National  Community  Bank  ol  Rutherford, 

First  National  Bank  of  South  River,  South 
River  {formerly  First  National  Bank, 
Jamesburg). 

Monmouth  County  National  Bank,  Rod 

First  National  Bank  of  Somerset  County, 

Bound  Brook. 
Peoples  National  Bonk  of  Laurel  Springs, 

Laurel  Springs. 

First  National  Bonk,  Freehold...  

National  Newark  A   Esses  Banking  Co., 

National  State  Bank,  Newark 

Ho 

N.-ltluii;.]  Slate  Hunk,  Elizabeth... 
IliurdiviiK  Nn1i(jii;il  Hank.  Atlantic  Citv... 
ViMonal    Newark   &   Esse i   Ilankbig  Co.. 

First  National  Hank  &  Trust  Co.,  Peterson. 


Clllseru  Bank,  Mobile.  .. 


Anglo  California  National  Bank,  Ban 
Central  Valley  National  Bank,  Oakland. 


First  National  Bank,  Sootla 

Firm  National  Bunk,  Madera.- 


Farmers  A  Merchants  National  Bank, 

Lcs  Angeles. 
Pasadena-First  National  Bank,  l'asa- 

Ftnrt  National  Bank,  Olatbe 


First  National  Bank,  Cottonwood.. 
Bank  of  Oroftno,  Oioflno 

First  Bank  of  Culdraac,  Culdeaac. . . 


Nenl  State  Bank.  Nad 

Virgil  Stale  Bank,  VIikU. 
Btato  Bank  of  Ottawa,  Ottf 


Crab    Orchard     Banking     Co.,     Crab 
Orchard. 

First  National  Bank,  Fort  Kent 


Havre  de  Once. 

Merrimack  National  Bank,  Haverhill .. 

Bingham  Trust  Co.,  II  Ingham 

Day  Trust  Co.,  Boston 

Montague  State  Bank,  Montague 

Oakland  County  Slate  Bank7MlHord._ 
Pennington  State  Bank,  Farmington.. 

Peoples  State  Bank,  BsuerCle 

Depositor!  State  Bank,  NorUnUla 

National  State  Capital  Bank,  Concord. 

Kayport  Banking  Co.,  Keyport- 

First  National  Bank,  Garfield 

First  National  Bank,  South  Blnr 

First  National  Bank,  Engllshtown 

Second  National  Bank,  Sornervllle 

National  Bank  of  Clemeiitou,  Clemen- 
ton. 

Central  National  Bank,  Freehold 

First  Notional  Bank,  Cedar  Grove  .... 

First  Notional  Bank,  Mltburn 

Irving  ton  Trust  Co.,  Irvlngton 

First  National  Bank,  Sprliinfleld 

Klrst  National  Dank,  Mays. Landing... 
Franklin       Wu5til!i|!Um       tiust      Co., 

Newark. 
Linures  ii  Resclgno  Bank,  Puteraon 


FINANCIAL   INffnTUTTONS   ACT  OF    1097 


Name  of  ncdrtni  tank 


New  York: 

County  National  Bank,  MHcllHown 

Ottateni  National  Bank,  Welbvffle 

Rockland  National  Bank.  Sufleni_ 

County  National  Bank,  Middle  town 

National  Commerlcal  Bank  A  Trust  Co., 
Albany. 
Do 

Oneida  National  Bank  *  Trust  Co.,  mica,. 

BoeUand  National  Bank,  Sunem 

Cittern  National  Bank,  Welti vlllo 

National  Commercial  Bank  &  Trust  Co., 

Firrt  National  Bank,  Jamestown. 

North  Carolina: 

Planters   National   Bank   A    Trust    Co., 

Ohio:  '      *""  ' 

rtnt  National  Bank,  Akron 

Do 

Llverty  National  Bank  of  Fremont,  Fro- 

NaUonil  City  Bank,  Marion 

Cltlasna  National  Bank.  CbUUcotba 

FWt  Nattonsj  Bank,  Mlamlsburg 

TJnlted  States  National  Bank,  Portland 

Conunbla' County  Fannen  National  Bank, 

OnUMtevllle. 
Caunrusa-VaUey  National  Bank,  Catawlssa. 

Flnt  National  Bonk,  Bedford 

Union    National    Bank    A    Trust    Co., 

Woatarn     Pennsylvania     National     Bank, 
IfeKeeaport. 

Lebanon  valley  National  Bank,  Lebanon... 
Plainly  Ivanle  National  Bank  and  Tout  Co., 

PottsTltle. 
Union  National  Mount  Joy  Bank,  Mount 

lor. 

OsllatlD  National  Bank,  Untoutown 

Oil  City  National  Pank.  Oil  C1ty..__ 

Wistern     Pennsylvania     National     Hank, 

McKoesport. 

Labanon  Valley  Nattonal  Bank,  Lebanon... 
First  National  Bank  A  Trust  Co.,  Scran  ton. . 

Philadelphia  National  Bank,  Philadelphia... 

Pint  National  Bank,  Mount  Camel 

Oil  City  National  Bank,  Oil  City 

First  National  Bank.  Danville 

Weatem     Pennsylvania     National     Bank 

McKeesport. 
South  Carolina: 

First  National  Bank   o!  South  Carolina. 

Cltlsens   a'  Kouthem    National    Bank    of 
South  Carolina,  Charleston. 

Hamilton  National  Bank,  Knoirllle 

Tons: 

Flrat  City  National  Bank.  Houston 

Corpus     Chrlstl     State     National     Bank, 

TJtoh:COn>Ui  C 

lint    Security    Bank   of   Utah,    National 
Association,  Ogdon. 
Do.-- - 

Howard    National    Bank    <&    Trust    Co., 


— pt. 


Cornwall  National  Bank,  Cornwall 

Andover  National  Bank,  Andover 

Firm  National  Bank  &  Trust  Co.,  Pearl 


First  National  B 


I  Cobleaklll... 


'InOcld  National  Bank/'Weit 
winneld. 

Rsmapo  Trust  Co.,  Spring  Valley 

Unlrenlty  Bank.  Allied _ 

Stat*  Bank  of  Ellenburt,  Ellcnbunj 

State  Bank  ol  Mayvtlle 

Roanoke  Bank  4)  Trust  Co.,  Roanoke 
Raptrts. 

Mocedonla-Northflekl     Banking     Co., 
Northneld. 

.  llntoli  Bl     ' 
Caledon 


»  Bay  National  Bank  of  Marshfleld, 
oos  Bay. 


alley  N 

irat  Na 


County    National    Bank, 
done]  Bank,  Numldla 


National  Bank,  Green  Lane 
First  National  Bank,  Bisddock.. 
Anns  111*  National  n 


First  National  Bank  .CreBona 

Bank,  May  town.- 


Palmyra  Bank  A  Trust  Co.,  Palmyra.. 
Seranton     Lackawanna     Trust     Co., 

Fcranton. 
Delaware  Volley  Bank  it  Trust  Co.. 

Dime  Deposit  Bank  *  Trust  Co.,  Kulp- 


CHIionsBBnklneCo..  Oil  City _ 

Moniour  County  Trust  Co..  Danvilk. 
Washington  Trust  Co.,  Pittsburgh — 

Carolina  Savings  Bank,  Charleston... 
ilroa-m  Bank  4  Trust  Co.,  Inmnn... 

Commercial  National  Bank,  Knoivllle 

First  N  ulfonal  Bunk,  Houston 

Slate  National  Bank,  Corpus  Clirlstl . 

Commercial    Bank   ol   Utah,    Sji;ml.<] 

Fork. 
Uintah  State  Bank,  Vernal 

F.nosbutg  Falls  Savings  Itjnk]i  Trus 
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Name  of  reviving  bank 

Noma  of  absorbed  bink 

Total  k- 

sourertof 

Vlrginla: 

Staunton  National  Book.  Staunton 

14,004,  sa 

18,  MA  111 

*,SB6,B4 
7,884,™ 

J,  SB.  ax 

L  767,  Ml 

Peoples  National  Bank  &  Tru*l  Co. ,  Lynch' 

Mechanics  &  Merchants  Bank,  Rich- 
West  Side  National  Bank,  Yakima 

West  Seattle  National  Bank,  Seattle 

First  National  Bank,  Mount  Vnoi.... 
National  Bank  of  East  Stan  wood,  East 

Washington: 

National  Bonk  of  Washington  Tacoma 
National  Bank  of  Commerc.-.  Seattle. 

Marysvllle  State  Bank,  MaryiTule 

Otata  Bonk  of  Clarkston,  ClarksWn 

Skagit  Valley  State  Bank,  Rcdro  Wool- 
Washington  State  Bank,  Rnoqualmle... 

14HLM 

5.7*0,  on 

17.070,1*1 

H  360.  SIS,  US 

California: 

American  TrusL  Co.,  Son  Francisco 

California  Bank,  Los  Angeles 

American  Trust  Co..  San  Francisco 

Central  Valley  Bank  of  California,   Bfcii- 

Huntington  Parle  Bank,  HnnUncton  Park. 

Colonial  Tnul  Co..  Waterbury 

Phoenii  State  Bank  &  Trust  Co.,  Hartford. 

RiverjIJo  Tru.it  Co.,  Hartford 

Stamford  Trust  Co.,  Stamford. 

Citircns  4  Southern  Bank,  Atlanta 

Savannah  Bank  A  Trust  Co..  Savannah.... 
Ucoreia  Railroad  Bank  A  Trust  Co.,  All- 

tUinois:1""' 

Hinckley  State  Bonk,  Hinckley.. 

Fanners  Stato  Bank,  U'n* 

Maine: 

Cisco  Bank  A  Trust  Co.,  Portland 

Maryland: 

TIM  Chestcrtown  Bank  of  Maryland,  Clips. 

M  ;dL:?on':'"  " 

Miynanl-ollen  State  Bank,  Portland 

Industrial  State  Bonk,  Kalamazoo 

Traverse  City  State  Dank,  Traverse  City. . 

Link  of  Commerce  a;  Saviiur,  Dulutli 

im  bridge  State  Bank,  Cam  bridge - 

lie  Bank  of  Virsinio,  Virginia 


Bank  of  Woodland,  National  Ass 

WhittW    National    Tnut    4     Sayinfi 

Bank,  Whl  tiler. 
Yolo  County  Sjvlngs  Bank,  Woodland. 
Novum  Bank,  Novalo 


«,  ess,  in 

ifl,4«n,iKi 


*  Hank.  Burbank | 

Catlnnn]  Bank,  Tbomaitoo. 


Home  Bonk  A  Trust  Co.,  Darterl.- 

Atnerfean  Savings  Bank,  Atlanta . . 
Cltitenj  Bank  &  Trust  Co.,  "  — 
The  Farmers  Bank,  Blythe. 


First  National  Bank,  Hinckley 

Union  Bonk,  Gteneoo 

Rumford  National  Bank,  Rumford 

The  Church  Hill  Bank  of  Maryland, 


MtMB 

■  |  i.t*7,(» 


h  mil. 


The    Westphalia    State    Bonk,    West- 

The  State  Bank  of  Aurosta,  Augusta... 
The  State  Bank  ol  Buttons  Bay,  Suttom 


orthn-istem  State  Bank,  Duluth 

tote  Bank  of  Harris.  Harris 

mcrican    Eichango    National    Bank, 


>,  Google 


FINANCIAL    INSTITUTIONS    ACT    OF    1987 


Num  of  absorbed  b» 


Btnk  of  Knob  No«ter,  Knob  Noster    . 
Tt*  CitUans  State  Bank,  Scohey 

Th»T«iiiloC(Kp.,  Eaet  Orailf*' 

Jcdon  Trait  Co.,  Nwuk  < . . . 


ra  Trust  Co.,  New  York... 

Sank.LumbertMi 

ik  A  Trust  Co  ,  OraaDiUls. . 

The  Kenton  Savings  Bank,  Kenton 

l£nil*e  Count/  State  Bank.  Rosaburg. .  . 

Penusylvania: 

Co)ontel  Trust  Co..  Plttaburgli    

People*  CMty  Bank,  McKeesport 

Industrial  Trust  Co.,  Providence 

Te#*i,  year  lMOOB  banks) 


Georgetown  Bank,  Georgetown 

People*  State  Bank,  Knob  Neater 

Danieli  County  State  Bank,  Flai  vllle_ 


Title  Guarantee  at  Trust  Co., 

York. 
Lawyers  Tnut  Co.,  New  York... 
Brooklyn  Trust  Co.,  No.'  York.. 


Tbe  Ridgeway  Banking  Co.,  Rldgowsy. 
E.  Q.  Young  A  Company  Bank,  Oak- 
Keystone  National  Bant,  Fit tsbureb. 
Cltitens  National  Hank,  BentleyvlUa... 

Newport  Trust  Co.,  Newport 


Central  Valley  Bank  of  California,  Rich- 


m  Eichnnge  Bank,  B oat ty villa. . . 

■laryland: 

Hlmle  Trait  Co.,  Taney  town 

Westminster  Trust  Co.,  Westminster... 


Springfield    Sate   Deposit    &    Trust    Co., 

Norfolk  County  Trust  Co.,  Brookllna 

Michigan: 

Union  Bank  of  Michigan,  Grand  Rapids 

J  *f  trolt  Trust  Co.,  Detroit 

City  Bank,  Detroit 


First  National  Bank,  Parlkr 

Bank  of  Manteoa,  Maoleea 

Watertown  Trust  Co.,  IVatertown 

Central  National  Bank,  Wilmington-. 

of  Conyets,  Oonyen 

First  State  Bank,  BfcnOeld 


Manlo  State  Bank,  Meulo 

Peoples  Bank,  DunnriUa 

Lee  County  Commercial  Bank,  Beatty- 


Canoll  County  Savings  Bank,  Union- 
Union  Mills  Savings  Bank  of  Carroll 


Peoples  State  Bank,  Basel  Park.. 


,yGoogIe 
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Missouri: 

Bunk  of  PerTyville.  Perryvllle. 

Mercantile  Trust  Co.,  St.  1-ouln 

Eichange  Bonk  of  Kahoks.  KaJinks  . . 
Commerce  Trust  Co.,  Kansas  City  . . 

Fidelity  Union  Trust  Co.,  Newark. ... 

Bank  of  Xutlcyj  Nutley 


en-  York: 

Bankers  Trust  Co.,  New  York. 

North  fork  Bank  A  Ttjsli '3.  M„':!!ar-k. 
Chemical  Bank  A  Trust  u  ,  New  York. .. 

Marine  Trust  Co.,  Btidalo 

lUnker*  Trust  Co  .  New  York 

Marine  Trust  Company  of  Western  Ne» 


York,  t 

Do 

Do 

Do 

Do 

1  lortm  Kofbester  Trust  O 

Auburn  Trust  Co.,  Auburn 

Italians:,  Wilton... 

Hydro,  Hydro 


No-  . 

First* 
Ok>''    -■ . 

flank  < 
Pei;---  >-'ii 

<.HrS 


al  Trust  Co.,  Pittsburgh... 


Bunk  of  Huntingdon,  I 
tab: 
Commerdat  Bank  of  Utab,  Span 

Kllllngton  Bank  &  Trust  Co,  B 

The  Dank  of  Floyd,  Floyd 

Total,  year  19M  (M  banks).... 


lank,  Bi 
>1Y.W 


M  laslsslnprvalley  Trust 
Bank  of  Revere,  Severe. 


St  Co.,  St.  L. 
i  Yards  N'atlonal  Bank,  Ks 


First  Nallonal  B 


Floshlnti  National  Bank,  New  York. . 


National   Safely  Bank 

New  York. 
Niagara  County  National  Bank  A  Trait 

Co.,  Lock  port. 
Commercial  National  Bank  A  Trust 

Co.,  New  York. 
Power  City  Trust  Co.,  Niagara  Falls. 

Marine  Midland  Trust  Co.,  Albion... 

MedlnaTrust  Co    * 

State.  Trust  Co., : 

First  Trust  Co.,  Tonawanda 

Bank  of  Hainmondsport,  Hnmmonds- 

Wm.  H.  Seward  &  Co.,  Auburn. 

First  National  Bank,  Wilton 

Hot  Nations]  Bank,  Hydra 


Union  National  Bank,  McKeeaport 

Com  Exchange  National  Bank  &  Trust 

Co.,  Philadelphia. 
Northeast  Nallonal  Bank,  Philadelphia. 

Bank  of  Ohio  Valley,  Pittsburgh. .  . 

Rhode  island  Hospital  National  Bank, 
Providence. 

Home  Bank,  Bruceton 

Roosevelt  State  Bank,  Boossrelt... 

Kllllngton  National  Bank,  Bulland 

Peoples  Bank  of  Floyd  County,  Floyd.. 


•.ltcu 

JnM 

«,T».0» 

««x.m 
ii,an,«M 

w'.m,m 

1S.BU.T00 

m.m.m 
t2.aa.rn 

o,Ma,(KO 
a,  »0,  CW 
14,  m*.  GOO 

jo.sao.ccc 

l.aM.000 

m 

1,11*,  JW 

1,  ist,  rsi 


10,100,10) 
3,108,  on 

i».i7i«a 

i.im.ooo 
1,49,001 
t,m.m 
<,<U«m 


lioratio  SinU  Bank.  Horatio... 


s  Bank  of  the  State  of  Delaware, 


Kushrllle  Stale  Bank,  Rushrtue 

F.lston  Bank  *  Trust  Co..  Crawfonlsrlllo... 


.    Banko/Dlorka,  Dierks 

.    Cituans  National  Bank,  Bellnower--. 
.    Valley  Commercial  &  Savings  Bank,  I 

Fruit  Oron-prs  National  Bank  A  Trust 

Farmers'  Trust  Co.,  Newark.... 

Equitable  Trust  Co.,  Wilmington 

Camden  Slat*  Bank,  Camden 

Cltliens  National  Bank,  Crawfordirilk- 


t.  »7.  in 

?.iw,oco 


,yGoogIe 


FINANCIAL    INSriTTUTIONfl   ACT   OF    1957 


Name  ol  reentrlng  bank 


4tarkMtt*  Treat  Co.,  l_ 

Boat  Pleasant  But.  Seat  FJ 
wjfOljoiaD  Bi    ■ 


The  County  Trait  Co.,  While  Plains. _ 

Beorrty  Trust  Co.,  Itocbrster 

Marine  Trust  Company  of  Western  N.  Y  , 
Bnfflslo. 

New  Rochello  Trust  Co.,  New  RooheBe 

BecnTtty  Trust  Co.,  Uochwter 

North  Carulrns; 

The  Boottlab  Bonk,  Lnmbcrton 

Tho  Fifth  Third  Onion  Trot  Co.,  Clncin. 

HtL 
The  Farmers  Savings  4  Trust  Co.,  Mans- 


Oommerctai 


Bank  of  Oregon,  HUhboni.  _. 


BonverTrart  Co.,  Beaver 

Warren  Bank  *  Trust  Co.,  Warren 

Fidelity  Trost  Co.,  Pittsburgh 

Montgomery  Trust  Co.,  Noirlstown 

mdaUtr-Fhliadalphra  Trust  Co.,  PhUiidel- 

Broad  Street  Trust  Co.,  Philadelphia 


Bboda  Island  Hospital  Trust  Co.,  Pro> 

am: 

SaaforlUa  State  Bank,  Seagovllle 

Grant  Comity  State  Bank,  Ephrata 

Total,  rear  10S2  (40  banks) 


Name  of  absorbed  bank 


Olyndon  Bank,  Qlyndun.. 

Concord  National  Bank,  Conoord... 


Osgood  Banking  Co.,  Osgood... 


el  Bank,  Colllngswood. 


Dansvllle. 
Oeneae*  River  National  Bank,  Mount 

Morris. 
Mount  Vernon  Trust  Co.,  Mount  Ver- 


Fimt  National  Bank, 

The  Cincinnati  Bank  It  Trust  Co.,  Cin- 
cinnati. 
The  Farmers  Bank,  Bellvflle 


Bank 
Commercial  Bank  of  Newberg,  New- 


Wales. 


i vines  limili,  SugarOrove. 

o..  fiu tier.. 

National  Bank,  North 

National  Bank  of  Ohwy,  Philadelphia-. 

North  Broad  National  Bank,  Pliliadel- 

Woonsockflt  Trust  Co.,  Wuonsocket.... 


Cltltens  National  Bank.  Crandall. 
Warden  State  Bank,  Warden 


Trust  Co.,  Hartlord. 


County    National    Bank, 

Danlelson. 

Dee  Moines  Bank    &  Trust  Co.,  Dbs 
Moines. 

First  National  Bank,  Pretty  Prairie 

Farmers  State  Bank,  Merrier 

Citlwns  State  Bank,  Topeka...- 


>,  Google 
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Itamrelsy  Trust  Co.,  H&njKJey 

Mercantile-Safe  Deposit  *  Tram  Co..  B 

Michigan; 

Slate  Savings  B:mk.  Scfltlvlllr 

Minnesota: 

Heron  Lake  State  Bank.  Heron  like.  . 

C  It  liens  Slate  Bank,  Roseau 

Mississippi: 

first  State  Bank,  IloUv  Sprtufa . . . 

Grenada  ■*-*,   n— — J* 
New  York: 


lank,  TIol! v  B| 
ok,  Grenada.. 


County  Trust  Co., 
Westchester     Han] 

Rochcllo. 

Long  Island  Trust  Co.,  Garden  City. . 
Northern  New  York  Trust  Co.,  Water! 

State  Bank  of  Albany,  Albany 

Manufacturers  T — *  "•     "' '■'—'- 


Marine  Midi  an 


n  New  York,  Elmlra. 


st  Company  ol  South- 


rn  New  York  Trust  Co.,  Water- 
'e  Bank,  Falrmount ... 

.'htnl  Vnlon  Trust  Co.,  Clncln- 


Oklahoma: 
Pennaylvtmin 


Trust  Co.,  AUqulppa 

'ft  Trust  Co., 


Bristol  Tmst  Co.,  Bristol. 
Tr:idi'P:v.i>ns  I.und  Titlo  B 
Philadelphia. 


A  Trust  Co..  Myerstown. 

Glrard  Trust  Corn  Exehnngo  Bank,  Phlla- 


Berks  Countv  Trust  Co.,  Reading. 
Altoon  i  Trual  Co.,  Altoona 

J'eo|iU-s  Trust  Co  .  WvomlssliiK 

Liberty    Real   Estate  Bank  A  Trust  Co., 


Ik  &  Trust  C 
?0.,  Reading 


Total,  year  1943  (* 


Nam*  of  absorbed  back 


Phillips  Trust  Co.,  Phillips 

Mercantile  Tnut  Co.,  Baltimore.- 

Fountain  State  Bank,  Fountain... 


Bank  of  Michigan  City,  Michigan  City. 
Clt liens  State  Bank,  Moca-heacT... 

Farmers  National  Bank,  Amsterdam 

OswHf  o  County  National  Back,  Oswego. 

Boyslde  National  Bank,  New  York, 
"list    Natli — '    ■>--•-    '-    " — •    ' 


First    National    Bank    &    Trait    Co., 


National  Bank,  Croton  on  H 
>le>  National  Bank  &  Tmi 


P*S 


Peoples  Industrial  Bank,  New  York 

Holfanlc  Bank  *  Trait  Co.,  New  Yotk. 
The  Nassau  Union  Bank,  Glen  Cove 

Marine  Midland  Trust  Co., 
ton. 

Workers  Trust  Co.,  Johnson  City. 


:   of    Falrmount,    Falr- 
nk  A  Trust  Co.,  Cm- 


The  Western  B 
drjnatL 

Slate  Exchange  Bank,  Bokoabe 

First  National  Bank,  AUqUpna 

First  National  Back,  Somerset 

Yardley  National  Bank.  YardJey 

TradCBmena  National  Bank  A  Tra 


Myerstown  Natl 

National  Bank  of  Germantown  &  Trust 

Co..  Philadelphia. 
First  National  Bank,  Irwin. 

First.  Xntlonol  Bank, 

Union  National  Bank,  «uuul.,.u... 
Wyomlaauu  Valley  Bank,  Mohnton. 

Morrisons  Cove  Bank,  Martiniburj 

Sinking  Spring  Bank,  Sinking  Spring  ... 
Liberty  title  A  Trust  Co.,  Philadelphia. 


Temple  State  Bank,  Tra 
Phoenli  National  Bank, 


S,«3,ll3 

a,  m,  oat 

at,  or  wo 

iKW 

5,70*.  DM 

a,  ui  on 

ia,«D,l» 
1T.«M,(X0 

a,  in,  on 


8*0,07 

77,309,000 


I,  ots,  in 
«.omi« 
«.  mo,  at 


6, 71*.  HI 

(BO, «« 

«,  til  an 

1.0*9,001 
os,0fia,0» 

»,«B,ooe 

*7, 411, 000 

s,*n,nt 

37,114,910 
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Name  ol  receiving  bunk 


Countj  First  Savings  Bunk,  Suits  Crui... 

Central  Bank,  Oakland .  _ 

■ ,.„,  jijnij  „11„  , 

It  *  Union  Trust  Co..  I 


in  Trim  Co  .  flea  Ftuclsro     . 
Bank,  Oakland 

lauHiiM  Bank.  Los  Angeles  ._ 

Centra)  Bank.  Oakland   

WeOi  Fyto  Buk  *  Union  Trust  Co..  Sea 

First  Western   Buk    *   Trust    Co..   Su 


Do 

g? 

Do 

Do". 

S-::::::::::::::::::::::::::::::::: 

Do. 

nt  Buk  A  Trait  Co.  Hartford... 
OrNDVlon  Tnut  Co..  Oreenwub 

Equitable  flec-iniy  Tnut  Co..  wnmtngton.. 

Fidelity  Tnut  Co..  Indianapolis 

Madison  Buk  A  Tnut  Co..  Meriiion 

Ctthwoe  State  Buk.  SeOOe*. 

Peoples  Exchange  B [ink.  Btmdkle 

Ottlnnt  Fidelity  Buk  A  Tnut  Co.,  LooH- 
TOJe. 
Do- 

OiUmm-Unlon  Buk  A  Tnut  Co..  Leilng- 
ton. 

Depositors  Tnut  Co..  Aagasta 

The  CadDlea  State  Buk.  Cedillas _ 

IftMMBpt: 

Pjuollt  Guaranty  Buk  A  Tnut  Co., 
PMcegouie-Moss  Point  Buk.  Mob  Point. . 
Buk  of  Clarksdale.  Clarksdale 

Peoples  True!  Company  of  Bergen  County. 

■ 
Madison  Trust  Ccmutny,  Madison ... 


Cltliens  Commerce  A  Savings  Bank, 
Sequel. 

Stanislaus  County  Bank,  Oekdale 

Central  Bank.  Oakland 

Anlloch  Bank  of  Savings,  Autloob 

The  Border  Bank,  Su  Yildro 

Bank  of  Beaumont,  Beaumont 

Buk  of  Pinole,  Crock  ett 

Western  Bant.  Long  Bead) „.. 

Farmers  A  Merchuts  Bank  of  Watts, 
-lele.. 

Commercial  A  Savings  Bank, 

Moorpark. 

Bank  of  N'ewmu,  Newman..- ... 

First  Trust*  Saving]  Bank.  Pasadena 
Cutrel  Buk  of  Calaveras,  Su  Andreas 

First  Bsvlnrs  Bank,  San  Jacinto 

Bank  ofTehachapl.  Tebechapl. .  _ 

'  "uk,  Los  Galas 

._  _uk.  Mountain  View... 

Torrance  National  Bank.  Torrance 

Firs!  S-.illmi.il   Bank.  i.Vik.Hle 

First  National  Bank,  Antlaoh 

First  National  Bank,  Turtook 

First  National  Bank.  Bellflower 

First  National  Buk,  Corcoru  

First  National  Bank.  Crows  Landing... 

Ki:,-.  N,.n„n:i]  Hulk.  l>elaiio      

ii-:  \   ii-.-l  il:i"k.  F-  !L.r :.  1-1 

First  Nations!  Bank.  Garden  Orev«_- . 

First  National  Bank.  Los  Altos 

First  National  Bank.  Suto.  Ana .. 

Fit-.i  NiitloniJ  Trust  A  Sartnis  Bank, 
Suta  Barbara, 

First  National  Bank,  Su  Jacinto 

Temple  City  National  Buk.  Temple 

First  National  Buk,  Weed..- 

Fboenli  State  Bank  A  Tnut  Co.,  Hut- 
lord. 

Byram  National  Bank  of  Bast  Port 
Chester,  Byram. 

First  National  Buk.  Dover 

Central  State  Buk.  Indianapolis 
Northwestern  State  Bank.  India- 
National  Branch  Bank,  Madison 

National  Bank  of  Seneca.  Seneca 

The  Clements  State  Buk.  Clements.... 

Oltlaens  Fidelity  Buk.  Bueebel 

Cltlrens  Fidelity  Bank,  St.  Matthews.. 
Union  Bank  A  Trust  Co.,  Lexington 

Wilson  Tnut  Co.,  Wilson 

The  M anion  State  Bank,  Muton 

Commercial  Bant  A  Tnut  Co.,  Jackson. 

Ocean    Springs    State    Bank,    Ocean 

Commercial  A  Saving!  Bank  of  Friars 
Point,  Friars  Point. 

Glen  Bock  Bank,  Olen  Rock... 

First  National  Bank,  Madison. 


,yGoogIe 
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Mut- 


ed Castile,  Castile 

, 1  Bank,  Hempstead.. _ 

Security  Trust  Co.,  Rochester 

Chemical  Com  Exchange  Bank.  New  York. 

Genesee  Valley  Union  Timt  Co.,  Rochester. 
Oltliens  SUM  Bank,  Artade. 


Pooplss  Bmk  A  Trust  Co.,  Rocky  Mount.. 

The  Scottish  Bank,  Lumberton... _... 

North  Dakota: 

Blnford  SUta  Bank,  Bin  ford 

Ohio: 

The  Commercial   Banking  A  Trust  Co., 

Society  for  Savings  In  the  City  or  Cleveland, 


Flmt  State  Bank,  Blanohant-. 

First  State  Bank,  iltnton 

Pennsylvania: 


Broad  Street  Trust  C 

Bryn  Mawr  Trust  Co.,  Bryn  Mawr... 

Colonial  Truat  Co.,  Pittsburgh 


A  Trust  Co.,  Oil  City... 
FldelUy-Phllaueiphla  "Trust''  Co.""Phlli 


ink  &  Trust  Co.,  Bristol. 

Fidelity- Philadelphia  Trait  Co.,  Phuadel- 

Fucrto  Ric 

Banc 
Rhode  Li 

»  Sayings  Bank,  Providence.... 

rs  Exchange  Bank.  Union  City. 

Do.. 


Name  of  absorbed  bank 


1  Monk,  Saver 


aainefTlUa  National  Bank,  GalneerUl*. 
Bank  of  H  yeaarjt.  ayosant 

Farmers,    A    Mechanics'    Trust    Co., 

Bath. 
Corn  Eiobange  Bank  Trust  Co.,  New 

York. 
Oenaan  Valley  Trust  Co., 
Silver  Springs  Nr" — ■   ' 

National    Bank    of   Burllngtim,    Bur- 

Tbe  Ftnalopa  Banking  Co.,  Plnetops 

The  People*  Bank,  Randleman.. 

Flnrt  National  Bank,  Blnford 

The  Fannen  Banking  Co.,  Sterling 

The  Bank  of  Ohio  Co.,  Cleveland 


Clifton  Heights  National  Bank,  Clifton 
Heights. 

Northwestern  National  Bank,  Phila- 
delphia. 

Bryn    Mawr    National    Bank,    Bryn 


Pllgo  National  Bank,  Sltgo 

Ridley   Park   National   Hank,   ! 

Park. 

First  National  Bank,  Apono. 

North  Fhtladelpbla  Trnat  Co.,  Fhlla- 

delpbla. 


Delaware  County  Trust  Co.,  Chanter. .. 
Credit  Union  Bank,  San  /tun 

[Greenville  Trust  Co.,  Greenville _ 

The  Fanners  A  Merchants  Bank,  Rivaa 

Orleans  Trust  Co.,  Newport 

Valley  Savings  Bank  A  Trait  Co.,  North 

State  Bank  of  Battle  Ground,  I 


U.OT.BKt 

113,  Ms 

J  67l,0f« 
moon 


L»W,fno 
1,073,011 


BvTltXlBl 

■.mn.sw 

Jt,«,B> 
Jo.glu.lM 

J,  WHOM 

lS,0se,Ue 
u,m,m 

i!SS 


a.m.m 
fciKM 
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Ann  haul  Trail  Co.,  SanFronclseo 

California  Bank,  Los  Angeles 

Pint  Western  Bank  *  Tnut  Co.,  Ban  Frea- 

Awerlcan  Trust  Co.,  Bui  Francisco 

Ftnjt  WuMra  Bank  A  Tnut  Co.,  Ben  Fran- 

Modesto  Bank  A  Tnut  Co.,  Modesto 

California  Bank,  Lea  Angeles.... 

First  Western  Bank  A  Trust  Co.,  San  Frsn- 

oKco. 
CauntyBankofSanttCnu 

CalUbrDlaBank.Loa.lritjalca 

Do 

Do _.. 

Weill  Fergo  Bank,  Ban  Francisco— 

Fin*  Western  Bank  A  Trust  Co.,  San  Fran- 
Do... 

.Do 

ODDMUctlt: 

Connecticut  Bank  A  Trust  Co.,  Hartinrd... 
Rfrnrside  Tnul  Co.,  Hartford 

Wllniinfton  Trust  Co.,  Wilmington _. 

Do 

Fanners  Bank  of  State  o(  Delaware ,  Dover... 
)□  Trust  Co.,  Wilmington 

t,  Highland 

Now  London  State  Bank,  New  London 

State  Bank  oJ  Schaller,  Schaller 

Dyaart  Stat*  Bank,  Dyaart. 

j  County  Trast  &  Banking  Co.,  Bhel- 

Dopadton  Trust  Co..  Augusta 

UMnannsaus; 

Second     flank-State     Street     Trust     Co., 

Baton  Count?  Bank,  OhadotU 

Jackson  City  Bank  *  Tnut  Co..  Jackson. . . 

Sparta  Rata  Bank,  Sparta 

Union  Bank  of  Michigan.  Oriu.1  Rapid* 
Detroit  Wabaok  Bank'*  Trust  Co ,  Detroit  . 

Jnasstt  Beats  Bank.  Wusuuswtoa 

nte  Bank,  WayUnd 

^senates; 

Nsrada  Bank  of  Commerce.  Reno. . 

Buborban  Trust  Co.,  WestnoM 
Fidelity  Union  Trust  Co.,  Newark 

County  Bank  4  Trust  Co..  Patersoi 
Camden  Trust  Co.,  Camdeo . .    ... 


First  State  Bunk  of  Aruona,  Mesa 

Monterey   County  Trust    A    Savings 

California  Trast  Co.,  Los  Armies 

Indian  Valley  Bank,  Greenville 

Commercial  Bank.  Patterson 

Butte  Valley  State  Bank,  DorrH 

Cltlsers  Bank,  KlverlMak 

Oilfields  National  Bank,  Brea. 

First  National  Bank,  Rlvenlale 

County   First  National  Bank,  Santa 

First  National  Bank,  Pomona 

Covlna  National  Bank,  Covins 

Union  National  Bonk,  Pasadena.-- 

First   National    Bank   of  San    Mateo 

County,  Redwood  City. 
Valley  National  Bank,  Aibarobra. 

First  National  Bank.  Sunnyvale 

Commercial  National  Bank,  Alameda.. 

Windham  National  Bank,  r 
New  Hartford  Trust  Co.,  N( 

Industrial  Trust  Co.,  Wilmington 

Now  Castle  Trast  Co.,  New  Castle 

Rehoboth  Trust  Co.,  Rehoboili  Beach.. 
Delaware  City  National  Bank  Deaware, 
City. 

Highland  National  Bank,  Highland 

Iowa  State  Bank,  New  London.  — 

Schaller  Savings  Bank,  Schaller 

Dyaart  National  Bank,  Dyaart .... 

Cltiterai  Bank  of  Wftddy,  Waddy 

Lewlston  Trust  Co.,  Lewlston 

Second  National  Bank,  Boston. 

Barber  State  Bank,  Vermontville 

The    Commercial    A    Savings    Bank, 
Albion. 

The  Peoples  Stale  Bank,  Sparta 

Cedar  Borings  Slate  Bank,  Cedar  Springs. 

Detroit  Trust  Co.,  Detroit 

Farmers  State  Bank,  WeobervUle 

Hopkins  State  Savings  Bank,  Hopkins. . 

Baker  State  Bank,  Baker 

Merchants  A  Planters  Bank,  Drew 

Ely  National  Bank.  Ely 

Mid-City  Trust  Co.,  PlalnDeld 

Peoples  National  Bank  A  Trust  Co., 

Irt  tattoo. 
Utile  Falls  National  Bank,  Little  Falls.. 
Oaklyn.  National  Bank,  Oaklyn 


>,  Google 
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Consolidations,  mergers,  and  purchase  and  tale  transaction*  approved  &»  the 
Stale  banking  dejmrtments    -Cod tinned 


County  Trust  Co.,  Whits  Piling 

The  Chase  Manhattan  Bank,  New  York.... 

flankers  Trust  Co.,  New  York 

State  Bank  ol  Albany,  Albany 

County  Trust  Co.,  White  Plains 

Lewis  County  Trust  Co.,  Low  villa 

County  Trust  Co.,  White  Plains 

Do 

Mnnufaf  (urors  4  Traders  Trust  Co.,  Buffalo. 

Marina  Midland  Truit  Co..  Now  York 

State  Bank  ol  Albany,  Albany 

Marine  Trust  Company  of  Western  Saw 
York,  Buffalo. 

County  Trust  Co.,  White  Plains 

l>o 

Bank  ol  the  Manhattan  Co.,  New  York 

Marine  Trust  Company  ol  Western  New 

York,  Buffalo. 
Commercial  State  Bank  &  Trust  Co.,  New 

York. 
North  Fork  Bank  it  Trust  Co.,  Mattltuck... 
Muuufucturers  &  Traders  Trust  Co.,  Buffalo. 

State  Bank  of  Suffolk,  Suffolk. 

North  Carolina: 

First-Citizens  Bank  it  Trust  Co.,  Sralthfleld 

Wachovia  Bank    &   Trust  Co.,  Winston- 
.sale  in. 

Durham  Bank  A  Trust  Co.,  Durham 

W.icliovhi    Uuuk   At   Trust  Co.,   Wlnston- 

l-iftli  Third  Union  Trust  Co.,  Cincinnati.... 
The  Union  Bank  ol  Commerce  Co.,  Clave- 

The  Crochan  Colonial  Bank,  Fremont 

The  Union  Bunk  of  Commerce  Co.,  Clevc- 

Orccon: 

Hank  of  Lobanon,  Lebanon.. 

Pennsylvania: 

I.iulestown  Stolo  Bank,  Lltllestown 

First  t-Vnrai  Bimk  i  Trust  Co..  Oil  City    -. 
Bucks  County  Bank  i  Trust  Co.,  Perkasle. 

Iliniid  Street  Trust  Co  .  Philadelphia 

Potter  Bunk  4  Trust  Co..  PHtsburgh 

[n.i;!Slr:-ii  TlL.il  L'li.,  ]'tiltadl'll]hia 

l)ati[>hiii  Doiwsit  Trust  Co.,  IIurTlsburK 

Klisi  StiH'Ca  Bunk  it  Trust  Co.,  Ui)  City.... 
LminTUT  rijvlijsts  A  Trust  Co.,  New  Castle. 

ivories  cniun  Hank,  MeKceanort 

Burks  Comity  Bank  it  Trust  Co.,  Perkasle. 

Do 

City  Bjink  A  Trust  Co. 
Pennsylvania    Comiiuii 

TnisK  I'hlladeltir.i,,. 
Fl.l.>litv-l'UlB(li-lpiila    Trust    Co.,    Phlta- 

<l.-l|ihl;i. 

lino:  SI  rift  Trust  Co.,  Philadelphia, 

l'rgtldeut  Trust  Co.,  pbuadel|>hla. .  - 

TraJesnwns    Bank    &    Trust   Co.,    Phila- 
ilelphla. 

!.ti=t.'  Hiirsli  i  Trust  Co.,  Greenwood 

Utah: 

Walker  Bank  &  Trust  Co.,  Salt  Lake  City.. 


Pint  National  Bank,  Ardstoy 

Chaso  National  Bank  of  the  City  ol 

New  York. 
Pub]  I  a  National  Bank  &  Trust  Co., 

New  York. 
Merchants  National  Bank,  Plattshmj. . 
Irvlngtou  National  Bank  A  Trust  Co., 

Irvlngton. 
Port    Leydsn    National    Bank,    Port 

Central  National  Bank,  Youkers 

Feoksfcll]  National  Bank  at  Trent  Co., 
PHtaUD. 

First  National  Bank,  Buffalo 

Jamaica  National  Bank,  New  York 

First  National  Bank  or  Trust  Co.,  Hud- 

Cit  liens  National  Bank,  Springfield 

First  National  Bank,  Elmaford. 

Northern  Westchester  Bank,  Katonah.. 
Broni  County  Trust  Co.,  New  York.... 
Bank  of  Gowanda,  Oowanda 

Metropolitan   Industrial    Bank,    New 
York? 

Bank  of  South  old,  Southold 

Bank  of  Clarence,  Clarence 

Bank  of  Amity v ills,  Amityvttla 

Citliens  Bank  <i  Trust  Co.,  Soanoka 

The  Bank  of  Wayne,  Goldsboro 

Bank  of  Harnett.  Erwin. 

Peoples  Savings  Bank  *  Trust  Co., 
Wilmington. 

Lincoln  National  Bank,  Cincinnati 

The  American  Savings  Bank,  Cleveland. 

The  Colonial  Savings  Bank.  Fremont-.. 
Commercial  &  Savings  Bulk,  Bitch 

Halsey  State  Bank,  Ilalsey 

Farmers'  Bank,  McSherrystown 

Citiicns  Trust  Co.,  Clarion 

Perltaslc  Trust  Co..  i'erkasle 

ijuakcrtown  Trust  Co.,  Quakertowu.. . . . 
Prospect   Park   State  Bank,  Prospect 
Park. 

Homewood  Bank,  Pittsburgh 

Rstipskf  Bank,  Philadelphia 

MurkL'i  strict  Trust  Co..  Hardsburs.... 

First  National  Bank,  Shtppenvllla 

Kirs:  National  Bank,  Volant 

First  National  Bank,  Weat  Newton 

First  National  Bank,  Perkaslo 

Dublin  National  Bank,  Dublin 

First  National  Bank,  Brrdsboro 

First  National  Bank,  Philadelphia 

National  Bank  of  Laiudowne,  Lam- 
Morton  National  Bank,  Morton 

First    National     Bank    of    Delaware 

County,  Media. 
Market  street  National  Bank,  Phila- 
delphia. 

Iodine  State  Bank,  Wegener 

First  National  Bank.  Murray 


>,  Google 
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Nana  of  receiving  bank 

Huh  of  absorbed  bank 

Total  re- 
absorbed 

National  Bank  of  Newport.  N'awport..- 
Frrst  National  Bank,  Bennington. 

Glenvfflo  Banking  A  Trust  Co.,  Oton- 
villa. 

Merchants    A    Farmers    Slate    Bank 
Marathon. 

t3,S07,2W 

7,***,  072 

9*4,000 

me;  ooo 

Tart  Vftxmn: 

niHk 

7,000,107,754 

First  Western  Baok  A  Trust  Co.,  San  Fran- 

rnlaBank.  LosAngclcs 

i   4    New    Raven   Trust   Co..    New 

New  Britain  Trust  Co..  New  Britain 

Equitable  Security  Trust  Co.,  Wilmington.. 

Farmers  Bonk  o!  I  be  Slate  of  Delaware. 

Trait  Company  of  Georgia,  Atlanta _ 

Union  Trust  Co.,  QrH-nabuif- - 

Irwin  Union  Bank  &  Trust  Co.,  Columbus. 

People*  Trust  Co..  Linton 

Fidelity  Bant  4  Trasl  Co.,  Indianapolis.... 
Cltiiaas  Bank,  Michigan  City __ 

Union  Bank  4  Trust  Co.,  Ottumwa 

Bank  of  Alexandria,  Aleiandrla . 

Deposit  Bank  of  Carlisle,  Carlisle 

Maryland: 

Liberty  Trust  Co.,  Cumberland 

ML*  lean: 

Tba  Detroit  Bank  A  Trust  Co.,  Detroit 

Do - 

Hubbard  Stale  Batik,  Bad  Ale 

Do _ 

Saltan  Bank,  Manchester 

ntnntn  State  Bunk,  Fronkonmuth. . . 

'  '  ~evfngi  Bank,  Adrian. 

i  si— is  iiisiiiTtwii    Clare 

Bank  o(  Lenawee  County,  Adrian 

Harmony  State  Bank,  Harmony 

Security  Bute  Bank,  StarkvUh) 

New  Hampshire: 

Concord  Sarins*  Bank,  Concord 

The  Triiat  Company  of  New  Jersey,  Jersey 

The  Trenton  Banking  Co.,  Trenton 

Princeton  Bank  4  Trust  Co.,  Princeton 

Fi»H.-..!J  Tru-M  '...  lirehoW 

Bank  of  Passaic  &  Trust  Co.,  Passaic 

County  Bank  4  Trust  Co.,  Paterson. 

Bank    of    Commerce,    Newark    (formerly 

Weal  Side  Trust  Co.,  Newark. 
Peoples  Trust  Company  of  Bergen  Ci 


First  National  Bank  In  Orosl,  Orosl 

Southern  Commercial  &  Savings  Bank. 

East  Pasadena. 
Bank  ot  Sierra  Madre  .Sierra  Madre.... 
Hollywood  Bute  Bank,  Los  Angeles.... 

First  National  Bank,  Wellington!. 

Fidelity  Industrial  Bank,  New  Britain.. 

New  Castle  County   National   Bank, 

Odessa. 
Newark  Trust  Co.,  Newark 

East  Atlanta  Bank,  Atlanta 

Westport  Union  Trust  Co.,  Westport... 
Jlnjw  State  Hank.  Hope 

■-'■-mi;  Cii>  rtink,  Swu..  or  v. 

Bankers  Trust  Co.,  ludlanapolla 

LaCrosse  State  Bank,  LaCrosse 

Farmers  4  Merchants  Savings  Bank, 
Ottumwa. 

Clticens  Bank,  Cold  Sprint 

Moorefleld  Deposit  Bank,  MooroQeld... 

Commercial   Savings    Bank,   Cumber- 
land, 

Birmingham  National  Bank,  B  Inning  - 

Pamdatt  National  Bank,  Ferndala 

l-:lt:yi!  -■! Hank,  l-.lkLim. 

Kinds  State  Bank,  Kinds 

Peoples  Bank.  Manchester 

Siai*  .-  Lvirius  Bank.  Reese... 

Addison  Slate  Savings  Bank.  Addison.. 

Rosebush  Slate  Bank.  Rosebush.. 

First  State  Savings  Bank,  Monad 

First  National  Bank,  Harmony — 

Merchants  and  Farmers  Bank,  Matbis- 

Unlon  Trust  Co.,  Concord 

Peoples  National  Bank,  Secaucus 

Fust  National  Bank,  Pennington 

lloiiewell  National  Bank,  Hopewell 

Kirst  N.Ltj.niiil  Bank.  Farmlngdale 

Bankol  Alwood,  Clilton 

Bank  ot  Commerce,  Newark 

Rutherford  Trust  Co.,  Rutherford 


>,  Google 
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i  approved  fty  the 


First  Trust  A  D 
Northern  New  ! 

Hempstead  Bui 

Security  Trust  Co.,  RocbeaUr. 


CoTwSwi 


Manufacturers  A  Trade™  "Trust  Co.,  Buflflio. 


Northwestern  Bank,  North  Wilkesborg__.. 

Commercial  State  Bank,  Laurel 

Peoples  Bank  A  Trust  Co.,  Rocky  Mount.. 


it  8 tale  Bank,  Lone  Wolf. 

l-lvanla: 

uel It y- Philadelphia    Trust    Co.,    Folia- 
te Peoples  Trust  Co.,  Wyomlmirig 


ui la  Banking  A  Trust  Co., 
It  Trust  Co.,  llarrlsburg.... 


'eoples  Bank,  I 
I  Bank  A  Trust  C 


It  Lake  City 


-Planters  Bonk  of  Commerce  A  Trusts, 
:ol  Westmoreland,  Inc.,  Colonial  Beach. 

"tt  I  sen '5  State  Bank,  Arlington 

k  of  Madison,  Madison 


Bank  or  Watertowr 


IT  ISM  (HI  hanks) 


Pliet  National  Bank,  Morcellus  ... 
Carthage    National    Kiohange    B 

Carthage. 
Wheetley  Hllli  National  Bank,  Wast- 

bury. 
Stewart  National  Bank,  Livonia... 
■  ofFhripe,  Pbelpi  .. 

Honk     M  run  a-nnri 


Fougbkccpsie. 
First  National  Bank,  Weedsport.  . 
Oyster  Bay  Trust  Co..  Oyster  Bay. 
State  Bank  of  ShortsviUe,  BborUvil] 
Bank  of  East  Syracuse,  East  Syracu 
Adam,   Mrldnim    A    Anderson    Si 

Bank,  Buffalo. 

Schoharie-  County  Bank,  Schoharie 

Hun  ting  ton  Station  Bank,  Huntington. 


Bank  ol  Olbson,  Olbson. . 


Fidelity  Bank,  Durl 


Auk  A  Trait 

First  National  Bank,  Castle  Bhannoi 
Campbelltown  Bank,  Campbelltowi 

Ambler  Trust  Co.,  Ambler 

Interboro  Bank  A  Trust  Co.,  Proap 

Park. 
Wayne  Title  A  Truat  Co.,  Wayne. . 

Pen  brook  Banking  Co.,  Penbrook  {port 

office.  Harrlsburg). 
Womelsdorf    Banking    A    Truat   Co., 


Bank  of  Commerce  A  Trusts,  Rlchmn 

Bank  of  Dahlgren,  Inn.,  Dahlgran 

Arlington  State  Bank,  Arlington 

Union  Trust  Co.,  Madlaou 

Farmers  A  Cltliens'  Bank,  Waicrtov 
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Att  commercial  bankt,  1950-56 
a.  1,1960: 

Total  number  of  commercial  banks 14, 199 

Less  banks  absorbed  by  merger  during  1960 91 

Other  banks  discontinuing  business  during  1960 13 

Total 14, 086 

Plus  new  banks  chartered  during  1960 69 

Total  commercial  bonks,  Dec.  31, 1960 14,164 

n.  1,1961: 

Total  number  of  commercial  banks 14, 164 

Less  banks  absorbed  by  merger  during  196] _ 81 

Other  hmfcs  discontinuing  business  during  1961 12 

Total 14, 068 

Plus  new  banks  chartered  during  1951 64 

Total  commerclsl  banks,  Dec.  31, 1951 14,182 

n.  1,1952: 

Total  number  of  commercial  banks 14,132 

Less  banks  absorbed  by  merger  during  1962 .  99 

Other  banks  discontinuing  business  during  1952 16 

Total 14,017 

Pins  new  banks  chartered  during  1952 71 

Total  commercial  banks,  Dec.  31, 1962 14,068 

n.  1,1963: 

Total  number  of  commercial  banks 14, 088 

Less  banks  absorbed  by  merger  during  1953 115 

Other  banks  discontinuing  business  during  1963 14 

Total 13, 959 

Pins  new  banks  chartered  during  1953 _- — __ __ 65 

Total  commercial  banks,  Dec.  31,  1953 14,024 

n.  1,1964: 

Total  number  of  commercial  banks 14,024 

Less  banks  absorbed  by  merger  during  1954 —        216 

Total 18, 808 

Pins  new  banks  chartered  during  1954 _ 73 

Total  commercial  banks,  Dec.  31,  1954 18,881 

n.  1,1965: 

Total  number  of  commercial  banks IS,  881 

Less  banks  absorbed  by  merger  during  1955 225 

Other  banks  discontinuing  business  during  1955 15 

Total 13, 841 

Plus  new  banks  chartered  during  1965 - . — - —        115 

Total  commercial  banks,  Dec.  81,  1955 13, 756 

B.  1,1956: 

Total  number  of  commercial  banks 13,756 

Less  banks  absorbed  by  merger  during  1956 186 

Other  banks  discontinuing  business  during  1956 _ —  13 

Total 13,557 

Plus  new  banks  chartered  during  1956 123 

Total  commercial  banks,  Dec.  31,  1956 13,680 

L„j,,_CdD,  Google 
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(The  following  supplementary  data  was  supplied  by  the  Comptrol 

er  of  the  Currency  in  response  to  the  chairman's  request.) 


*..„, 

Resources 
(In  thou- 

Al.iliiiiiiii  ■:|,.,]M]|;i[i„n.  ;i, 107,000): 

1 

3 

3 

M.tXrS"   -< 

Bunks  ovit  (Itl.OOri.OWh  unri  umler  IM.uoO.OOO. . 

ToWl _ 

1 

ft«"-  1 

Number  o(  hunk?.  237;  hronchcs.  47. 

1 

i.s»= —  1 

Total...                                            

1 

i,m ^ 

Number  ol  hunks.  IS;  brunches,  14. 
Tcilal  resources.  1)70.598.000. 
Arizona  iiwnulntirm.  u*H.OOOi: 

II.LIlfc=lill'liTH.'M«I.O0O         .. 

1 

11,743 

f. 

asm 

Number  ol  hanks.  10;  brunches,  110. 

I..I     |!     !,      .,,!„.    ...    >■..-,.■    .-i.'.H.H 

ArV  in-LS  ■  [,.,,„  ih,r I.«33.u00|: 

Banks  uniliT  $5,000,000  . .      

3 

l,W 

1 

SI 

17 
M 

7 
5 

•a  in 

HB.M 
I.SJS.J7I 

Number  ol  bunks.  230:  branches,  X. 
Toml  resources.  $].1S1,W2.000. 
Cilllf-rlili  -]..,,. Ill;, '17'HW. 

hi, iik-  over  Sir ir.Hun-krlx.uno.nOD 

Bunks  ovit  HD.HWJM0. 

IDS 

1 

...  HIM 
1.474 

Number  of  hittiKt.  |Jv.  hmnehps,  l.MS 

T"!„l  resourew    l.-l  .yj.HDU.00D 

Number  ol  batika,  ito  brunches',  i 
Toisl  rosmjrcr.'.  ti  .M..tai.tW> 

C.illllirdflll    'IH-hJ.11    .1:  .'.  '.'.diLOUDl 

1 
1 

10 

1,(74 
31.  If) 

147.701 

Toli.l 

Number  of  honk*,  ion  branches.  Hi. 
T.iMl  rr'niinv:    (J.nr  liy.OOU 
lieluwiire  <t«l|>ut:lf  ■■■»  41U.OI10: 

28 

S 

a 

i 

171.M7 

Blink-  over  (.'..in  ->-  ..;-     •:■■■,  (•■■.■■  i..in«l 

Hunk-,  'iv.t  til  ■■■■  <■:-.!.■:  .in.!.-  stu m.OKi                                      

■LIB 
41.17S 

M.t» 

if  bunks.  :iil:  lirnnrrieii,  40. 


,GoogIe    / 


FINANCIAL    INSTITUTIONS    ACT   OP    IB 8 7 


607 


Number  (roth 


Number  of  hunks.  .Wn.  t> 
Total  resource,  fa  ■      i 

■1-1.1.3     lf.V).ll):l1i.»Il.    Ii»-      " 

Banka  under  l.'.. i...... 

Butiovnti.il 

BaakI  ovrr  IKM"    ■■' 
Bulks  over  «'.,i.»»    ■"    . 

S7. 

V   "■Jin 

merit*  of  Corambia  (population.  B7fl,000] : 
Banka  over  I60J)oo,doo 

ToUl - 

Number  of  banka,  17;  branches,  49. 
Total  reaoorcca.  ll.sao.lW.OOO. 
laratZal  (population  3,7S0,0O0) : 

Banks  under  lo.000.000 

Banks  dtct  tt.OOTi.OOO  and  under  110,000,000 
Banks  aver  110,000,000  and  under  *25,00n,0C 

'.,:;'. 

5  am 

*ol... 

Number  or  banks.  33:  branclltt 
Tula!  n  s.urr«,  UU.tWW.nUI). 
linols  (iiu[>ul»i(..ii  'j.,«.viiii: 
Banks  un'ler  M.imu.nuii 
Banks  ovpt  tlu,n-.i«"N|.,ri,]  uni 
Hanks  over  *sn,0no.000 

Total. - 

Number  of  bank'.  «B  bronchtr?.  H. 
Total  reaourct-s.  Ii7.Ma.aT7.ixm. 
■liana  (population  4.183.001)1: 

iw>i  Miii  m.iiiii.nii     

Banks  over  li.UUU.lmi  :irul  mi  IIO.0DO.UDD 
Banks  over  tli.,i».i.i.i«.  „r,.J  ur  -  ■  r  tM.000.000 
Hank?  over  (25.000^00  and  ur  ■■-■  ■  140.000.000 
Banks  over  WO.000,000 

Total -- 

Number  of  banka,  47*  branches,  1*0. 
Total  re—mi.  M.oss.wa.ooo. 
■nt?l»;000): 

'niiAjm/m.'.'.'. 

Total _ 

Number  ol  banks,  8*8;  branches,  161. 
Total  reaourees.  tt.Vn.on.oai. 
jnaas  (population  3.138,000): 

Banks  under  14,000,000 

Total 

Nasntwr  of  banks,  sue.  branch**,  0, 
Total  resources,  t3,361.3S;.0OO. 
JDaookT  (rnpulatkwi,  3,0*8,000): 

Haiti  under  IS.OOOjWO 

Basus  over  11,000,000  and  under  1 10,000,000  ... 

Total - - 

Number  of  banka,  MB;  branches,  03 
Total  resources,  *a,a«,SM,ooo. 
ooMana  (population.  3,057.000) : 

Banta  under  14000,000 

Banks  orer  ttBnro.OTjn  and  under  tw.000.000. 

Total 

Number  banka,  ISO;  branches,  119. 
Total  noonreta,  ta.sw.ias.ooo 


>,  Google 


FINANCIAL    INSTITUTIONS    ACT    OF    1957 


■M. 

Rooorefi 

Malnp  (population.  BlT.IXin): 

H.sii".--  iii.iii-r  )■'.,'■»'.""> 

Bunk,  nm  V',.iM.in.,yji   „,,l  ■,i„|,.;  nn.Ml.im 

Bonks  over  t]ij.iH»i.i»¥i„r,(lijr>rl,rl2J,00Q,000    

1 
1 

8 

»].*'.:_.   aug 

NumhiT  ol  hanks.  BO;  hranohps.  101. 
Total  rrsourws,  11 ,031,292,000. 
MaryLinil  ■  [.i,|i!il  ,'  ..!,.  :'.-. :i.m. ■ 

ID 
1 

9 

2 

1H«1-  -iKT  .aniT 

JlWlksovrr  HH.....H.M.  ,„.|  iin.|>TK.M»J!>.iHKi   .    .    _.   .          

Hanks  ovw  ISO.OOO.OX 

iSfcaacJ'Tjiii 

17 

*M,7f*     -bjm 

Number  of  hanks.  158;  hruicbes,  190. 
Tot nl  resource!,  12,942, 220,000 
Miisjiftr'iiis-irs  (jmimliillnn.  I.Sfll.roOi- 

■ 
] 

i 

is.  ii-  mj  n 
i70,8v»  «n 

riLiTik.ru  ,-r  $.',,i  mourn  :,.vl  ,!■!,!,■.  < !  1 . .•  H.1,000 

Ranks  ov.t  M0.000.000 ■ - 

Total 

T«t;jln's.>riH.U.tiii,«V;,.i;)y.iHj.   '     "'" 
MuMlvii  ,;.,,|„,l.,l|,,|,  7.O.W.1IU0): 

29 
7 

a 

*JI.«»E*     TO 
WE-           .til 

«r        _177 

IDC-          -M 
111.            .Ill 

an.       __  in 

8 

HI.        S7T 

u. —  ii« 

Numlwr  nl  hunks.  MR.  hmnrhps,  415. 
Toll.]  r.'S'iurws,  Jit.sra.  127.1111. 

Mlnnwx  i  .|...!,ul.ii!..n3.s«l,illWl: 

8 

Niimrwr  nf  haiku.  Ml;  hmnehes,  8. 

MlM.i^iin.i  ■|..|'iH,i 2,132.000); 

T 
1 

Total     

Total  nwMmr.-,  ii.l.'|ii>vi,iiW.  '' 
Missouri  (jk>|,u tal [,in  l,3ll?.0rXll: 

8 

a 

1 

a 

imih 

Hunks  out  tl",i«*i,ii"i  jjilI  i.iii.l.r  J :>.'.. ixm.noo _ 

Hunks  iivit  fMi.uon.UX)              _ _ _ 

J&S 

ii 

N'umhrr  nl  hunks,  ma.  hranrhrs.  2. 
Titlnl  ri'suurri-s,  *o.On».SI1,<«IO 
MnnUlu  ip,.,i,iil,il|.,nf.l7.u>m 

>«        | 

t.t.i  -.-.iirri.,.  1 777. -77',,  ion. 

1 

~W 

Total 

I 

earn'        / 

T.itiil  n-smrii*.  u'.om'.Tol.l.m. 

/ 
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Number 

Resources 

Vends  (population  266,000) : 

> 

8,233 

3 

Number  of  banks.  6:  branches,  27. 
Total  resources,  t331.677.000. 
Maw  Hampshire  (population  567,000): 

1 

a 

20,803 

Number  of  banks,  108;  branches,  3. 
Total  resources,  *8M .660.000. 
S«w  Jersey  (population  8.47S,O00) 

10 

IKS,  336 

87 

Number  of  banks,  299:  branches,  319 
Naw  Meilco  (Population  831,000): 

j 

1 

Numbiir  o(  banks,  i!.  branches,  30, 
Total  reaoura'.  tOOS.."^  00C 
New  York   i  .p.. ...:    i     »■...«.    ■■ 

1 

174 

10,209,168 

Number  o(  banks,  ni;.  branches,  1,229 
Total  resources.  *rj.s  ■. .  .'■>.  ■■ 

Nortb  Carolina  {populMion,  4.49U.OODI: 

11 

1 

18 

108, 149 

Number  o( bask).  2;t.  b»  nctu-s.  3M 
Total  rssourow.  iS.7M.lH  .000. 

MMth  Dakota  (population,  608,000): 

3 

Number  of  bunt'.  1M:  brunches,  26. 
Total  resources,  1709,130,000. 

3bio  (population,  9.227,000) : 

3 

80 

833,847 

Number  of  banks,  620:  branch™,  443. 
Oklahoma  (population  2,204,000); 

9 

Nnmber  of  banks,  386;  branches,  1. 
Total  resources,  12,317,002,000, 

>,  Google 
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National-  and  State-chartered  banks  consolidated,  merged,  or  purchased  by  other 
National-  and  State-chartered  banks  from  Jan.  1, 1950,  to  June  SO,  1957—  Con. 

Number 

Kasonrces 
(In  thou- 

Utah  (population  R25.000) : 

7 

11,038 

19,660 

13 

87,868 

Number  of  batiks,  48;  branches,  49. 
Total  resources,  1910,324,000. 
Vermont  (population  372,000): 

3 

12,308 

10 

33,  US 

Number  of  bouts.  ■».  brunches.  36. 
Total  TOOIHTOS.  »M.7«.OU0. 
Virtus  (populB  ttor  S.TOs.oOO: . 

! 

10,126 
9,789 

04,111 

13 

104,011 

Number  at  banks,  III.  branches,  182. 
Total  resources,  KI.07S.K3.000, 
WssluDBto:.  ;:.ij:.-."-  -•:.  ■■■i 

10 

48.908 

4f> 

234,  ISO 

Number  of  banks,  97.  branches,  w. 
Total  resources,  •3,041,824,000. 
Weil  Virginia  (population,  1,494,000): 

S 

1,243 

2 

1,243 

Number  of  banks,  182;  branches,  0. 
Total  resources,  11,278.235,000. 
Wisconsin  (population,  3,818,000): 

4 

7,399 

Number  of  banks,  MS;  brandies,  150. 

, 

1,407 

1 

Number  of  banks,  S3;  branches,  0. 
Total  resources,  i372,742,ou». 

1,087 

22,389,717 

er  of  branches,  and  total  re 


is  of  Dec.  31, 1968. 
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Type 

»he* 

Total 

(figures  in 

lb    k           lid  ted    ith      1  Into  th*       tto    1  banks 

s 

3 

1 

M 

U 

6 
T 
II 

U 

37 

National  banks  consoUilit)  :1  ur  m.fcid  w  ;'■  •"■!  mio  Sutr-i-huurn]  tiaoW 

8 
21 

St 

34 

71 

y,  Google 


unancial  nranroronia  act  of  i»st 


N  ame  of  receiving  bank 


Name  of  absorbed  bank 


Tbe  Valloy  National  Dank,  Phoenix, 
ol  California,  National  As 


I:  Connecticut    National     Bank, 
minols:  BeU>Tuie "National  "^Tlngi"  Dank," 


Pordue  National  Bank,  Lafayette... 


auouai  uhjiil,  lAiuye 
Fletcher    National 
'irust  (Jo.,  Indian apolis. 
Kentucky:     Flrst-Hardlu     National     Bank, 
Eltaabethtown. 

Maine:  Flrat  National  Bank,  Blddelord 

Maryland:  Farmers    A     Mechanics- C It tons 

National  Bank,  Frederick, 
Massachusetts:  Merrimack   Valley  National 

Bank,  Haverhill. 
Michigan:  Peoples  National  Bank  and  Trust 

Co.TBay  City. 
Nb»  Jersey: 

National  Stats  Bank,  Newark 


Clonal   Bank  A    Trust    Co. 
)f  Vassal 


First  National  Bank  &  Trust  Co.,  Asho- 


Oblo: 

Winters  National   Bank  &   Trust  Co.: 

First  National  Bank,  Cambridge 

Central  Nation al  Bank,  Cleveland 

Pennsylvania: 

Western    Pennsylvania   Natlonol   Bank, 
McKeeoport. 

Nmlonal-Dime  Bank,  Shamokln.. 

Miners  National  Bank,  Wtlkes-Barre 

Harris  burg  National  Bank,  TTorrfaburg  . 
Booth  Carolina: 

Carolina  National  Bank,  Easley 


Bank  of  Flagstaff,  Flagstaff 

Modesto  Bank  &  Trust  Co.,  Modesto.... 

Bank  of  Laguna  Beach,  I-aguna  Beach... 

Broadway  State  Bank,  Lot  Angeles 

Waterbury  Trust  Co.,  Waterbury_ 

Homedale  state  Bank,  Homedale 


Purdue  State  Bank,  West  Lafayette... 
Wanamaker  State  Bank,  Wanamakcr__ 

Bank  of  Upton,  Upton 


Methuen  National  Bank,  Methuen 

Bay  Trust  Co.,  Bay  City 

Citizens    National    Bank    &    Trust    Co, 

Caldwell. 
First  National  Bank  it  Trust  Co.,  Summit 

si  Bank,  Fair  Haven... 

Bank  of  Malveme,  Malveme 

si  Bank,  Dunkirk 


First  Natl 


st  Co.,  Bervard- 


Phillips  burg  State  Bonk,  Fhllllpsburg... 


I  Bank,  Ashley  (post  office 


Liberty  Bank,  Liberty... 


Wsehlnetoi 

Nation; 


National    Bank, 


National  Bank  of  Commerce,  S 


Total,  1st  8  months  of  19 


Bank  of  Crockett,  Inc.,  Crockett... 


Central  Washington  Bank.  Moses  Lake... 
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Alabama:  Eichaugo-Scourlty  Bank,  Blrmlng- 

Callfornia: 

C:il;.'(iMil:i  Bank,  I.os  AngcleS 

Do 

Do 

Pa)aro  Valley  Bank,  WatsoiivlUe 

California  Hank,  Los  Angeles 

Connecticut:  t'tamford  Trust  Co..  Stamford... 

I"H'!:hv:!il':  Kiniilable    Security    Tni.it    Co., 
Wllmlnctnn. 

Main-: 

Ili.1,1-:  ill  M:ih(j,  Tlolsc 

1>I> .  

M:v--:.Lfli!i^ti'i:    N™-[[)ii  SuvlriES  Bank,  New- 

ton. 
llli-hhan.: 

old  l.ir.l   Bank  4  Michigan  Tmat  Co., 

Grand  Haplibv. 
Cll'./Mi-    i  o:ume rclal   A    Pavings   Bank, 

Mu;ki  iinn  Bunk  4  Trust  Co.,  Muskegon.. 

iHTurLij-  First  Bank  A  Trust  Co.,  Grand 
Haven. 

Missouri:  Fl:rt  State  Bank,  Forest  City 

New  Jirsey: 

fi.uritv  !l  ink  A  Trust  Co.,  PntiTstin 
Peonies    TiuH    Co.   of  Bergen   County, 

Hackclisuck. 
New  York: 

First  Trust  A  Deposit  Co.,  Syracuse 

JaiHuif.i  S;.\lll|(!  flank,  -t:it[iaica.      .        .    . 

Fir"  Trus!  A  Her'oslt  Co.,  Svr-iifiisc . 

Ti-..  Fir.i    iLJ>i  Co.  of  Allegany  County, 

Well?  Villi-. 
Bank  of  North  America,  -New  York 

Ohio:  Pifliiles-Mcrchants TroM  Co..  Canton.. 
Pennsylvania: 

ll^rrisiiHiuTruft  Co.,  lliirrlsburg 

Daujihin  l>i]ioslt  Trust  Co..  HurrLshiJ-B.. 

First  Iviril:  A-    lliv.t  Co.,  Mi'ChanlcsburR. . 

Proiiih'iit  Trinh'.Tiiwl's  Llimk  A  Trust 
C.-i  ,  iMIlariciuMa. 

Central  Tni.t  I V,  Ilarrlshiirg. 

Motihii::j:iv  County  Bant  ti  Trust  Co., 
Norrlstown. 

P™|)1:«  Trust  Co..  \\  yomls.il:1s.  . 

drill:  Bank  of  .-[.  <itmy.i',  St.  UPOrEo-- 

ViTinniLt:  Fn.nkhn  Count'--  Hank,  St.  Alluins. 
Virginia:  Southern  Bank,  Norfolk... 

Total,  first  u  montlis  1QE7  (34  banks) 


Security  Commercial  Bank,  Birmingham... 

Commercial  National  Bank.  Santa  Ana 

A ntolope  Valley  Bank,  Lancaster 

Now-port   Harbor  Bank,   Newport   Beach 

(Corona  i.U-1  Mtu"). 
Pajiwo  Valley  National  Bank,  Watsonrllle.. 
Norwalk    Commercial    A    Savings    Bank, 

Norwalk. 
The.   Trust   Co.    of  Old    Oroeiiwleh.    Old 

Greenwich. 
National  Bank  of  Smyrna,  8myma 

FlIBtNntlonnl  Bank.  Caldwell 

Bunk  of  Eastern  Iilahn,  Idaho  Vails 

Newton    Contra   Savings   Bank,   Newton 

Michigan  Trust  Co.,  Grand  Rapids. -- 

Otlsville  State  Bank,  Otisvlllo 

Muskegon  Trust  Co.,  Muskegon 

Citizens  Bank,  Foitescue 

Haledon  National  Bank,  Haledon 

First  National  Bank,  Oradell 

Caicnovia  National  Bank,  Caienovla 

Rockaway  Savings  Bank,  Far  Rockaway... 

Conaseraga  State  Bank,  Canasoraga 

Collcee  Point  National  Bank  of  New  York, 

Ohio-Merchants  Trust  Co.,  MassUlon 

Hlgbsplre  State  Bank,  High  Spire 

Carlisle  Trust  Co.,  Carlisle 

Mechanics  burp  Bank,  Mechanlcsburg. , 

Tradesmen's   Bank   &   Trust   Co.,   Phila- 
delphia. 
Alllsnn.Jiust  F.nrl  Trust  Co.,  narrtsburg.. 
Penn  Valley  National  Bank,  Hatfield 

Btraustitown  National  Bank,  8  transit  own. 

.Stile  Hank  of  Hurricane,  Hurricane 

Rlchford  National  flank,  Rlchford . 

Bank  of  Norvlaw,  Norfolk 


39.SU.X1T* 


Jl»=   -jn 


Total  number  of  commercial  banks,  Jan.  1,  1950 

Less  banks  absorbed  by  merger  during  period  1950-96 

Other  banks  discontinuing  business  during  period  1950-56.. 


Total  commercial  banks,  Dec.  31,  1956.. 
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Approved  by  Comp- 
troller o[  the.  Currency 

Approved  by  State 
bankLng  depmlmonts 

Number 
of  banks 

Total  resources 

Number 
or  banks 

T^reaourc- 

an 

311 
U 

JiTO.  (84.113 
JS4,  xm.  MT 

■..;  W2iiw 

m<m.  in 

■J  1*\  *2.  JM 

H 

81 

135*486  m 

1,  303,  302.  45S 

m 

»««.€71 

451 

Mr.  Gidney.  I  have  here  some  figures  which  might  be  responsive  to 
your  question. 

In  the  years  1950  to  1956,  inclusive,  the  Comptroller  of  the  Cur- 
rency approved  565  mergers,  with  total  resources  of  the  banks  taken 
over — we  put  in  just  the  banks  that  went  into  another  bank,  $8,456 
million. 

The  State  banking  departments  in  that  period  approved  451  mer- 
gers, with  total  resources  taken  over  of  $13,113  million. 

Mr.  Jennings.  In  answer  to  Mr.  Spence's  question  as  to  whether 
the  flow  was  going  statewise  or  coming  nationalwise  during  the  6-year 
period  through  1956,  284  State-chartered  banks  merged  into  or  con- 
solidated  into  national  banks  under  national  charter,  and  during  that 
same  period  179  national  banks  merged  into  or  consolidated  into 
State  banks  under  State  charter. 

So  that  the  edge  has  been  decidedly  in  favor  of  the  national  system 
as  to  number.  However,  because  of  some  rather  large  transactions 
in  New  York  City,  the  national  banks  which  have  merged  into  State 
banks  have  had  considerably  larger  resources. 

Mr.  Barrett.  Do  you  have  those  broken  down  by  States ! 

Mr.  Gidney.  We  have  a  tabulation  by  States.  It  is  not  in  exactly 
the  same  form,  but  it  is  to  show  the  number  of  mergers  that  occurred 
in  different  States  through  the  years. 

The  Chairman.  You  have  entire  authority  over  the  purchase  of 
national  banks;  have  you  not? 

Mr.  Gidney.  If  two  national  banks  merged,  that  would  be  in  our 
jurisdiction. 

The  Chairman.  Now,  would  the  FDIC  have  any  authority  on  that  i 

Mr.  Gidney.  They  would  have  no  authority  on  that. 

Mr.  Multer.  Would  the  chairman  yield  at  that  point  on  the  ques- 
tion of  the  Federal  Deposit  Insurance  Corporation's  right  to  approve 
or  disapprove  ? 

I  think  Mr.  Gidney  overlooked  the  fact  that  the  FDIC  has  a  right 
to  refuse  insurance  to  the  merged  organization. 

Mr.  Gidney.  No,  sir. 

Mr.  Multer.  It  must  issue  the  insurance  ? 

Mr.  Gidney.  National  banks— — • 

Mr.  Multer.  I  am  not  talking  about  national  banks. 

Mr.  Gidney.  That  was  the  chairman's  question,  where  two  national 
banks  merged. 
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The  Chairman.  In  the  case  of  the  mergers  of  State  banks,  the  Fed  -fc_-*i- 
eral  Deposit  Insurance  Corporation  has  authority  to  withdraw  ifc^*-_its 
insurance. 

Mr.  Gidnet.  We  had  better  be  very  careful  on  that  question.  Theys^—y, 
of  course,  always  have  authority  to  withdraw  insurance  under  sec=»«c- 
tion  8  (c),  I  believe  it  is,  hut  that  is  not  what  you  are  speaking  of. 

In  the  case  of  a  merger,  their  approval  would  be  required  if  ther-_m*^re 
is  to  he  a  lessening  of  combined  capital  and  surplus  or  the  mergin, .«^Ming 
institutions,  or  if  one  of  the  banks  is  not  insured. 

The  Chairman.  What  authority  have  any  of  the  Federal  super  =^*er- 
visory  agencies  to  control  a  merger  which  results  in  a  State  bank?  ? 

Mr.  Gidney.  They  have  practically  none.  But  if  the  capital  anxrxrjid 
surplus  of  the  combined  institution  would  be  less  than  the  capital  uw  ni 
surplus  of  the  contributing  institutions,  they  would  have  a  power  »-  to 
approve  or  disapprove  the  merger,  or  they  would  have  to  approve  thff  ^fce 
merger  to  make  it  effective.     They  have  no  other  power. 

If  there  are  branches,  they  may  have  to  approve  them.  They  m»?*s-  ay 
have  before  them  the  matter  of  branches,  but  on  merger,  if  the  capite—^u 
and  surplus  is  all  put  together  and  it  is  just  as  much  as  the  capit  -=al 
and  surplus  before  the  merger,  they  do  not  have  power  to  diaag  P- 
prove. 

The  Chairman.  All  of  those  mergers  are  referred  to  the  Justii  ^*c 
Department  * 

Mr.  Gidnet.  No,  I  think  not.  "We  have  sent  material  over  ^t  ** 
the  Justice  Department  on  a  number  of  mergers,  to  get  their  viev^^3" 
but  they  are  not  all  referred.    In  fact,  very  few  are. 

The  Chairman.  Do  any  of  the  banking  agencies  consider  tt-  -**"* 
question  of  whether  or  not  those  mergers  unreasonably  lessen  compos-3" 
titimi  or  tend  to  civate  monopoly  ? 

Mr.  Gidnet.  We  have  watched  tliat  rather  carefully  for  a  numb  *-  -r 
of  years,  at  least  for  the  last  several  years,  and  "unreasonably  luuum  — P 
competition"  is  a  good  phrase.  We  nave  thought  that  they  did  n.^  ^* 
unreasonably  lessen  competition. 

The  Chairman.  In  small  towns  where  there  are  not  many  batdf  -^*» 
it  might  easily  lessen  competition  and  promote  monopoly. 

Mr.  Gidnkt.  The  type  of  monopoly  that  is  found  in  a  small  plac— ^& 
In  many  cities,  not  by  merger  but  just  by  fact,  there  is  oidy  one  DarxI^Bfc, 
and  it  has  a  status  that — I  don't  like  to  call  it  monopolistic,  but  it  rx^SM 
»  status  where  sometimes  they  don't  give  as  good  measure  of  servi^ 8 
as  hanks  do  elsewhere,  where  there  is  more  competition. 

Mr.  Alu  r-.Tr.it.  Something  of  an  exclusive  franchise. 

Mr.  Gidney.  Yes,  it  has  for  the  time  being  something  of  an  excsl""-1- 
sive  franchise. 

The  Chairman.  Don't  yon  believe,  in  any  community  that  c^*-n 
reasonably  support  2  banks  and  2  banks  are  there,  it  would  be  inad- 
visable fo  allow  them  to  merge  I 

Mr.  Gidxky.  Well,  there  you  would  have  to  look  at  the  individi*^ 
case.    I  think  if  they  are  big  enough  to  make  a  living,  it  is  rather  r*i<3e 
if  they  can  go  on  separately.    If  they  are  so  small  that  they  can't 
make  a  living  or  must  skimp  along  on  the  edge  of  economic  starva- 
tion, perhaps  it  would  be  better  for  them  and  better  for  the  eozn- 
munity  if  they  were  to  become  1  healthy  bank  rather  than  2  anemic 
banks*    I  think  it  is  nice  to  have  two  places  you  can  go  any  time.    I 
agree  with  that. 
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Chairman.  If  a  businessman  in  the  community  were  refused  a 

'  his  home  bank  he  would  be  compelled  to  go  elsewhere.    The 

a  asked  him  would  be,  Why  can't  you  get  this  loan  at  your 

mkl 

Sidney.  That  could  be  so.    Of  course,  we  get  around  so  much 

isily  now  than  we  did  in  my  boyhood  that  a  can  can  jump  in 
and  in  20  minutes  he  may  reach  any  one  of  half  a  dozen,  2  or 
other  banks.    And  there  are  openings  of  that  kind  that,  to  us 

ild  days  of  horse  and  buggies,  were  not  available. 

Chairman.  They  might  still  ask  him  that  question,  "Where  do 

ef     What  is  your  bank?" 

GnwEY.  They  would.    But  that  wouldn't  shut  him  off  from 

his  story,  and  if  he  has  a  good  story  to  tell  and  tells  it  well,  he 

mine  out  all  right. 

Chairman.  Mr.  Barrett. 

Barrett.  Mr.  Chairman,  I  got  the  answer  to  my  question  up 

.    I  suppose  you  will  give  us  the  number  of  mergers  up  until 

ssent  year. 

Sidney.  I  think  we  should  provide  this  material  which  brings 

0  1956  or  to  June  30,  1957.  I  have  it  close  by  here,  and  I 
it  my  hand  on  it 

Jbnnings.  Well,  Mr.  Gidney,  may  I  say  I  have  data  here  by 
in  answer  to  Mr.  Barrett's  question. 

Sidney.  I  think  Mr.  Barrett  has  another  question.    He  wants, 
all,  to  bring  this  material  up  to  date,  which  we  can  do. 
Barrett.  I  was  interested  in  Pennsylvania. 
Sidney.  Well,  Mr.  Jennings  says  we  have  material  here  which 

?ared  from  January  1,  1950,  to  December  31,  1956,  by  States, 
vania  had  182  mergers  in  the  7  years,  and  those  mvolved 
if  the  banks  merged  into  other  banks  of  $2,397  million, 
e  were  97  banks  under  $5  million,  43  banks  over  5  and  under 
llion,  25  banks  over  10  and  under  $25  million,  8  banks  over 
lion  and  under  $50  million,  and  9  banks  over  $50  million, 
jat  was  the  record  in  Pennsylvania.  They  have  been  quite 
here. 

Jennings.  And  at  the  end  of  1956  in  Pennsylvania  there  were 
amercial  banks  operating  563  branches,  having  total  resources 
200  million.  I  am  merely  pointing  that  out  to  show  that 
lvania  continues  to  be  served  oy  a  large  number  of  banks. 
Mdhha.  Isn't  it  true  that  these  mergers  have  seldom  closed 
iking  facilities  for  the  transaction  of  ordinary  business? 
Sidney.  Yes;  that  is  true.    If  the  2  banks  are  side  by  side,  2 

Sart,  they  probably  move  into  1  of  the  offices. 
rjMMA.  Those  banks  are  usually  pretty  close  in  other  ways, 
entthey? 

Sidney.  That  could  be.  If  they  have  branches,  they  will  keep 
ally  all  of  the  branches. 

Humma.  The  situation  in  my  community,  Harrisburg,  as  you 
has  been  very  active  in  consolidation  of  banks,  particularly 

1  the  two  large  ones,  but  that  has  actually  increased  the  banking 
38  in  the  community  because  there  is  another  trend. 
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In  all  these  shopping  centers,  the  big  thing  is  to  get  a  bank,  and 
that  lias  enabled  some  of  the  smaller  banks  that  aren't  interested  or 
aren't  part  of  these  mergers  to  open  a  branch  in  one  of  the  shopping 
centers,  and  it  is  terrific  the  business  they  do  with  people  depositing 
money. 

So  I  don't  think  in  the  ordinary  community,  which  I  believe  ours 
is,  there  is  a  diminishing  of  the  a*bility  of  people  to  get  into  a  bank 
easily. 

Mr.  Gidnet.  You  have  certainly  mentioned  a  visible  trend.  The 
people  demand  that  the  bank  come  close  to  them,  and  the  shopping 
center  makes  an  effort  to  get  a  certain  group  of  stores,  and  in  the  usual 
case  makes  an  effort  to  get  a  bank  or  a  Branch  bank,  and  we  have  a  very 
large  number  of  applications  for  branches,  and  occasional  application 
for  new  charters  for  banks  to  go  into  shopping  centers. 

Mr.  Talle.  Will  you  yield  to  me,  Mr.  Mumma  ? 

Mr.  Mumma.  Yes. 

The  Chairman.  Mr.  Barrett  has  the  witness. 

Mr.  Mumma.  Excuse  me. 

The  Chairman.  Did  you  get  through,  Mr.  Barrett  ? 

Mr.  Barrett.  Yes;  I  will  yield  my  time. 

The  Chairman.  Thank  you. 

Mr,  Patman.  At  the  rignt  time,  Mr.  Chairman,  I  want  to  finish  my 
questions,  but  I  am  not  impatient. 

Mr.  Talle.  Returning  to  the  point  that  Mr.  Mumma  was  discuss- 
ing, is  it  not  true  that  in  a  number  of  those  instances  in  which  so-called 
banks  are  set  up  in  shopping  centers — they  really  aren't  banks  in  the 
full  sense?  They  accept  deposits,  and  they  can  pay  out  money,  but 
they  don't  make  loans ;  they  are  more  or  less  exchange  centers,  are  they 
not,  at  le;ist  some  of  them,  Mr.  Gidney  ? 

Mr.  Gidnet.  Yes ;  that  is  true,  but  of  course  they  run  all  of  the  way 
from  that  tellers  window  description,  which  you  have  given,  up  to  a 
pretty  full-scale  operation  if  they  can  do  well  in  the  particular  area. 

Mr.  Talle.  Probably  the  tendency  would  be,  as  the  shopping  center 
grows,  for  those  exchange  centers  to  become  banks  or  branches  of 
banks  doing  full-scale  banking. 

Mr.  Gidnet.  Shopping  centers  vary  a  great  deal.  We  made  a  trip 
to  a  large  city  to  look  at  a  particular  shopping  center.  It  was  very 
impressive  in  the  character  of  the  establishments  there,  and  we  author- 
ized a  charter  for  a  bank  there.  They  were  having  35,000  families 
deal  with  that  shopping  center,  so  that  has  the  possibility  of  being 
a  very  good  location  for  a  bank. 

Another  one  may  get  much  less,  a  great  deal  of  difference,  but  they 
all  want  banks  in  the  centers. 

Mr.  Talle.  I  will  ask  another  question.  It  has  to  do  with  the  in- 
surance business  carried  on  by  the  banks  in  a  city,  let  us  say,  of  less 
than  5,000  population. 

I  wonder  if  it  would  not.  be  fair  to  permit  banks  that  started  in  a 
town  with  a  population  of  perhaps  7  or  8  hundred  and  now  have 
grown  beyond  5,000  to  continue  their  insurance  business  because  of 
the  element,  of  goodwill  and  a  number  of  other  considerations.  I  can 
see  there  is  an  alternative.  The  officers  could  organize  a  separate 
company,  perhaps,  and  carry  on  the  insurance  business.  On  the 
other  hand,  I  was  wondering  if  it  wouldn't  be  fairer  to  permit  those 
banks  to  continue  beyond  the  5,000  population  limit 
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Mr.  Gidnbt.  That  was  brought  up  by  a  letter  which  was  intro- 
duced, and  this  particular  bank  would  like  to  have  the  grandfather 
clause  so  that  when  their  twon  grows  beyond  5,000,  which  evidently 
is  anticipated,  they  could  carry  on. 

Well,  we  think  that  would  be  fair  and  proper. 

Then  of  course  we  also  spoke  of  our  belief  that  banks,  national 
banks,  might  be  authorized  to  do  insurance  business  in  that  field,  that 
field  of  insurance  agency,  if  State  banks  were  allowed  under  the 
laws  of  the  State.  Either  one  of  these  provisions  would  be  helpful, 
in  our  opinion.  They  were  not  accepted  by  the  Senate  committee, 
but  we  still  believe  they  would  be  helpful. 

Of  course,  both  perhaps  would  not  set  too  well,  because  if  you  gave 
them  authority  to  handle  insurance  where  State  banks  are  permitted, 
that  would  carry  along  the  authority  under  the  provision  with  the 
population  limitation  of  5,000.  But  by  implication,  it  would  forbid 
them  where  State  banks  are  forbidden,  and  that  might  take  away 
the  5,000-population  arrangement. 

Whether  you  could  combine  these  provisions,  I  don't  know. 

Mr.  Momma.  Mr.  Talle,  will  you  yield  a  minute '( 

Mr.  Talle.  Yes. 

Mr.  Mdhha.  I  have  a  letter  from  the  president  of  the  Pennsyl- 
vania Bankers  Association  in  this  matter,  which  has  been  discussed 
in  the  committee  several  times,  and  I  would  like  permission,  Mr. 
Chairman,  to  put  it  in  the  record. 

(Whereupon,  at  10 :  37  a.  m.,  Mr.  Brown,  presiding:) 

Mr.  Brown.  All  right. 
(The  letter  referred  to  follows:) 

The  First  National  Bank  of  Lebanon, 

Lebanon,  Pa.,  July  29, 1957. 
Hon.  Walter  M.  Mumha, 

Souse  of  Representatives,  Washington,  D.  C. 

Deab  Walter:  Referring  to  our  recent  correspondence  about  the  Financial 
Institutions  Act  of  1057  and  your  letter  of  Jul;  9,  I  have  received  a  reply  from 
the  American  Bankers  Association  ou  the  subject  of  national  banks  being  per- 
mitted to  write  insurance  when  they  are  located  in  communities  of  less  than 
6,000  population.  Some  States  give  the  State-chartered  banks  permission  to  en- 
gage is  such  Insurance  activity.  Therefore,  national  banks  have  the  same  powers 
In  those  States.  As  I  stated  before,  I  am  not  in  favor  of  banks  being  in  the 
Insurance  business  because  of  many  headaches  which  might  be  caused  by  this 
specialized -type  of  activity.  I  am  quoting  below  from  the  ABA's  reply  to  my 
letter  of  inquiry. 

"Under  the  present  provisions  of  the  National  Bank  Act,  national  banks  in 
communities  of  less  than  5,000  population  are  permitted  to  act  as  insurance 
agents.  Those  national  banks  which  have  taken  advantage  of  this  provision. 
Insofar  as  I  am  informed,  engage  in  the  sale  of  fire  Insurance  and  casualty  in- 
surance but  do  not  generally  engage  in  the  sale  of  life  Insurance,  although  I 
do  not  know  anything  that  would  prevent  them  from  selling  life  Insurance  as 
the  law  specifically  authorizes  acting  'as  agent  for  any  fire,  life,  or  other  insur- 
ance company  authorized  by  the  authorities  of  the  State  in  which  said  bank  Is 
located  to  do  business  In  said  State,  by  soliciting  and  selling  insurance  and 
collecting  premiums  on  policies  issued  by  such  company.' 

"Iu  the  committee  print  bill,  which  was  the  subject  of  the  hearings  last  Jan- 
nary  and  February  before  the  Senate  Banking  and  Currency  Subcommittee,  this 
provision  was  amended  in  two  respects.  The  amendment  would  have  permitted 
national  banks  In  those  States  which  authorized  State  banks  to  engage  In  the 
business  of  acting  ns  insurance  agent  to  likewise  engage  in  such  business  to  the 
aame  extent  as  State  banks  were  permitted  to  do  so  without  regard  to  the  size 
of  the  city  or  town  In  which  the  national  bank  was  located,  and  also  to  permit 
a  national  bank  which  commenced  the  business  of  acting  as  insurance  agent  at 
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a  time  when  the  population  of  the  community  in  which  it  was  located  wu  less 
than  5,000  to  continue  in  such  business  even  though  the  population  of  such  com- 
munity subsequently  exceeded  5,000. 

"This  amendment  in  the  committee  print  bill  was  recommended  by  the  Ad- 
vlsory  Committee  appointed  by  Senator  Robertson  to  assist  in  the  Senate  Bank- 
ing Committee's  study  of  the  banking  laws  and  was  supported  by  the  Comptroller 
of  the  Currency  and  by  the  ABA.  This  amendment,  however,  was  not  included 
in  S.  1451  as  reported  by  the  Senate  Banking  Committee  and  passed  by  the 
Senate. 

"The  ABA  Federal  legislative  executive  committee  met  here  last  week  to  girt 
consideration  to  the  position  to  be  taken  by  the  ABA,  at  the  hearings  currently 
being  held  by  the  House  Banking  and  Currency  Committee  on  the  Financial  In- 
stitutions Act  of  1957.  Our  committee  agreed  to  renew  its  recommendation  that 
national  banks  be  permitted  to  act  as  Insurance  agents  on  the  same  basis  as 
State  banks  In  those  States  which  authorize  State  banks  to  engage  In  such 
business  without  a  similar  population  limitation." 

Should  you  desire  any  further  information  on  this  or  any  other  banking  sub- 
ject, do  not  hesitate  to  let  me  know.  It  is  always  a  pleasure  to  hear  from 
you. 

Cordially  you  is, 

Melville  M.  Pauses, 
Executive  Vice  President. 

Mr.  Talle.  The  term  or  expression  "department  store  finance"  has 
been  used  on  occasion,  the  idea  being  that  all  financial  services  could 
be  provided  under  one  roof. 

I  realize  that  has  advantages.  Of  course,  on  the  other  hand,  that 
does  encroach  on  private  individual  business.  Insurance  is  a  very 
fine  business,  and  it  is  only  proper  that  we  should  consider  the 
independent  insurance  businessmen,  so  that  we  don't  do  something 
that  would  be  harmful  to  them. 

Mr.  Gidnet.  Well,  that  has  to  be  considered,  certainly. 

Mr.  Talle.  That  is  all,  Mr.  Chairman. 

Mr.  Patman.  Mr.  Chairman. 

Mr.  Brown.  Mr.  Patman. 

Mr.  Patman.  Mr.  Gidney,  the  statement  you  have  prepared  about 
interest  rates,  and  also  the  statement  about  the  amount  of  money  in 
circulation,  I  would  like  to  have  inserted,  Mr.  Chairman,  at  this  point 
in  the  record. 

Mr.  Brown.  That  may  be  done. 

Mr  Patman.  I  would  like  to  accompany  it  with  a  statement 
of  my  own  about  the  interest  rates  and  a  statement  from  Harper's 
magazine,  which  is  pertinent.   It  is  not  a  long  one. 

Mr.  Brown.  It  may  be  included. 
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(The  data  referred  to  above  is  as  follows :) 

Theasuby  Department, 
Comptbolleb  or  tbe  Cobeemot, 
Washington,  D.  C,  August  7,  1957. 
Hon.  Bskht  Spehois, 

Chairman,  House  Banking  and  Currency  Committee, 
Bouse  of  Representatives,  Washington,  D.  C. 

My  Dbab  Mr.  Chatbma.n  :  During  the  course  of  the  hearings  on  8.  1461  and 
H.  B.  7026,  Representative  Patmaa  requested  that  we  furnish  a  statement  of 
tbe  rates  of  interest  permissible  under  State  law  in  the  various  States. 

Pursuant  to  Air.  Patman's  request  there  is  enclosed  herewith  a  table  setting 
forth  the  legal  and  contract  rates  of  interest  specified  by  statute  In  the  various 
States,  and  also  the  maximum  discount  at  which  a  third  party's  paper  may  be 
■old  by  an  owner  to  a  bank.  The  legal  rate  of  interest  is  that  which  applies  in 
cases  where  Interest  is  due  but  no  rate  Is  specified  such  as  in  the  case  of  Judg- 
ments and  matured  but  unpaid  obligations.  The  contract  rate  is  that  which  ma; 
be  agreed  upon  by  the  parties  to  a  contract. 

As  a  general  rule  the  contract  rate  Is  the  maximum  rate  which  may  he  charged 
on  the  unpaid  balance  of  loans  whether  the  interest  at  the  date  of  origination  is 
added  on  to  the  amount  of  the  loan  or  deducted  in  advance  In  the  form  of  a 
discount  transaction.  In  a  few  States  interest  may  be  deducted  in  advance  at 
the  contract  rate  specified  even  though  this  would  result  In  a  higher  rate  of 
Interest  actually  being  paid  on  the  unpaid  balance.  Tbe  contract  rate  may  or 
may  not  (usually  It  does  not)  apply  to  the  purchase  of  paper  at  a  discount  from 
an  actual  owner  thereof  who  is  uot  the  maker,  depending  upon  the  statute  or 
case  law  of  the  State.  It  is  this  latter  type  of  transaction  that  is  dealt  with  In 
tbe  proposed  amendment  to  the  Federal  Interest  statute.  If  the  contract  rate 
does  not  govern  the  amount  of  discount  that  may  be  agreed  upon,  and  the  amount 
of  the  discount  Is  not  limited  by  a  separate  statute,  State  banks  are  free  to 
negotiate  with  the  owner  of  such  paper  regarding  its  purchase  or  discount  price. 
We  believe  national  banks  should  be  similarly  situated  in  such  States.  We  wish 
to  emphasize  that  tbe  Individual  makers  of  notes  owned  by  the  person  or  firm 
seeking  to  sell  them  to  a  bank  are  not  affected  by  the  amount  of  discount  at 
which  the  owner  may  decide  to  sell.  As  an  example,  a  $1,500  note  may  be  drawn 
at  a  6  percent  Interest  rate  and  given  to  a  dealer  as  payment  for  a  commodity. 
Tbe  dealer  may  agree  to  sell  the  note  to  a  bank  at  a  discount  of  8  percent  Tbe 
maker  pays  of  only  $1,600  at  the  5  percent  Interest  rate.  The  dealer  obtains  the 
-proceeds  of  the  $1,600  note  less  8  percent  discount  as  a  result  of  the  negotiated 
sales  transaction. 

A  majority  of  tbe  States  have  small  loan  laws  which  estahllsh  rates  of  Interest 
wblch  In  many  cases  are  higher  than  the  contract  rate.  These  laws  apply  pri- 
marily to  personal  loans  of  small  amounts.  There  la  enclosed  a  summary  of  tbe 
small  loan  laws  In  those  States  In  which  such  laws  have  been  enacted. 

National  banks  may  charge  on  loans  only  those  rates  of  interest  specified  in 
State  law  In  all  cases  where  State  law  specifies  a  maximum  rate.  Where  there 
la  no  maximum  rate  specified  in  State  law  National  batiks  are  limited  by  Federal 
law  to  7  percent. 

Hat  M.  Gn>KKT, 
Comptroller  of  the  Currency. 
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Rates  of  interett 


Alabama 

Colorado 

Delaware 

District  of  Columbia.. 
Florida 

Idaho.."""  '.".'..'". 

Illinois 

Indiana 

Kentucky 

LOHlnbDll 

Maine 

Maryland 

Mirtiimin 

Minnesota 

Mississippi 

Missouri 

Montina_ _ 

Nebraska 

Now  Jr-rsi 

KwMnw 

NnrYotk 

North  Carolina. 
North  Dakota.. 
Oliio 

Mimic  Island... 
South  Carolina-. 

South  HiiJn!..!  . 
Tenncdsi'i*. 

Utah-'"""-."". 


Leral      Contract 


Dlsoount  on  purchased  paper  ■ 


exceed  8  percent  simple  Interest. 

alt. 

nit.  eicept  that  on  automobile  loans  there  Is  a 


mier  installment  paper  bank 


pafdprt: 


i  percent  on  ordinary  nt 


Krcent  ercept  that  on  contracts  up  to  *7,500,  1  parnant 
es  the  number  of  mouths,  and  on  consunw  paper  of 
less  than  $5,000  and  running  lor  less  than  S3  months  7  par- 
cent  discount  to  yield  not  over  14  percent  simple  interest. 


)  r;i[f  is  =iwcl1ra]  Tirrll  fis  Judsmcnts  01 


a  third  party's  paper  m 


past  due  ohlbnttons. 


Small  Loan  Laws 
Alabama 

Credit  unions  may  make  loans  at  a  rate  not  exceeding  1  percent  per  month. 
A  small  loan  net  regulating  persons  or  corporations  engaged  is  the  business  of 
making  loans  of  $300  or  less  allows  only  the  regular  maximum  rate  of  8  per- 
cent tier  annum. 
California 

Under  small  loan  law  ( Fluan.  C.  24451-2)  no  more  than  10  percent  on  unpaid 
balance  may  be  charged  on  loan  of  $300  or  less  and  Interest  shall  not  be  o  " 
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In  advance  or  compounded.  Under  personal  property  brokers  law  (Finan.  0. 
22451)  persona  licensed  thereunder  lending  on  personal  property  security  may 
charge  no  more  on  unpaid  principal  balances  than  2Yi  percent  per  month  on  the 
first  $100,  2  percent  per  month  on  balance  np  to  and  including  $500,  and  5/6  of 
1  percent  per  month  on  remaining  balance  In  excess  of  $500;  and  special  limita- 
tions further  restrict  charges  where  security  la  insured  against  loss  In  favor  of 
lender  (Finan.  C.  22452). 

Credit  unions  may  charge  no  more  than  1  percent  per  month  interest  (Finan. 
0.  14900).  Industrial  loan  companies  may  charge,  on  unpaid  principal  bal- 
ances, np  to  2%  percent  per  month  on  the  first  $100,  2  percent  per  month  on 
balances  up  to  $300,  and  10  percent  per  annum  on  remaining  balances  in  excess 
of  $300  (Finan.  C.  18655).  No  pawnbroker  may  charge  more  than  2  percent 
per  month  on  unpaid  balances  up  to  $100,  and  1%  on  the  remainder  (Finan.  C. 
21200). 
Colorado 

It  licensed,  person  engaged  in  business  of  making  loans  not  exceeding  $1,500 
may  charge  up  to  3  percent  per  month  on  amounts  up  to  $300,  1%  percent  per 
month  upon  excess  of  $300  and  not  exceeding  $500,  and  1  percent  per  month  on 
the  excess  (1035,  H.  B.  270). 
Connecticut 

A  person,  partnership,  or  corporation  licensed  under  the  Small  Loan  Act  may 
Charge  a  rate  not  exceeding  3  percent  per  month  on  that  part  Of  the  unpaid  bal- 
ance of  the  loan  not  in  excess  of  $100,  2  percent  per  month  on  that  part  of  the 
unpaid  balance  In  excess  of  $100  but  not  in  excess  of  $300,  and  %  percent  per 
month  on  any  remainder  of  such  balance,  but  the  loan  may  not  exceed  $500. 
Interest  may  not  be  payable  in  advance  or  compounded  and  is  computed  on  un- 
paid principal  balances.  No  charge,  in  addition  to  Interest,  may  be  made  for 
examinations,  service,  brokerage,  etc.  Interest  in  excess  of  this  amount  makes 
loan  unenforclble  (27026%  2765d). 
Delaware 

Persons,  firms,  and  corporations,  properly  registered,  may  charge  2  percent,  in 
addition  to  legal  rate,  on  loans  not  exceeding  $500  (5-2108). 
District  of  Columbia 

It  Is  illegal  to  engage  in  the  business  of  lending  money  at  a  rate  of  interest 
greater  than  6  percent  without  procuring  a  license  as  a  moneylender.  With 
such  a  license,  1  percent  per  month  may  be  charged,  which  must  cover  all  fees 
'  and  expenses  except  those  attendant  upon  foreclosure ;  such  interest  may  not 
be  deducted  from  principal  when  the  loan  is  made  ( sec.  26-605)  - 
Florida 

Persons,  copartnerships,  or  corporations  specially  licensed  to  engage  in  busi- 
ness of  making  loans  of  $300  or  less  may  charge  3!/£  percent  per  month  on  such 
loans  (516.14). 

Interest  rates  on  loans  made  by  credit  union  may  not  exceed  1  percent  a  month 
on  unpaid  balances  (657.14). 

Discount  consumer  financing  is  regulated  (519.01-10). 
Georgia 

On  secured  or  unsecured  loans  of  $300  or  less  the  Interest  rate  may  be  1% 
percent  per  month.  Interest  may  not  be  paid  in  advance  nor  compounded.  Con- 
tract Is  void  and  loan  is  not  collectible  when  the  interest  is  excessive.  No  per- 
son may  owe  any  licensee,  as  such,  at  any  time  more  than  $300  for  principal 
(25-513). 

.  On  loans  of  $100  or  loss,  where  interest  charge  is  less  than  $1,  service  charge 
■may  be  added  for  difference  between  interest  charged  and  $1   (27-1006). 

Persons,  copartnerships,  associations  and  corporations  may  he  licensed  by 
Commissioner  of  Finance  to  make  loans,  not  secured  by  mortgage  on  real  < -state, 
not  exceeding  $300,  ami  may  charge  up  to  3  percent  per  month  (26-2002  J4). 

niinou 

On  loans  of  $500  or  less,  licensees  of  State  department  of  insurance  may  charge 
8  percent  per  month  on  ilrst  $150  and  2%  percent  per  month  on  the  next  $150 
and  1  percent  per  mouth  on  the  excess  of  the  unpaid  balance  (74-31). 
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Indiana 

Persons  licensed  under  Petty  Loan  Act  may  charge  on  loans  of  $300  or  less 
rates  not  to  exceed  S%  percent  per  month  on  amount  up  to  $150  and  2%  percent 
per  month  on  excess,  unless  different  rates  are  fixed  by  department  of  financial 
Institutions  (18-3002). 

Persons,  copartnerships  or  corporations  engaged  in  making  loans  of  $800  or 
less,  when  licensed  by  Superintendent  of  Banking,  may  charge  rate  fixed  by 
Superintendent  of  Banking,  which  may  not  exceed  8  percent  per  month  on  amount 
tip  to  $150  and  2'/i  percent  per  month  on  excess  (ch.  638). 
Kansas 

Licensees  may  charge  3  percent  a  month  on  first  $300  and  10  percent  a  year 
on  the  balance  up  to  $2,100.    Insurance  may  be  written  on  loans  over  $300  (1955, 
eh.  135). 
Krntucklf 

Persons  licensed  to  make  small  loans  may  contract  in  writing  for  Interest  at 
rnte  of  3%  percent  per  month  on  unpaid  balance  up  to  $150,  and  2^4  percent  per 
month  on  excess  up  to  $300  (K.  R.  S.  288.150). 
Louisiana 

Duly  licensed  company  making  loans  of  $300  or  less  may  charge  3^4  percent 
a  mouth  on  part  of  unpaid  principal  balance  not  in  excess  of  $150,  and  2%  per- 
cent n  month  on  remainder.  After  expiration  of  12  months  from  last  contractual 
Installment  date,  interest  on  unpaid  balance  may  not  exceed  8  percent  per  annum 
(T.  6,  sec.  854). 

On  loans  not  exceeding  $300,  interest  up  to  3  percent  per  month  on  amount  not 
exceeding  $lr>0,  and  2%  percent  on  the  excess  may  be  charged  if  lender  Is  licensed 
by  State  bank  commissioner  to  engage  in  business  of  making  such  loans,  but 
interest  must  be  computed  on  unpaid  balances,  and  may  not  be  taken  in  advance 
or  compounded  (cb.  59,  sees.  217-218) .  If  lender  not  licensed,  rate  on  loan  not 
exceeding  $300  may  not  exceed  12  percent  per  annum.  This  act  does  not  apply 
to  banks,  trust  companies,  or  building  and  loan  associations  (ch.  59,  sec.  225). 
Maryland 

In  case  of  loans  of  $300  or  less,  interest  may  be  charged  at  rate  not  exceeding 
3V.  percent  per  month,  provided  license  for  making  such  loans  has  been  obtained 
(art.  58A). 

"Industrial  finance  companies,"  which  must  be  licensed  by  bank  commissioner, 
may  lend  up  to  $1,500  and,  in  adldtion  to  6  percent  Interest,  may  collect  certain 
service,  delinquent,  and  other  charges  (art  11,  sees.  163-205) . 
Maxaachuaett* 

Any  rate  of  interest  or  discount  may  be  reserved  by  special  agreement  which, 
if  for  more  than  0  percent,  must  be  In  writing  (ch.  107,  sec.  3)  except  that  (1) 
on  loans  of  less  than  $1,000,  made  at  a  rate  of  more  than  0  percent  per  annum, 
other  than  those  hereinafter  referred  to,  discharge  may  be  secured  on  payment 
of  principal  and  agreed  interest  if  less  than  IS  percent  a  year  or  on  payment 
of  IS  percent  interest  if  agreed  rate  higher  than  18  percent  for  period  expiring  1 
year  after  maturity  and  0  percent  thereafter  (1948,  eh.  223),  plus  not  mora  than 
$f>  for  actual  expenses  of  making  and  securing  the  loan  may  be  recovered  (ch.  140, 
sec.  90)  ;  (2)  whoever  engages  In  business  of  making  loans  of  $300  or  less  (net 
to  borrower,  1934,  ch.  179),  and  charges  on  any  such  loan  interest  and  expense* 
ill  rnte  of  over  12  percent  per  year  must  be  licensed,  and  if  such  person  charges 
a  rate  of  interest  more  than  set  by  bank  commissioner  (which  must  not  exceed 
2  percent  a  month  for  period  expiring  1  year  after  maturity,  and  thereafter  fl 
percent  a  year),  loan  may  be  declared  void  and  Interest  ordered  refunded 
<<h.  140,  sees.  90, 100, 103;  1941,  ch.  158;  1946,  chs.  119,  174)  ;  (8)  maximum  rate 
of  interest  chargeable  by  pawnbrokers  may  be  fixed  by  licensing  authorities  (ch. 
140,  sec.  78)  ;  (4)  mortgage  of  household  furniture  on  which  interest  of  18  per- 
cent or  more  is  Charged  must  comply  with  statutory  requirements  (ch.  140, 
sec.  92). 
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Michigan. 

Licensee  under  Small  Loan  Act  may  charge,  on  unpaid  balance  of  loan  not 
exceeding  $000,  3  percent  per  month  on  first  $50,  2%  percent  per  month  on  bal- 
ance np  to  |300,  and  three-fourths  of  1  percent  on  excess  over  $300  (sec  493.13). 
JfiMMMta 

Licensee  under  Small  Loan  Act  may  charge  up  to  3  percent  per  month  on  un- 
paid balance  of  loan  not  exceeding  $300  (56.13). 

Bank  may  make  Installment  loans  not  over  $2,000  and  charge  6  percent  on 
whole  amount  to  maturity  of  final  installment  (1965,  ch.  616). 
MUiouri 

On  loans  of  $400  or  less  not  secured  by  a  lien  on  real  estate,  unprocessed  farm 
products,  livestock,  farm  machinery,  or  crops  and  not  to  corporations.  Interest 
may  be  charged  In  any  manner  at  a  rate  which  must  not  exceed  the  rate  (a) 
which  will  yield  $15  far  $100  of  principal  repaid  in  12  equal  and  consecutive 
monthly  Installments  of  principal  and  Interest  combined,  and  (b)  which  must 
not  exceed  2.218  percent  per  month  on  the  unpaid  principal  balances.  Interest 
cannot  be  discounted  or  deducted  from  principal  or  received  at  time  loan  is 
made,  nor  compounded.  Bepayment  must  be  in  consecutive  monthly  install- 
ments, none  substantially  greater  than  any  preceding  installment,  but  first  install- 
ment may  be  payable  any  time  within  45  days. 
Nebraska 

Begistered  banks  engaged  in  personal  loan  business  may  charge  up  to  18  per- 
cent per  annum  on  first  $1,000  and  up  to  12  percent  on  excess,  computed  at  simple 
Interest  on  amount  actually  received.  Interest  and  other  permitted  charges  can- 
not be  taken  In  advance  but  may  be  computed  at  monthly  rate  and  Included  in 
Installments  (8-806). 

Licensed  small  loan  dealers  may  charge  up  to  86  percent  per  annum  on  first 
$160,  80  percent  on  excess  up  to  $300  and  9  percent  on  excess  up  to  $1,000 
(46-137).    If  Indebtedness  exceeds  $1,000,  only  9  percent  may  be  charged 
(46-188). 
Sevaia 

Person  engaged  In  business  of  making  small  loans  must  obtain  license  from 
superintendent  of  banks,  and  may  then  charge,  on  loans  not  exceeding  $1,500, 
8  percent  a  month  on  the  first  $300  and  1  percent  a  month  on  any  amount  over 
$300  of  the  unpaid  principal  balance  of  any  loan  ( 753-759.08,  S.  1951 ) . 
New  Hampshire 

Small  loans. — Person,  partnership,  or  corporation  obtaining  special  license 
may  charge  up  to  but  not  in  excess  of  2  percent  per  month  on  loans  not  exceed- 
ing $300. 
Neie  Jersey 

Small  loan*. — Maximum  rate  of  interest  on  loans  of  $500  or  less  by  licensed 
persons  or  corporations  is  2%  percent  per  month  on  part  of  unpaid  balance 
not  exceeding  $300  and  one-half  percent  per  month  on  any  remainder  of  unpaid 
balance.  For  computation  of  Interest  where  fraction  of  month  is  involved,  day 
Is  considered  one-thirtieth  of  a  month.  No  charges  other  than  Interest  per- 
mitted ;  Interest  not  to  be  paid  in  advance.  Principal  and  interest  are  forfeited 
if  higher  Interest  or  charges  are  made  (title  17,  ch.  10). 

Bank  loans. — Bank  may  deduct  interest  in  advance  and  require  repayment 
of  principal  In  Installments,  on  loans  the  net  proceeds  of  which  do  not  exceed 
$2,500.  Maximum  amount  of  interest  which  may  be  charged  Is  regulated  by 
statutory  formula  effect  of  which  la  to  yield  maximum  rate  of  11.784  percent 
on  average  outstanding  unpaid  balance  (title  17,  ch.  9A,  sec.  53).  If  balance 
Is  paid  before  maturity  or  maturities  of  unpaid  installments  are  accelerated, 
bank  must  allow  credit  for  Interest  taken  in  advance  (title  17,  ch.  9A,  sec.  56). 
Maximum  period  for  such  loans  Is  2  years  and  1  month,  with  certain  exceptions 
where  period  may  be  for  3  years  and  1  month. 
Vets  Mexico 

Small  loan*. — The  Small  Loan  Act  applies  to  all  persons  who  lend  amounts 
of  $1,000  or  less.  Rates  permitted  are  3%  percent  per  month  on  first  $160; 
8  percent  per  month  on  next  $1-10:  1  percent  per  month  on  excess  over  $300. 
Small  loan  companies  are  closely  supervised  by  the  State  bank  examiner.    If 
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the  net  Is  violated,  the  violator  Is  guilty  of  a  misdemeanor  and  the  loan  nude 
in  violation  is  void,  tbe  lender  having  no  right  to  collect,  receive,  or  retain 
any  principal,  interest,  or  charges  (48-17-30-58). 
A'cw  York 

Installment  loan*  by  hanks. — Interest  rates  chargeable  by  banks  on  notes 
given  for  loans,  repayable  in  installments,  to  finance  the  purchase  of  personal 
property  are  restricted  to  not  inure  than  12  percent  a  year  on  the  unpaid  balance, 
or  $10  whichever  is  greater.  Additional  charges  may  be  made  for  the  cost  of 
insuring  the  life  of  the  lwrrower  (B.  L.  see.  108, 1-ti). 

Small  loan*.— Credit  union  may  charge  its  members  12  percent,  or  6  percent 
if  interest  is  deducted  In  advance  ( B.  L.  sec.  453). 

Hank  or  trust  company  authorised  by  superintendent  of  banks  to  operate  a 
personal  loan  department  may  charge  12  percent  on  loans  where  total  unpaid 
leans  to  any  one  borrower  does  not  exceed  S5,iHM>.      (B.  L  sec.  108). 

Licensed  lender  may  charge,  on  loans  up  to  $500,  2«.  percent  month  on  unpaid 
principal  balance  up  to  $100,  2  percent  per  month  on  balance  between  $100  and 
$:j<X)  and  one-half  percent  on  any  remainder,  but  may  nut  separate  or  divide  a 
loan,  deduct  interest  or  other  charges  In  advance  or  compound  interest  except 
on  renewals  of  loans  charges  on  which  accrued  more  than  60  days  prior  to 
renewal  date  1 B.  L.  sec.  352). 
Ohio 

Kiritill  loans. — Licensed  lender  may  charge,  on  loans  not  exceeding  $1,000, 
3  percent  per  month  for  part  up  to  5150,  2  percent  per  month  for  part  between 
$150  and  $300  and  8  [percent  per  annum,  payable  monthly,  on  all  over  $300.     No 
charges  can  be  received  in  advance  or  compounded   (1321.13). 
Oklahoma 

Small  loan*. — Licensee  under  Small  Loan  Act  may  charge  10  percent  per 
annum,  plus  an  agreed  fee  for  expenses  not  to  exceed  5  percent  and  In  no  event 
to  exceed  $15  not  of reuer  than  every  0  months,  plus  2  percent  i<er  month,  not  to 
r-xceed  $2,  for  certain  additional  expenses  (15-280-15). 
iirrgon, 

Small  (on a* .—Li censed  small  loan  lenders  may  charge  interest  as  follows: 
unpaid  balance  up  to  $300,  3  percent  per  month;  unpaid  balance  over  $300  and 
up  to  $500,  2  percent  per  month;  unpaid  balance  over  $500  and  up  to  $1,500, 
1  percent  per  month  (1055,  ch.  71).  Industrial  loan  companies  may  deduct  10 
percent  in  advance,  plus  certain  incidental  charges  (724.130,  721.140). 
1',-Htuylvania 

Small  loans. — On  loans  of  $600  or  less,  with  or  without  security,  those  specially 
licensed,  may  charge  3  percent  per  montb  on  unpaid  principal  balance  not  In 
t-xr-i'Ms  of  $150,  2  percent  on  unpaid  principal  in  excess  of  $150  but  not  in  excess  erf 
$300,  mid  1  jiercent  on  remainder  of  unpaid  principal  (7-755).  Where  lender 
liolds  tangible  iiersonal  property  as  security,  interest  may  not  exceed  legal  rates 
chargeable  by  pawnbrokers. 
Rhode  Island 

Small  loan  businesses. — No  person  engaged  In  the  making  of  loans,  except 
bunks,  licensed  pawnbrokers,  building  and  loan  associations,  etc.,  may  charge 
over  1:2  percent  i»r  annum  on  loans  of  $300  or  less,  except  that  persons  duly 
licensed  by  the  department  of  business  regulation  may  make  loans  up  to  $300  and 
thiii-Re  interest,  not  In  advance,  at  3  percent  per  month  on  unpaid  balance  of 
principal  computed  on  days  actually  elapsed,  but  may  make  no  other  charges 
except  record  i  lit'  fees,  or  by  further  license  may  charge  8  percent  in  advance, 
receiving  payment  in  installments  with  or  without  an  allowance  of  Interest  upon 
Mich  instil llments  and  also  receive  interest  at  the  rate  of  8  percent  on  any  unpaid 
installments.  Loans  made  In  violation  of  these  provisions  are  void  and  cannot 
be  collected  (oh.  1411). 
foiith  Jlnkota 

Small  loans  are  regulated  (1953,  ens.  15,  16).  Bates  In  excess  of  those  other- 
wise permitted  are  legalized  under  two  different  acts,  the  so-called  Installment 
Iaiiiu  Act  (11)53,  ch.  15)  and  the  Installment  Repayment  Small  Loan  and  Con- 
sumer I'lau  Act  I1!)53,  ch.  10).  Those  operating  thereunder  must  be  licensed  by 
the  department  of  banking  and  finance.  Licensees  may  charge  interest  not  ex- 
iciHlini;  31!  percent  per  annum  on  unpaid  principal  of  any  loan  not  exceeding 
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$300,  and  9  percent  per  annuo  on  any  remainder  of  such  unpaid  principal 
balance,  with  $2,500  the  limitation  of  any  such  loan.    A  minimum  interest 
charge  of  $2  Is  authorised. 
Tennessee 

Small  loans.— On   loans  not  exceeding  $300  6   percent   per   annum   tuny   be 
deducted  and  1  percent  per  month  charged  on  unpaid  balance  (45-2113). 
Utah 

Small  leant. — Application  for  license  made  to  bank  commissioner,  who  may 
revoke  or  suspend  license  for  cause.  Licensee  may  contract  for  and  receive,  on 
loans  not  exceeding  $000,  charge  of  3  percent  per  month  on  unpaid  principal  bal- 
ance. Charges  may  not  be  paid,  deducted  or  received  in  advance  nor  compounded. 
Loans  In  excess  of  {600  are  governed  by  usual  maximum  rate. 
Vermont 

Small  loan  companies  may  lend  not  to  exceed  $300  at  3'A  percent  per  month 
on  unpaid  principal  balance  not  exceeding  $125  and  2ft  percent  per  month  on 
remainder.    Interest  includes  all  expenses  In  connection  with  the  loan  (8986- 
9022). 
Virginia 

Small  loans. — Licensees  under  Small  Loan  Art  (G-274  to  8-33S)  may  charge 
rate  of  Interest  fixed  by  corporation  commission  which  must  not  exceed  2'/j 
percent  iier  month  on  that  part  of  the  unpaid  principal  balance  of  any  loan  not 
in  excess  of  $300  and  1%  percent  a  month  ou  any  remainder  of  such  unpaid  prin- 
cipal balance  (6-301,  0-302)  ;  provided,  however,  that  charge  may  not  exceed  6 
percent  per  annum  (a)  on  amount  of  judgment  based  on  such  loan  (0-303), 
(6)  after  90  days  from  date  of  adjudication  on  loan  properly  scheduled  and  dis- 
chargeable In  bankruptcy  (0-304),  (e)  after  00  days  from  date  of  death  of 
borrower  (6-305)  or  (d)  after  23  mouths  from  date  of  making  loan  (6-306). 
Bankers  may  loan  or  discount  at  Vi  percent  for  30  days,  collect  in  advance,  plus 
an  investigation  fee  of  2  percent  on  loans  under  $  1,000. 
Washington 

Small  loans  are  regulated  under  provisions  of  31.08.010  et  sea.    Loans  up  to 
9500  may  be  made  by  licensed  and  qualified  lenders  at  rates  not  exceeding  3 
percent  per  month  on  amounts  up  to  $300  and  not  exceeding  1  percent  per  month 
on  remainder. 
West  Virginia 

Small  loans. — Persons  making  loans  not  exceeding  ?300  and  licensed  by  bank- 
ing commissioner  may  charge  not  to  exceed  2%  percent  per  month,  except  that 
8l/j  percent  may  be  charged  on  llrst  $150.    If  a  greater  rate  be  charged,  the  entire 
contract  Is  void.   ( ch.  47,  art.  7A. ) 
Wisconsin 

Small  loans.— Under  the  Small  Loan*  Act  (ch.  214),  the  rate  of  Interest  on 
loans  not  exceeding  $300  Is  determined  by  the  department  of  hanking. 
Wyoming 

Small  loans. — On  loans  not  exceeding  $150  the  maximum  rate  Is  3l&  percent 
per  month,  $150  to  $300  the  rate  is  2^.  percent  per  month,  and  $500  to  $1,000  the 
rate  Is  1  percent  per  month,  plus  $1  for  recording  and  u  $1  service  fee  for  a  loan 
or  series  of  loans  during  u  12-uionth  period  the  tni:il  nt  which  is  not  more  than 
950  (30-1111).  Penalty  for  violation  is  a  line  of  not  less  than  $100  nor  more  than 
$300  or  00  days'  Imprisonment  or  IhiiIl.  Written  Itemized  statements  of  trans- 
action must  be  given  Inn-rower  (1353,  ell.  142 1. 

Banks,  trust  companies  and  finance  companies  may  charge  8  percent  per  annum 
on  loans  not  exceeding  $1,000,  repayable  In  iiiKt;illitipii(N  or  otherwise;  If  total 
Interest  or  discount  is  less  than  .*:!  a  service  charge  of  51)  cents  for  each  install- 
ment may  be  made  in  lien  thereof  CHM113).  Hank  or  trust  company  making 
loan  of  $200  or  less  for  not  over  '.Ml  days,  repayable  In  a  single  payment,  may 
make  a  service  charge  of  $1  In  addition  to  the  fniitnict  rnte  of  intei-est  permitted 
(30-1114).    Violation  constitutes  a  misdemeanor  (30-1.115). 
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Tmrabubt  Department, 
comptroixeb  of  thb  currency, 

W««hinjrton,  Aupwf  fi,  1957. 
Hon.  Bbent  Spence, 

Chairman,  House  Banking  and  Currency  Committee, 
Route  of  Representatives,  Washington,  D.  C. 
My  Dbab  Mr.  Chaibmaw  :  During  the  course  of  the  bearings  on  8.  1461  and 
H.  K.  7026,  Representative  Patman  requested  that  we  advise  him  of  the  increase* 
In  money  supply  caused  by  ali  things  except  Federal  Reserve  notes  In  the  last 
S  years. 

Pursuant  to  Mr.  Patman's  request  there  Is  enclosed  a  table  showing  the  pri- 
vately held  money  supply  between  1947  and  1957.  There  are  also  enclosed  here- 
with tables  showing  the  production  of  gold  and  silver  between  the  years  1947 
and  ifliiu,  Inclusive. 

Sincerely  yours, 

Rat  M.  GmitEY, 
Comptroller  of  the  Currency. 

Privately  held  money  supply,  June  1947-57 

[Millions  ol  dollars] 
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incipally  silver  certificates  and  subsidiary  silver  coin. 

icludlng  time  deposits. 

roe:  Office  of  the  Secretary  of  the  Treasury,  Aof.  1, 198; 
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United  State*  production  Of  silver,  19i7S6,  in  fine  ounces 

1947 38,587,000  1052 39,840,000 

1948 39, 228, 000  1953 37, 736, 000 

1949 34. 945. 000  1954 35, 585, 000 

1960 42, 309, 000  1955 36, 470. 000 

1951 39, 907, 000  1956 ' 37, 127, 000 

1  Preliminary  estimate  Of  recoverable  silver.  Bureau  of  Mines. 
Source :  Director  of  the  Mint. 

Mr.  Patmam.  Mr.  Chairman,  from  at  least  the  time  of  Moses  the 
lawgiver,  and  throughout  the  Christian  era,  almost  all  of  the  civilized 
countries  of  the  world  have  either  prohibited  usury  or  placed  strict 
limitations  on  usury.  At  present,  every  State  of  the  Union  has  usury 
laws  of  one  kind  or  another;  and  our  National  Bank  Act  contains 
very  specific  provisions  as  to  the  maximum  interest  rates  which  the 
national  banks  may  charge. 

It  would  not,  of  course,  be  correct  to  imply  that  either  the  laws  or 
the  prevailing  ethical  standards  with  ref  erense  to  usury  have  remained 
unchanged  over  the  centuries.  During  the  Middle  Ages  and  since, 
there  have  been  changes  and  modifications  in  both  civil  and  canon  law, 
reflecting  the  changes  in  views  of  different  societies  under  changing 
circumstances.  Occasionally,  there  have  even  been  experiments  with 
taking  the  lid  off  usury  altogether,  in  civil  law,  including  the  civil 
laws  of  some  of  our  own  States.  In  the  past,  however  when  the  usury 
laws  have  been  modified  or  changed  these  changes  have  come  after 
widespread  public  debate  and  examination  of  consciences  in  which 
both  church  and  secular  authorities  have  done  their  part  in  modify- 
ing and  defining  prevailing  ethical  standards. 

Today,  the  Congress  is  on  the  verge  of  taking  the  lid  off  usury  in  a 
wide  and  important  variety  of  credit  transactions.  This  is  provided 
for  in  a  bill  which  is  to  be  known  as  the  Financial  Institutions  Act  of 
1957.  This  bill  has  already  been  passed  by  an  overwhelming  vote  in 
the  Senate  and  is  now  under  consideration  by  the  House  Committee  on 
Banking  and  Currency.  From  all  appearances,  the  House  will  soon  be 
called  upon  to  vote  on  the  bill  and  Members  of  the  House,  it  seems, 
will  be  presented  with  little  in  the  way  of  arguments  and  considera- 
tions in  opposition  to  the  hill.  As  I  have  said,  taking  into  account  the 
whole  span  of  the  Christian  era,  outright  repeal  of  civil  usury  law  is 
not  uniquej  but  what  appears  to  make  the  Financial  Institutions  Act 
of  1957  unique  in  the  aiuials  of  western  society,  is  that  this  bill,  when 
it  passes,  will  be  the  first  occasion  on  which  substantial  modification 
and  redirection  of  the  usury  laws  have  been  made  without  wide  public 
consideration  and  discussion  of  what  was  about  to  he  done.  Indeed, 
in  this  instance  an  important  step  is  being  taken  without  public  knowl- 
edge of  what  is  being  done  and  even  without  the  knowledge  of  the 
Senators  who  voted  for  the  bill,  and  apparently  even  without  the 
knowledge  of  the  members  of  (he  Senate  Banking  Committee  which 
reported  the  bill.  This  results  from  what  we  might  call  legislation  by 
"gimmick."  It  results  from  a  new  method  of  getting  legislative 
spade  work  done  these  (lays,  which  is  for  the  legislative  committees  of 
Congress  to  turn  over  their  duties  for  investigation  and  bill  drafting 
to  appointed  "committees"  or  "commissions"  of  experts,  thus  running 
the  risk  that  the  experts  will  slip  "gimmicks"  into  the  bills,  the  mean- 
ing of  which  the  committees  do  not  appreciate. 
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HOW  TUB  NATIONAL  BANKS  WERE  CAUGHT  VIOLATING  FEDERAL  USURY  h^^ 

The  usury  laws  have  not  always  been  100  percent  effective,  an^ 
are  not  today.  For  the  control  of  usury  in  any  important  sense,  vr& 
depend  upon  a,  combination  of  both  Federal  and  State  law,  and,  of 
course,  Stale  law  varies  widely  as  to  form  and  terms  of  expression. 
However  well-intentioned  and  adequate  these  laws  may  have  been 
when  drafted,  they  are  sometimes  out  of  date  and  helpless  to  cope 
with  some  of  the  new  devices  and  some  of  the  new  language  which 
money-lenders  invent  for  cloaking  their  credit  transactions  in  ways 
to  evade  the  law. 

One  such  device  which  has  come  into  widespread  use  in  recent  years 
is  the  so-called  conditional  sales  contract,  or  CSC  as  it  is  called  in 
the  shorthand  parlance  of  the  bankers.  The  CSC  is  a  ease  in  point. 
insofar  as  the  Financial  Institutions  Act  of  1957  is  concerned.  Loans 
and  extensions  of  credit  where  CSC's  are  involved  have  widely  es- 
caped definition  as  ''loans  or  extension  of  credit"  under  State  laws. 
ITence  they  have  escaped  the  provisions  of  State  law  which  nre  sup- 
posed to  limit  the  interest  rates.  Furthermore,  the  bankers  began 
foing  under  the  assumption  that  the  CSC  would  successfully  evade 
cderal  law,  but  about  18  months  ago,  the  United  State  Circuit  Court 
of  Appeals  had  a  look  at  this  assumption  and  declared  it  to  be  com- 
pletely unfounded.  In  W.  E.  Daniel  and  E.  A.  Dillard  v.  The 
Firxt  National  National  Hank  of  Birm.inqham  (2'27  Fed.  2d  353, 
5th  C.  C.  A.)  the  United  States  Court  of  Appeals  for  the  Fifth 
Circuit,  held  that  insofar  as  the  National  Rank  Act  is  concerned  a 
loan  bv  an  extension  of  credit  continues  to  be  a  loan  or  an  exten- 
sion of  credit,  and  is  subject  to  the  usury  provisions  specified  in  that 
act,  even  though  a  national  bank  may  secure  its  loan  with  a  CSC. 
and  even  though  the  bank  does  not  enter  into  the  CSC  directly  with 
the  creditor,  but  purchases  the  O^Q  from  some  oilier  maker. 

At  the  end  (>'■  my  remarks,  I  will  insert  an  article  which  appeared 
in  Harper's  nii.'.^izine  last  September,  describing  in  complete  detail 
how  the  CSC  works.  The  writers  of  this  article,  Ruth  and  Edward 
Iirecher,  were  greatly  taken  with  the  Daniel  decision  and  hailed  it 
as  cue  which,  they  said,  ''may  well  revolutionize  the  legal  rights  of 
millions  of  families  throughout  the  United  States  who  buy  on  the 
installment  plan."  These  writers  could  just  as  well  have  added 
that  the  Daniel  decision  stands  an  equal  chance  of  revolutionizing 
the  legal  rights  of  the  small-business  men  who  must  also  purchase 
machinery  and  equipment  on  the  installment  plan.  On  the  basis  of 
the  evidence,  however,  it  seems  more  likely  that  the  Daniel  decision 
will  not  revolutionize  anybody's  rights,  except  the  rights  of  the 
bankers  to  collect  whatever  inferest.  rates  they  please  and  to  create 
a  market  for  credit  paper  carrying  usurious  interest  charges. 

This  bill  has  the  full  backing  of  the  administration ;  the  heads  of  all 
the  executive  agencies  who  are  supposed  to  know  anything  about  the 
subject  matter  covered  by  the  bill  have  urged  its  passage,  and  so  has 
the  Federal  Reserve  Board.  The  bill  contains  scores  of  provisions  for 
the  special  benefit  of  bankers  at  the  price  of  weakening  safeguards  to 
the  public  interest,  but  I  cannot  today  go  into  all  of  these  provisions, 
I  want +n  disc  only  the  provision  which  places  a  very  large  loophole 
in  t         ide  ury  statute  and  what  the  practical  consequences  of 
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HOW  THE  CONDITIONAL  BALES  CONTRACT  WORKS 

To  begin  with  a  brief  description  of  the  conditional  sales  contract 
*nd  how  it  works,  I  might  point  out  that  it  was  originally  used  for  pur- 
poses which  have  nothing  to  do  with  evading  the  usury  laws.  The 
original  purpose  was  to  provide  a  convenience,  and  perhaps  an  ad- 
vantage, to  the  creditors  in  that  by  this  device  the  creditor  acquires  or 
retains  title  to  the  property  which  is  offered  as  collateral  to  secure  the 
credit  extension,  until  such  time  as  the  borrower  has  paid  the  full 
amount  that  is  due.  Thus  in  case  of  default,  or  in  case  the  borrower 
fails  to  make  all  payments  promptly  when  due,  the  creditor  can  take 
possession  of  the  collateral  without  going  through  all  of  the  legal  rig- 
marole of  a  foreclosure  or  a  repossession. 

More  recently,  however,  the  idea  got  around  that  since  both  Federal 
and  State  laws  typically  prescribe  maximum  interest  rates  which  can 
be  charged  on  such  things  as  loans,  discounts,  extensions  of  credit,  and 
other  evidences  of  indebtedness,  perhaps  the  CSC  is,  by  its  name,  none 
of  these  things,  and  hence  is  not  subject  to  the  usury  laws. 

A  typical  wav  in  which  the  CSC  works  is  this :  You  go,  say,  to  an 
automooile  deafer  to  buy  a  new  car.  The  dealer  sells  you  the  car,  with 
a  suitable  downpayment,  and  takes  your  note,  or  what  is  in  effect  your 
note,  to  cover  the  balance.  But  if  the  dealer  were  to  take  a  note  that 
plainly  is  a  note,  the  amount  of  interest  which  you  could  be  charged 
would  be  limited  by  the  maximum  rates  specified  in  the  State  usury 
laws.  This  rate,  in  most  States,  is  6  percent,  although  in  some  States 
it  goes  higher.  So  what  you  do  is  sign  a  paper  that  is  technically  de- 
scribed, not  as  a  note,  but  as  a  conditional  sales  contract.  Further- 
more, the  dealer  adds  on  finance  charges,  miscellaneous  fees,  interest, 
and  so  forth,  so  that  the  interest  which  the  buyer  is  to  pay  may  be 
built  up  to  a  staggering  amount.  The  finance  charges  which  buyers 
are  paying  on  these  contracts  frequently  work  out  to  an  interest  rate  of 
20  percent,  40  percent,  and,  in  some  cases,  even  more  astronomical  rates. 
The  dealer  then  takes  the  contract  around  to  the  bank,  or  to  another 
financial  institution,  and  sells  it.  The  bank  then  insists,  as  the  dealer 
has,  that  it  has  not  lent  any  money,  or  extended  any  credit,  but  that 
it  has  merely  purchased  a  conditional  sales  contract  from  the  dealer. 
Consumers  who  buy  on  the  installment  plan  are  by  no  means  the  only 
people  who  are  being  forced  to  finance  purchases  at  usurious  rates, 
by  the  device  of  the  CSC.  In  fact,  it  was  a  small-business  man's  suit 
that  gave  rise  to  the  Daniel  decision.  This  man  had  purchased  a 
tractor-trailer  combination  costing  some  $17,000,  and  signed  a  CSC 
in  which  the  interest  charges  were  later  shown  to  be  11  percent  per  year. 
Present  law  forbids  national  banks  to  charge  usurious  rates.  In  the 
Daniel  case  the  court  took  a  close  look  at  the  conditional  sales  contract 
and  ruled  that  "the  real  transaction,  was  a  sale  at  a  cash  price  accom- 
panied by  a  loan  or  extension  of  credit  to  which  the  bank  was  privy 
throughout";  Ihat  the  device  is  n  loan  within  the  meaning  of  the  Na- 
tional Bank  Act;  and  that  the  interest  rates  which  a  national  bank 
may  legally  charge  on  such  paper  are  limited  by  that  act.  The  court 
was  not  impressed  by  the  mere  form  in  which  the  loan  had  been  made, 
nor  by  the  fact  that  the  loan  had  been  called  by  another  name.  The 
court  invoked  a  long-established  rule,  which  is,  "the  court  must  look 
to  the  substance  of  the  transaction  rather  than  to  form  of  contract 
which  purports  to  express  its  terms." 
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directly  with  the  consumer  or  other  borrower.  The  new  loophole  is 
to  apply  only  where  the  national  bank  purchases  the  usurious  paper 
from  another  maker,  such  as  the  automobile  dealer,  the  equipment 
dealer,  or  the  private  loan  company.  But  this  is  small  comfort.  The 
loophole  that  is  being  created  will  accommodate  the  only  practice  by 
1  which  the  banks  generally  acquire  usurious  paper,  and  the  only  prac- 
tice by  which  they  would  wish  to  acquire  usurious  paper.  The  fact 
that  under  this  bill  the  banks  will  be  exempt  from  the  usury  laws 
only  with  respect  to  loans  and  extensions  of  credit  first  made  by  some- 
one else,  means  only  that  the  hanks  will  he  creating  a  market  for 
usurious  paper,  and  that  they  are  purchasing  and  profiting  in  someone 
else's  sins.  While  these  may  be  matters  for  examination  of  conscience, 
they  are  not  involved  in  the  bankers'  public  relations.  As  a  rule 
bankers  have  pretentions  to  great  dignity  and  righteousness  and  would 
not,  of  course,  wish  to  engage  in  usurious  practices  directly  with  a 
wide  segment  of  the  public.  It  is  preferable,  from  the  public-relations 
point  or  view,  that  such  practices  be  carried  on  only  through  a  "fence" 
or  a  go-between. 

WHY  THE   BANKS  ARE  DEEPLY  INVOLVED 

Unfortunately,  the  Daniel  case  was  a  tardy  suit.  By  the  beginning 
of  1956,  according  to  Federal  Reserve  statistics,  the  commercial  banks 
held  about  $5  billion  of  automobile  paper  alone,  of  which  only  $2  bil- 
lion were  in  the  form  of  direct  loans  to  consumers.  We  may  assume 
that  the  remaining  $3  billion  were  largely  in  the  form  of  conditional 
sales  contracts.  In  addition,  the  commercial  banks  had  other  billions 
in  paper  on  household  appliances,  equipment  being  purchased  by 
small-business  men,  and  so  forth.  Obviously,  this  form  of  evasion  of 
the  usury  laws  is  proving  verv  profitable,  and  the  banks  do  not  like  the 
idea  of  losing  this  profitable  loophole. 

Furthermore,  in  a  supplementary  decision  to  the  Daniel  decision 
handed  down  in  January  of  last  year,  the  United  States  Court  of  Ap- 
peals for  the  Fifth  Circuit  (228  Fed.  2d  803)  held  that  persons  who 
have  been  charged  usurious  rates  by  national  banks  may  collect  in 
damages  twice  the  amount  of  the  overcharge,  plus  twice  the  amount 
of  any  "kickbacks"  which  the  banks  have  paid  to  dealers  from  whom 
they  purchase  the  paper  bearing  usurious  interest.  This  ruling  could 
be  quite  a  blow  to  the  national  banks,  if  all  of  the  consumers  and  small- 
business  men  holding  conditional  sales  contracts  filed  suits.  As  com- 
pared to  State  banks,  the  national  banks  are  the  larger  operators; 
they  have  about  54  percent  of  the  banking  resources,  including  de- 
posits, capital,  and  surplus,  and  do  roughly  54  percent  of  the  banking 
business. 

According  to  the  best  information  I  have,  there  are  no  more  than  8 
or  possibly  10  States  which  have  usury  laws  that  are  adequately 
dratted  to  prevent  circumvention  by  the  CSC  device.  Most  of  these 
are,  furthermore,  States  which  have  overhauled  their  laws  recently. 
As  is  usually  the  case,  there  is  a  tendency  for  State  law  to  fall  into  step 
with  Federal  law  on  the  same  subject,  as  there  is  a  tendency  for  State 
courts  to  follow  interpretations  of  Federal  courts. 

If  the  present  Federal  law  were  to  stand,  we  could  expect  a  gradual 
improvement  both  in  interpretations  of  State  law  and  in  State  legis- 
lation, to  prevent  further  evasion  of  the  usury  statutes.    Conversely, 
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commissions  who  feel  so  sure  that  they  know  what  is  best  for  the  coun- 
try that  they  will  try  to  get  their  program  adopted  through  subter- 
fuge, where  subterfuge  seems  expedient. 

HOW  GOVERNMENT  WITNESSES  HAVE  TESTIFIED 

Furthermore,  I  could  add  that  the  Government  witnesses  who  have 
come  before  the  Banking  Committees  to  explain  the  present  bill  have 
not  been  too  helpful,  and  are,  perhaps,  themselves  too  busy  to  learn 
what  the  provisions  of  the  bill  means.  For  example,  Hon.  Eay  M. 
Gidney,  Comptroller  of  the  Currency,  testified  before  the  House  Bank- 
ing Committee  on  July  23,  but  the  Members  could  never  have  guessed 
from  his  testimony  tliat  section  35  of  the  bill,  which  I  have  already  re- 
ferred to,  is  anything  of  consequence  at  all,  or  does  any  more  than  con- 
tinue existing  law.  So  there  may  be  no  question  whether  I  overstate 
the  case,  I  might  call  the  Members'  attention  to  the  verbatim  portions 
of  the  transcript  covering  questions  raised  by  Representative  Anderson 
of  Montana  on  the  usury  question  and  Mr.  Gidney's  answers: 

Representative  Andebson.  Similarly,  I  am  not  prepared  to  accept  jour  state- 
ment tbat  we  should  abandon  control  over  usury  for  national  banks. 

Mr.  Gidney.  Oh,  we  do  not  propose  to  abandon  control  over  usury.  There  is 
no  such  suggestion. 

Representative  Andebson.  The  portion  of  your  presentation  pertaining  to  sec- 
tion 35  I  interpreted  as  meaning  a  considerable  relaxation  in  the  maximum  rate 
of  interest  to  be  charged.    You  propose  to  relieve  them  of  the  Federal  limitations. 

Mr.  Gidkey.  Oh,  yes. 

Representative  Anderson.  That  is  in  hpre.  and  your  presentation  indicated  that 
you  thought  that  you  should  step  out  of  the  picture  If  they  competed  with  State 
banks,  and  let  them  simply  go  under  the  State  law. 

Mr.  Gidney.  Gould  I  say  there  that,  as  far  hack  as  my  memory  goes,  national 
banks  have  been  allowed  to  have  the  rates  permitted  by  State  laws,  and  that 
goes  back  to  1903.  That  is  true  In  my  State.  And,  if  there  is  no  State  statute, 
they  are  limited. 

But  tiey  have  always  been  allowed  the  rates  allowed  hy  Wtate  laws,  so  that 
this,  I  think,  doesn't  really  change  the  situation.  This  was  not  our  particular 
proposal.   I  think  thi>se  who  seek  it  want  to  be  sure  to  make  it  clear. 

Representative  Andkbson.  It  is  your  feeling,  then,  that  there  will  he  no  change 
In  the  actual  practice  in  any  Instance? 

Mr.  Gidney.  That  is  the  way  I  understand  it,  sir. 

Mr.  Andebson.  That  all  national  banks  wilt  continue  to  operate  as  they  are 
now. 

Mr.  Gidney.  That  is  substantially  the  ease,  and  they  will  be  allowed  what 
State  banks  are  allowed,  and  I  think  they  generally  are  now. 

Some  of  the  bankers,  I  believe,  think  they  need  to  be  a  little  more  certain  of 
that. 

Representative  Andebson.  Thank  you,  Mr.  Gidney.  I  have  several  questions, 
and  I  will  take  up  as  many  aa  I  have  time  for  in  the  5  minutes,  and  tbe  others 
on  the  next  go  around. 

HOW  THE  COMPTROLLER  EXAMINES   NATIONAL  BANKS 

Here  it  might  be  well  to  keep  in  mind  that  as  Comptroller,  Mr.  Gid- 
ney is  responsible  for  making  the  periodic  examinations  of  all  the 
national  banks.  In  this  he  examines  the  national  banks  to  see  that  all 
of  their  operations  are  in  compl  iance  with  Federal  law,  and,  according 
to  his  testimony,  he  also  examines  to  see  if  the  national  banks  are  in 
compliance  with  the  State  laws  in  which  these  banks  operate.  Indeed, 
Mr.  Gidney  does  this  latter  part  of  the  job  so  well  that  he  has  recom- 
mended another  provision  in  the  bill  which  would  prohibit  State  au- 
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thorities  from  examining  the  national  banks,  although  this  provision 
has  caused  protest  from  the  authorities  in  the  few  States  which  appear 
to  have  strong  usury  laws. 

Perhaps  the  national  banks  need  some  form  of  relief  to  bail  them  out 
of  the  penalties  that  they  could  conceivably  have  to  pay  as  a  result 
of  violating  the  usury  statute.   This  I  don't  know ;  it  would  have  to  be 
considered.    lint  the  matter  has  never  been  presented  in  these  terms, 
nor  in  any  terms  except  that  the  law  really  is  not  being  changed.   There 
has  been  no  mention  of  the  Daniel  decision;  there  has  been  no  mention 
that  the  nat  ional  banks  are  engaged  in  usurious  practices,  and  there  has 
been  no  mention  that  they  are  now  in  a  position  of  having  to  abandon 
these  practices.    The  bill  which  has  been  introduced  simply  puts  for- 
ward a  loophole  which  would  give  a  specific  exemption  to  these  usuri- 
ous practices,  except,  of  course,  where  State  law  specifically  and  clearly 
prohibits  them. 

THE   STORY  IN   MOKE  DETAIL 

The  magazine  article  which  I  have  referred  to  follows.  This  article 
appeared  in  Harper's  magazine  last  September;  I  commend  it  to  the 
Members'  reading.  I  have  deleted  certain  lengthy  sections  which,  while 
interesting,  are  not  essential  to  the  main  line  of  the  story. 

Ballard  Versus  ttie  Installment  Goltatiib — An  Obscure  Alabama  Truck- 
iihiver  Has  Started  a  Fight  Against  High  Interest  Rates  Which  Hat 
Eventually  Save  Monet  fob  Millions  of  People  Who  Buy  oh  Tike 

(By  Ruth  and  Edward  Brecher) 

On  the  morning  of  May  IB,  1953,  an  Alabama  truckdrlver  named  Sam  Ballard! 
parked  his  $17,000  tractor-trailer  right  on  the  outskirts  of  Montgomery,  Ala.,  and 
hitched  a  ride  into  town.  When  he  returned  his  riff  was  gone.  The  circumstances 
surrounding  its  disappearance  raise  issues  which  touch  millions  of  Americana — 
probably  including  you — who  have  never  heard  of  Sam  Ballard. 

lie  was  proud  of  his  rig.  He  hod  purchased  it  just  1  year  liefore,  trading  In  an 
older  tractor-trailer  combination  for  S3.3J10  and  adding  a  £2,000  down  payment  in 
cash.  Thereafter  ho  had  met  his  first  10  monthly  Installments  of  $660  each  as 
they  fell  due.  so  that  his  payments  on  the  §17,000  rig  now  totaled  $12,150. 

Bill  Ballard  had  had  had  luck  In  April,  and  had  therefore  asked  the  First 
N';it ional  Hank  of  Birmingham  for  an  extension  on  the  $680  payment  due  April  SO. 
The  hank  hod  given  him  12  days'  leeway.  Ballard  was  thus  7  or  8  days  overdue  on 
his  payment  when  lie  parked  his  rig  outside  Montgomery  on  May  19. 

But  he  was  hopeful.  The  Florida  truck  terminals  were  filled  with  citrus  trait 
awaiiing  transport  north.  Ballard,  when  he  stopped  over  briefly  in  Montgomery 
in  consult  his  lawyer  about  the  past -due  paymeut,  wus  on  his  way  to  Florida  to 
pick  up  n  load  which  would  enable  him  to  pay  off. 

It  didn't  work  out  that  way.  Instead,  the  sheriff  of  Montgomery  County — 
acting  under  a  medieval  "writ  of  detinue"  obtained  by  the  bank  whose  payment 
was  past  due —  jimmied  the  ignition  lock  and  drove  Ballard's  rig  away.  The 
rig  was  later  sold,  and  the  $12.1.10  Bollard  hod  paid  In  was  forfeited. 

chills  imrciifiBcii  mi  the  installment  plan  are  often,  of  course,  subject  to  repos- 
session in  this  or  similar  ways.  The  amounts  paid  in  are  often  forfeited;  the  bank 
nr  linniii'i'  company  or  dealer  pockets  the  profit  on  the  sale  of  the  repossessed 
goods  ;  mid  it  often  can,  if  It  chooses,  bring  suit  for  the  balance  remaining  unpaid. 
So  far  there  was  nothing  unusual  in  this  story. 

But  Sam  Ballard— unlike  most  victims  of  repossession — didn't  take  It  Vying 
flown.  The  result  was  the  ease  of  Ballard  v.  The  First  National  Bank  of  Birming- 
ham, the  first  of  o  series  of  Important  legal  eases  which  may  well  revolutionise  the 
legal  rights  of  millions  of  families  throughout  the  United  States  who  buy  on  the 
Installment  plan, 

NOT    QUITE   USURY 
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the  dealer  first  Jots  down  tbe  casb  price  to  which  you  have  agreed.  He  then  sub- 
tracts your  downpayment  and  the  allowance  for  the  old  car  you  are  turning  in, 
and  adds  insurance  and  miscellaneous  fees.  Next  be  adds  a  finance  charge  cal- 
culated on  the  basis  of  a  rate  card  supplied  by  the  bank  or  finance  company.  The 
total  be  divides  into  12,  24,  or  even  36  monthly  installments  which  you  are  to 
pay  to  tbe  lending  agency  that  puts  np  the  money.  All  these  figures,  and  the 
name  of  the  lending  agency,  are  then  inserted  Into  the  blanks  of  a  "CSC"  or  con- 
ditional sales  contract  supplied  by  the  lending  agency.  The  bank  or  finance  com- 
pany accepts  the  CSC  and  gives  the  dealer  his  money.  You  drive  off  with  your 
■■wear. 

It  may  seem  obvious  to  you  that  the  bank  or  finance  company  has  lent  you  the 
money  to  pay  for  the  car — but  don't  Jump  to  any  such  conclusion.  The  apparent 
lender  Insists  thut  he  really  hasn't  lent  anything  at  all ;  he  has  merely  purchased 
tbe  conditional  sales  contract  or  CSC  from  the  dealer  (not  the  borrower)  at  a 
discount. 

Why  do  dealers  and  lenders  bother  to  dance  this  legal  minuet?  Two  answers 
euggest  themselves.  First,  every  State  In  the  Union  has  a  usury  statute  setting 
tbe  maximum  legal  interest  rate  on  loans ;  a  similar  Fertenil  statute  forbids  usury 
by  the  national  bunks.  By  casting  the  transaction  in  the  form  of  a  CSC  rather 
than  a  loan,  the  lender  usually  escapes  the  usury  prohibition.  The  CSC  may 
specify  a  finance  charge  which  works  out  at  20  percent,  40  percent,  or  even  00 
percent  simple  interest  per  year  on  the  unpaid  balance :  nevertheless,  the  pre- 
vailing legal  theory  holds  that  no  interest  whatever  is  being  paid.  Instead,  it  is 
alleged,  the  dealer  has  merely  set  a  time  price  which  is  higher  than  the  cash  price 
be  originally  quoted— and  surely  in  a  free  economy  a  dealer  has  a  right  to  charge 
whatever  he  pleases  for  his  goods. 

In  Sam  Ballard's  case,  the  finance  charge  was  comparatively  low — n  little 
more  tban  11  percent  simple  interest  on  Ballard's  unpaid  balance.  Alabama  law, 
however,  specifies  a  maximum  rate  of  8  percent.  Hod  the  Italian!  transaction 
been  a  loan  instead  of  a  CSC,  it  presumably  would  have  violated  the  usury  law. 

The  second  obvious  reason  for  dancing  the  CSC  minuet  is  to  make  available 
certain  highly  convenient  methods  of  collection  and  repossession.  The  First  Na- 
tional Bank's  CSC  form,  for  example,  provided — in  complex  legal  terminology  and 
very  fine  type — that  If  Ballard  failed  to  make  one  payment  on  the  due  date,  the 
bank  could  declare  the  entire  balance  due  and  payable.  It  authorized  the  dealer, 
tbe  bank,  or  their  agents  to  enter  onto  Ballard's  property,  with  or  without  force, 
and  with  or  without  process  of  law,  and  to  take  immediate  possession  of  tbe 
117,000  rig  wherever  it  might  be  found.  Even  employing  tbe  county  sheriff  and 
securing  the  writ  of  detinue  was  unnecessary  under  tbe  CSC ;  a  bank  employee  or 
agent  might  equally  well  have  jimmied  the  ignition  lock  and  driven  off. 

Once  the  rig  was  repossessed,  moreover,  the  CSC  specified  that  nil  rights  of  the 
buyer  were  to  cease  and  terminate  Immediately.  Ballard  agreed  when  he  signed 
tbe  CSC  to  waive  any  right  of  action  or  claim  of  any  kind  growing  out  of  a  re- 
possession. The  CSC  specified  that  all  moneys  paid  on  the  purchase  price  *  *  * 
shall  belong  to  the  seller  or  assigns.  And  finally,  the  CSC  left  Ballard  still  legally 
liable  for  the  entire  unpaid  balance,  including  interest,  even  though  he  had  al- 
ready lost  both  the  $17,000  rig  and  the  $12,150  he  had  paid  in. 

Not  all  CSC's,  of  course,  contain  all  of  these  onerous  provisions.  But  some  go 
even  further.  The  freedom  to  put  almost  any  provisions  in  a  CSC,  plus  Immunity 
from  the  usury  statutes,  is  enough  to  explain  the  popularity  of  CSC's  among 
dealers  and  lending  agencies. 

This  popularity  can  be  gaged  from  recent  Federal  Reserve  Board  statistics. 
United  States  commercial  banks  at  the  beginning  of  10M  held  about  $5  billion 
of  automobile  financing  paper,  of  which  only  about  $2  billion  was  in  the  form 
of  direct  loans  to  customers.  The  remaining  $3  billion  was  largely  in  the  form 
of  CSC's.  Finance  companies  held  an  additional  $8  billion  or  so  of  automobile 
paper,  most  of  it  CSC's.  And  a  large  volume  of  CSC  credit  was  also  outstanding 
on  furniture,  refrigerators,  television  sets,  and  all  the  other  items  Americans  buy 
on  the  Installment  plan.  In  permitting  the  CSC  to  flourish,  to  the  tune  of  many 
bllllona  of  dollars,  outside  the  purview  of  the  usury  laws  and  the  laws  governing 
orderly  and  peaceful  collection  of  debts,  our  legislatures  and  courts  have  been 
swallowing  the  camel  while  straining  at  a  gnat. 

But  change  may  be  on  the  way,  tlinnks  to  Sam  Ballard,  his  lawyers,  and  some 
of  his  fellow  truckers. 
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Or  finance  company,  outside  the  pale  of  protection  of  the  State  and  national  laws 
against  usury." 

In  a  supplementary  decision  dated  January  17,  1956,  the  bank  was  ordered 
to  pay  the  drivers  as  a  penalty  not  only  double  the  interest  retained  by  the  bank 
but  also  double  the  amount  that  the  bank  bad  ■'kicked  back"  to  the  Baggett 
organization  on  the  Daniel  contract. 

The  potential  importance  of  this  decision  can  hardly  be  overestimated.  As  the 
court  Itself  remarked  in  its  supplementary  opinion : 

"We  recognize  that  these  are  test  cases  important  to  the  parties,  but  probably 
more  Important  as  precedents,  applicable  to  many  other  transactions  which  may 
vary  In  nonessential  details." 

Though  directly  binding  only  on  national  banks,  the  powerful  words  of  the 
opinion  and  supplementary  opinion  may  well  persuade  State  courts  to  rule  simi- 
larly, in  finance  company  as  well  as  bank  cases,  that  calling  a  loan  a  CSC  doesn't 
automatically  suspend  the  usury  statutes. 

There  remained  to  lie  tested  the  small-print  clauses  in  the  CMC  governing  repos- 
session. These  clauses  provide  a  positive  Incentive  to  dealers  and  lenders  to  re- 
possess unnecessarily  and  without  notice,  even  though  they  can  bt/  confident  of  full 
repayment  without  repossessing ;  for  repossession  may  enable  them  to  sell  the 
same  vehicle  a  second  time  and  pocket  the  profits.  Sam  Ballard  is  currently 
planning  to  challenge  this  species  of  unjust  enrichment  in  a  further  suit  against 
the  First  National  Bank.  Ills  rig,  following  repossession,  was  sold  to  another 
Baggett  lease-operator ;  and  Ballard  seeks  a  return  of  the  profit  on  the  sale.  His 
lawyers  concede  that  he  signed  a  CSC  waivering  all  rights  following  repossession. 
But  this  CMC,  they  propose  to  argue,  was  a  mere  musk  for  a  loan  secured  by  :i 
chattel  mortgage,  and  accounts  should,  therefore,  be  settled  in  accordance  with 
the  laws  governing  the  peaceful  and  orderly  collection  of  other  debts  similarly 
secured.  If  Ballard  is  successful,  one  more  major  blow  will  have  been  struck 
against  smalt -print  provisos  in  CMC's. 

On  yet  another  front,  the  drivers  are  making  legal  progress,  however  slowly. 
Ton  will  recall  that  shortly  following  the  Christmas  Eve  cancellation  of  their  con- 
tracts by  Baggett,  the  drivers  went  to  court  to  demand  an  accounting  for  the 
amounts  by  which  they  had  allegedly  been  shortchanged.  One  part  of  Bag- 
gett's  reply  to  the  shortchanging  allegation  was  unexpected.  It  might  well  be 
true,  the  company  conceded  that  on  certain  hauls  the  amounts  paid  the  men 
were  less  than  the  a  greed -upon  percentages  of  the  amounts  collected  from  the 
Government.  Hut  this  didn't  necessarily  mean  tbnt  the  men  had  been  short- 
changed. On  the  contrary  it  might  mean  that  the  Government  had  been  (  ver- 
eharged — and  surely  the  men  hud  no  right  to  claim  a  05-percent  cut  on  Gov- 
ernment overcharges. 

The  Federal  district  court,  following  lengthy  hearings,  disallowed  the  truck- 
driver's  Claims.  But  In  January  MAI,  the  circuit  court  of  appeals  reversed  this 
decision  and  sent  the  case  back  for  further  proceedings. 

The  truckers  are  pleased,  of  course— but  they  still  aren't  out  of  the  legal 
woods.  Iymg  and  costly  further  proceedings  In  the  short-changing  suit  can  be 
anticipated.  And  even  the  basic  Federal  usury  issue  is  not  finally  decided.  The 
bank  late  in  March  1050  paid  off  in  full  the  amount  due  under  the  court  opinion 
In  the  Diliard  usury  case,  but  it  has  once  more  appealed  the  decision  in  the 
parallel  Daniel  case  to  the  circuit  court  of  appeals.  If  it  loses  there  again,  the 
bank  can  still  seek  a  writ  of  certiorari  from  the  Supreme  Court  of  the  United 
States— and  where  the  cash  for  all  this  additional  litigation  is  to  be  found, 
neither  Daniel  nor  his  lawyers  yet  know. 

"Maybe  justice  really  isn't  fo'  ih>*  folks,"  one  of  the  lawyers  remarked  In 
his  quiet  Alabama  drawl. 

ALABAMA    SHOWS   THE   WAY 

Where  does  the  circuit  court  usury  decision  leave  other  consumers  who  h:ire 
purchased  cars,  furniture,  or  other  goods  on  the  Installment  plan  at  high  rates 
of  Interest? 

This  dejtends  in  part  upon  whether  others  can  also  find  lawyers  willing  to  fight 
on  principle  for  fees  limited  by  the  modest  stakes  involved.  Here  and  there 
across  the  country  a  few  other  courts  In  lit  tie-publicized  cases  have  been  willing 
to  take  off  their  blinders  and  to  look  through  the  CSC  paper  bag  to  the  usurious 
contents  of  the  bag.  Additional  suits  of  this  nature  would  surely  have  a  salutary 
effect  In  a  field  where  20-percent  interest  is  common  practice  for  financing  cars 
more  than  2  years  old  and  -10  liereent  Is  not  rare.  We  Americans  road  with  deep 
concern  how  usury  exacted   through  the  generations  from  the  Impoverished 
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peasants  of  India  ami  China  has  sapped  the  economies  of  those  countries.  "V** 
mm  trout  such  extortion  with  our  own  seemingly  enlightened  usury  statist**- 
I  tut  we  let  the  most  popular  form  of  consumer  borrowing  in  the  United  St.*»tes 
escape  tin?  limitations  of  loose  statutes.  A  few  more  cases  like  the  Alab£»w& 
victory  could  ui^ike  u  lot  of  difference. 

A  number  of  Stales  have  adopted  another  method  of  controlling  CSC's.  In- 

stead  of  likening  the  CSC  to  an  ordinary  loan  nod  thus  bringing  it  under  the  11  tutj 
statute,  these  States  consider  it  a  separate  class  of  transaction  and  limit  fv-  ^>tue 
of  its  more  objectionable  terms  and  conditions.  States  which  are  attempting  Jt  to 
control  CS<-  terms  in  this  way  include  Arkansas.  California.  Indiana.  Maryl  ^Bnd. 
Michigan,  Nevada.  Ohio.  I'ennsylvnuin.  I'tah.  aud  Wisconsin.  Home  States  -algy 
set  by  law  a  separate  interest  ceiling  on  CSC's. 

Such  laws  are  no  doubt  helpful,  but  they  have  their  limitations.    Even  thc»  atb 
they   are    introduced    into   the   legislative   hopjier   in   relatively   effect i Ye   t^  trtn, 
they  tend  to  come  out  with  loopholes  and  with  serious  abuses  uncurbed.       1hv 
dl!!li-ulty  is  that  billions  of  dollars'  worth  of  installment  credit-  is  at  stake.     "Thr 
lender*'  interests  are  therefore  splendidly  represented  during  legislative  hearli&t 
and  discussions,  while  hardly  anyone  turns  up  to  urge  the  interests  of   tbt 
consumers  who  actually  buy  the  cirs.  and  furniture,  pay  the  monthly  install- 
ments and  the  usurious  finance  charges,  and  lose  every  lieuny  when  the  gooili 
are  repossessed  without  notice.     Most  borrowers  would  no  doubt  be  better  nil 
if  the  States,  instead  of  attempting  to  regulate  CSC  transactions  separately. 
followed  the  recent  circuit  court  precedent  aud  recognized  tbem  for  what 
they  are — loans  by  another  natae. 

nne  major  merit  of  a  democracy  is  that  abuses,  no  matter  how  deep-rooted,  are 
eventually  curbed.  Uut  reform  is  not  automatic:  somebody  has  to  do  the  re- 
forming. A  prescription  for  correcting  these  particular  abuses  can  be  simply 
stated:  More  lawyers  willing  to  light  usury  and  repossession  coses;  more  attor- 
neys general  who  can  recognize  a  usurious  "nuisance"  when  they  see  one;  more 
.iuilKcs  willing  to  rip  open  the  CSC  "paper  bag":  more  legislatures  willing  to  put 
rceih  into  the  financing  laws;  and  consumer  organizations  prepared  to  lobby  for 
justice  and  to  spearhead  the  whole  reform  movement — -these  are  the  Ingredients 
we  need. 

Mr.  Patwan.  Now,  Mr.  Gidney,  as  to  Indiana,  it  has  a  notation : 

No  limit-  except  that  consumer  Installment  paper  Is  nut  permitted  to  discount 
at  less  than  the  unpaid  principal  amount. 

Iii  other  words,  if  it  is  a  thousand-dollar  note  and  has  had  $200  paid 
on  it,  it  can  be  sold  to  the  bank  for  $800,  but  for  no  less;  is  that  right? 

Mr.  (J idxkv.  T  don't  think  we  know  about  that.  This  is  a  summary 
as  best  we  can  get  the  information. 

Mr.  Jenxinhs.  I  believe  we  know  the  answer  to  this,  Mr.  Gidney. 

It  is  our  understanding  that  in  the  State  of  Indiana,  when  a  third 
party's  note  is  sold  by  the  owner  to  the  bank,  the  owner  of  the  paper 
has  to  receive  the  par  value  or  the  face  amount  of  the  note,  but  added 
to  the  face  amount  of  the  note  would  be  the  interest  that  would  run  on 
the  note  through  to  maturity,  and  the  financing  charges.  Therefore,  in 
effect,  the  bank  does  obtain  a  very  liberal  discount  rate,  but  it  cannot 
do  more  than  absorb  the  amount  of  the  interest  and  financing  charges. 

Mr.  Mrr/ncR.  Does  that  financing  charge  include  investigation  ex- 
penses and  insurance? 

Mr.  Brown.  Mr.  Multer,  get  permission  from  the  gentleman  ques- 
tioning. 

Mr.  Multer.  Will  the  gentleman  yield  ¥ 

Mr.  Path  an.  If  it  wilfnot  take  away  from  my  time. 

Mr.  Multer.  Does  that  include  investigation  and  insurance  charges 
required  in  the  financing? 

Mr.  Jennings,  I  am  not  sure  whether  all  of  those  amounts  could 
be  absorbed  or  not,  Mr.  Multer. 
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i  Mr.  Patman.  Mr.  Gidney,  do  you  have  the  responsibility  for  the  re- 
demption of  currency  ? 

Mr.  Gidney.  Federal  Reserve  note  currency;  yes. 

Mr.  Patman.  Wih  respect  to  the  currency  that  blew  away  while 
being  destroyed  in  Pittsburgh  about  1953  or  1954,  didn't  you  have  a 
lot  of  redemptions  on  that  currency  I 

Mr.  Gu>ney.  Yes ;  some  went  up  through  the  smokestack. 

Mr.  Patman.  Wasn't  it  about  $60,000  that  you  had  to  make  good* 

Mt.Gidnbt.  1  don't  think  it  was  that  much. 

Mr.  Patman.  Would  you  get  the  amount? 

Mr.  Gidney.  1  don't  know  that  the  amount  is  available.  That  should 
be  obtained  from  the  Federal  Reserve. 

Mr.  Patman.  Well,  you  have  to  check  on  the  amount;  don't  you? 

Mr.  Gidney.  I  only  have  to  check  what  is  brought  to  us.  I  can't 
check  what  went  up  the  smokestack. 

Mr.  Patman.  You  had  to  redeem  it ;  didn't  you  ? 

Mr.  Gidney.  Not  unless  it  reached  us.  I,  of  course,  was  in  the  bank 
at  the  time,  but  the  information  for  that  should  come  through  the 
Federal  Reserve. 

Mr.  Patman.  Mr.  Gidney,  I  don't  understand  that.  You  have  to 
approve  the  redemption ;  don't  you  'i 

Mr.  Gidney.  Approve  what,  Mr.  Patman  ? 

Mr.  Patman.  The  redemption  of  this  money. 

Mr.  Gidney.  The  money  has  to  come  to  us  before  we  redeem  it. 

Mr.  Patman.  That  is  what  I  mean.  The  soiled  currency  or  the 
attempted  destruction  of  the  currency,  whatever  it  is,  you  get  the 
actual  part 

Mr.  Gd3ney.  Those  were  not  Federal  Reserve  notes.  Those  were  not 
notes  that  come  to  us. 

Mr.  Patman.  They  were  silver  certificates  or  United  States  notes? 

5Tr.  Gidney.  Yes. 

Mr.  Patman.  Do  you  know  the  amount  of  them  ? 

Mr.  Gidney.  No,  I  don't  know  the  amount. 

Mr.  Patm an.  You  have  no  record  of  them  ? 

Mr.  Gidney.  It  may  be  that  the  Federal  Reserve  of  Cleveland  still 
has  the  record.  I  do  not  have  it.  It  would  not  come  to  the  Comptrol- 
ler of  the  Currency's  Office.    He  had  nothing  to  do  with  that. 

Mr.  Patman.  What  is  the  law  on  destruction  of  currency?  If  yon 
are  presented  with  Federal  Reserve  notes  that  have  holes  punched  in 
them  but  nine-tenths  of  the  note  is  still  intact,  would  yon  have  to 
redeem  them '( 

Mr.  Gidney.  They  are  not  presented  to  us.  We  are  not  on  the  re- 
deeming line  at  all. 

Mr.  Patman.  I  am  not  talking  about  that  part. 

Mr.  GroNEY.  The  Treasurer  of  the  United  States  would  he  the  one 
that  would  pay  them.  We  just  take  them  from  the  one  who  has  re- 
deemed them. 

Mr.  Patman.  And  pass  them  on  to  the  Treasury  ? 

Mr.  Gidney.  The  Treasurer  passes  them  on  to  us  in  that  case. 

Mr.  Patman.  Do  you  know  the  law  about  what  currency  can  l>e  re- 
deemed ?  Just  ashes  cannot  be  redeemed.  Hut  as  long  as  there  is  more 
than  50  percent  of  a  bill  it  can  be  redeemed,  can  it  not? 

Mr.  Gidney.  I  believe  that  is  a  fact. 
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Mr.  I'avmax.  And  it  makes  no  difference  in  what  condition  that  50 
peivi-nt  i-<;  if  there  is  1  big  hole  and  50  little  ones,  as  long  as  51- 
[■orcein  I'Vilii'  bill  is  there 

Mr.  (iii>NKY.  The  suggestion  was  made  by  Mr.  Multer  that  they  be 
punched  with  the  word  "void."  Would  you  say  that  that  punched 
word  "void"  wouldn't  void  the  note?  You  are  saying  that  even  if  it 
was  punched  all  over  with  "void,"  if  it  was  more  than  50  percent,  it 
would  still  have  to  be  redeemed? 

Mr.  I 'atm an.  It  would  be  valid  instead  of  void.  What  I  mean  is, 
us  long  as  51  percent,  of  it  is  there,  it  is  valid  and  can  be  redeemed; 
in  I  luil  correct  or  not? 

Mr.  (Iiiinkv.  I  am  not  an  authority  on  that,  sir.  I  don't  redeem 
i-urivney. 

Mr.  I'atman.  All  right,  I  won't  pursue  that  question,  then. 

Nov.,  in  the  Senate  you  testified  about  ownership  of  another  bank's 
slock  (tending  a  merger. 

Mr.  (iinXKY.  Yes. 

Mr.  I'atman.  You  were  against  that  in  the  Senate.  Have  you 
changed  your  views  on  that? 

Mr.  (iii)NF.i*.  I  have  testified  against  it  before  this  committee. 

Mr.  I'atman.  And  your  views,  as  expressed  to  the  Senate  com- 
miilcc,  tins  still  your  views  now? 

Mr.  (iii)NEV.  We  expressed  the  view  before  this  committee  that  we 
did  not  favor  that  provision. 

Mr.  I'atman*.  All  right. 

Vow,  about  the  Daniel  case  which  I  mentioned  the  other  day,  and 
I ln<  law  that  was  made  in  the  Daniel  case  regarding  national  banks 
I  hi  if  basing  conditional  sales  contract  paper,  do  you  have  any  instruc- 
tions mil  to  your  bank  examiners  to  enforce  the  decision  in  that  case? 

Mr.  (Jn-Nrr.  My  counsel  has  given  me  the  impression  that  law  was 
not  made  in  the  Daniel  case.    I  had  better  let  counsel  come  into  this. 

Mr.  Kxi-i.fjit.  I  wouldn't,  quite  say  that.  I  would  say  the  law  that 
wan  made  was  that  if  the  bank  was  in  the  transaction  from  the  begin- 
ning, so  that  Hie  purchase  of  paper  was  not  actually  a  purchase  of 
pa  |nc  luil  could  be  characterized  as  a  loan  being  made  to  the  borrower, 
l  Inn  !  he  hank  cannot  charge  more  than  the  legal  rate  of  interest  nor! 
more  I  bin  the  rate  of  interest  specified  in  the  State  statute. 

Mr.  I'atman.  Do  your  examiners  make  inquiries  to  seB  whether  or 
not  I  here  are  any  violations  of  the  usury  laws  % 

Mr.  (tiiiNKi*.  They  are  continually  examining,  and  if  anything  ap- 
|.i'ti  it.  I  lint  is  a  violation,  they  will  report  it. 

Mr.  I'atman.  That  is  usury  laws  of  either  the  State  or  Federal 

(,'oM'l'llllll-lll  ? 

Mi.tiii.NKY.  Yes. 

Mr.  I'atmax.  Because  the  national  bank  is  bound  by  State  laws 

'     M'r.t'iil'tXKY.   Yes. 

Mr.  I'vtman.  So  they  arc  always  making  reports. 

Mr.  (iiDM'Y.  They  always  are  keeping  that  in  view,  and  some  re- 
i.,.i  in  nre  made,  not  very  many.  We  don't  get  many  reports  and.  of 
...love,  some  acl  ions  have  been  brought against  hanks  by  the  borrowers. 

M  i\  I'vtman.  Well,  I  assume  that  they  do  not  violate  the  laws  very 


,yGoogIe 


FINANCIAL   mSnTUTIONS   ACT   OF    1SB7  643 

Mr.  Gidney.  I  hope  they  don't.  Our  examiners  are  keeping  their 
eye  on  that,  and  we  don't  get  many  reports. 

Mr.  Patman.  Mr.  Gidney,  these  audit  reports  which  you  brought 
up  here  covering  the  last  5  years,  do  they  cover  the  $8*£  million  that 
you  collected  in  fees  and  commissions  and  things  like  that? 

Mr.  Gidney.  Oh,  yes. 

Mr.  Patman.  In  other  words,  they  include  everything ;  the  receipts 
of  the  Comptroller  of  the  Currency,  and  so  on? 

Mr.  Gidney.  Yes;  monthly  reports. 

Mr.  Patman.  By  whom  are  those  audits  made? 

Mr.  Gidney.  There  are  five  reports  there,  prepared  by  the  Com- 
missioner of  the  Bureau  of  Accounts,  Treasury  Department.  Then 
the  others  referred  to  here,  I  think,  were  all  made  by  Mr.  Washburn, 
the  auditor  of  the  Comptroller's  Office. 

Is' that  right? 

Mr.  Jennings.  With  one  exception. 

Mr.  Patman.  Who  is  Mr.  Washburn? 

Mr.  Gidney.  There  is  one  more  here. 

Mr.  Patman.  I  didn't  understand  who  Mr.  Washburn  is. 

Mr.  Gidney.  Auditor  for  the  Comptroller's  Office. 

Mr.  Patman.  In  other  words,  part  of  the  Treasury  Department  ? 

Mr.  Gidney.  Yes. 

Mr.  Patman.  And  the  only  audit  that  has  been  made  is  what  you 
might  call  a  self-audit;  made  either  directly  by  your  own  auditors  in 
the  Comptroller's  Division  or  by  the  Treasury  Department? 

Mr.  Gidney.  Well,  I  haven't  accepted  the  classification  "self-audit," 
but  it  is  made  by  the  people  I  have  described. 

Mr.  Patman.  Anybody  could  place  his  own  definition  on  it. 

I  believe  you  said  there  is  another  audit  ? 

Mr.  Gidney.  Yes;  audit  of  fiscal  inventory,  dies,  rolls,  and  plates, 
and  so  forth,  Federal  currency,  and  national  stock,  and  that  is  made 
by  the  Bureau  of  Engraving  and  Printing. 

Mr.  Patman.  That  is  a  part  of  the  Treasury,  too  ? 

Mr.  Gddney.  Yes. 

Mr.  Patman.  Of  course,  I  am  not  saying  it  is  a  self-audit. 

Now,  as  to  the  gold  certificates;  has  there  ever  been  an  audit  made 
of  the  gold  certificates?  I  know  there  has  been  an  audit  made  of  the 
gold.  When  the  administration  changed  some  people  said,  "Well, 
we  better  look  at  Fort  Knox  and  see  if  all  of  the  gold  is  there,"  and 
they  made  a  very  careful  check,  and  they  found  that  all  of  the  gold 
was  there.  I  am  mighty  glad  it  was  there.  I  just  wonder  now  if  all 
of  the  gold  certificates  have  been  checked  and  audited.    Have  they? 

Mr.  Gidney.  That  is  not  in  my  jurisdiction. 

Mr.  Patman.  Well,  you  handle  some  of  them,  do  you  not? 

Mr.  Gidney.  No,  sir. 

Mr.  Patman.  Have  you  ever  heard  of  a  check  being  made  on  gold 
certificates  ? 

Mr.  Gidney.  I  haven't  any  information  on  that.  I  am  sure  it  has 
been  made,  but  I  haven't  the  information. 

Mr.  Patman.  All  right,  sir.  As  to  paying  interest  on  demand 
deposits,  don't  you  think  it  is  a  rather  arbitrary  law  that  ?;tys  that  a 
bank  cannot  pay  interest  on  demand  deposits  even  if  it  want  to? 

In  the  depths  of  the  depression  when  this  law  was  passed  it  was 
passed  as  an  emergency  measure,  and  I  think  everybody  looked  upon 
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»>n.M  measure,    1  know  I  did,  and  felt  that  it  was  j'.im- 

i.vuv  no  .,!,*,••.,";  ever,  looked  into  this.  Do  you  not 
y':.l  mm'  nr-.x  cr  '  v's  si  it  now,  and  decide  whether 
it'.'.  .•'•  ■  ■  ■»  "' '"  ,rr  "*  whether  we  should  allow  banks 

.,.,---.-  ■  -   -.  Mr.  ii:«lney! 

m  ..  .        \     ,".•  ;.v  presumptuous  for  me  to  say  what 
%  .     ■  •  — ,k  y->u  should  look  into  whatever  you 

,   .je  the  utiectioiL     IX*  you  not  think  it  is 
•  vlied  into,  mid  would  yon  recommend  a 

i  i  cihhI  law  and  should  1m?  coiilimied. 

,    "o  banks  should  still  be  under  this  n?gi- 

-  i  very  good  feature  of  the  law.    I  wouldn't 
-     I:  is  a  very  good  feature  of  the  law. 
■s  new  provision  which  has  been   recoin- 
1 1  .will  banks  be  able  to  give  any  kind  of  favors 
S.I.-  is  long  as  they  don't  pay  out  any  cash  : 
■.  ,-■  something  of  that  kind  in  this 'proposed  act? 
,    *  liif  way  I  construe  it;  yes. 
'«-i  aware  of  it. 
i    ,i.  would  you  l>e  in  favor  of  that  provision  or 
■,.  .'link  that  interest  ought  to  be  paid  except  in 
\-.;\l  not  allow  any  deviation  directly  or  indirectly? 
i  nk  any  suggestion  for  a  change  in  that — I  think 
was  made  in  the  Federal  Reserve's  testimony  on 

,  \[-  I'liaiiman.  I  know  that  you  and  the  other  mem- 
.    r-'iiw  will  he  very  much  interested  in  this  article, 

«    .iii-vcy  to  my  knowledge  that  lias  ever  been  made  on 

-.-  -.urvey  was  made  by  a  man  named  Albert  L.  Krau-S 

sSie  New  York  Times  of  Sunday,  August  4.    I  ask 

V  Iv  inserted.  Mr.  Chairman,  after  1  read  part  of  it. 

i '  in  \ on  give  the  substance  of  Hi 
I  will  read  it  all  if  you  want  me  to. 

In  mim'  t  imo,  it  may  be  inserted  in  the  record, 
ill  ion  above  referred  to  follows:) 

[Kr.mi  tlio  New  York  Time*.  August  4,  1937] 

.,-  Win.  t»o  von  Moxkt:  Some  Uhoan  at  Clerical  Choke-; 

By  Allien  I..  Krans 

liuliiMnn.  hankers  are  finding  il  hard  tmiay  to  say  "Xo." 

it iv  business,  larfte  n rui  medium  size  hanks  are  offering  to  take 

i.nts  uf  ;i  i-iis  Tit  hut's  paperwork — in  return  for  the  corporation's 

I i's.  utmiy  hanks  will.  :ni'.«iu-  other  thiiifrfl : 

.■i  .in  hi.-n.l  tlnsi.s  paid  ii^iiiw!  those  written,  providing  a  list 
liivks  t.«  Hip  ivrporatfun. 

ihisi  <iill<  (>  bi'xos  choi'ks  paid  to  snluirhan  or  out-of-town  corpon- 
,iuI,iim>  I lu'  iluvks.  and  credit   the  funds  Immediately  to  the 

-II-.  Horn  hundreds  of  small  mv.nml8  for  premiums  payahle  to 
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COUPONS,  ANYONE? 

One  New  York  City  bank  has  even  undertaken  to  handle  cash  rebate  coupons 
on  soap  and  breakfast  cereals  for  a  large  east  coast  supermarket  chain. 

In  the  active  competition  for  commercial  deposits,  these  new  and  unusual 
services  have  given  the  bank  sales  departments  something  to  offer.  They  have 
given  some  operating  departments  headaches. 

Initially,  these  operating  men  say,  the  services  often  can  be  rationalized  In 
terms  of  a  particular  corporate  customer — the  suburban  concern,  for  Instance, 
for  which  the  post  office  box  arrangement  may  save  1  to  4  days  In  check  collec- 
tions. 

Subsequently,  they  contend,  competition  forces  extension  of  the  service  to  cus- 
tomers for  whom  it  makes  no  particular  sense.  Too  often,  cost  is  Ignored.  One 
banker  aays : 

"All  that  happens  is  that  the  bank  takes  over  a  part  of  the  customer's  office 

A  committee  of  the  New  York  State  Bankers  Association  that  has  studied  the 
problem  over  recent  years  observed: 

"It  is  ironical  that  on  the  one  hand  the  banks  are  exploring  possibilities  of 
increased  automation  through  electronics  to  stem  the  tide  of  rising  costs  and 
cope  with  personnel  problems,  and  on  the  other  hand  they  are  actively  soliciting 
the  transfer  of  clerical  work  from  depositors." 

Not  all  bankers  are  similarly  concerned.  The  Federation  Bank  &  Trust  Co., 
which  began  collecting  coupons  for  the  Grand  Union  supermarket  chain  4  months 
ago.  reported  success  last  week  in  its  pioneering  venture.  An  officer  said  the 
effort  hnd  outgrown  its  original  quarters  and  was  being  extended  to  Include 
more  Grand  Union  stores.  The  bank,  he  said,  was  interesting  in  serving  other 
store  chains. 

The  hankers  association  committee,  on  the  other  hand,  warned  that  the  cumu- 
lative cost  of  new  services  could  lead  to  enactment  of  a  law  like  the  one  that 
now  bans  payments  of  Interest  by  banks  on  checking  account  deposits. 

"Actually,"  It  observed,  "the  situation  conceivably  could  prompt  a  finding  by 
the  authorities  that  any  services  rendered  for  bunk  halances  other  than  normal 
banking  services  constitute  an  indirect  payment  of  interest  In  violation  of  regu- 
lations of  the  Federal  Reserve  Board  and  the  Federal  Deposit  Insurance  Cor- 
poration." 

The  study  covered  340  bunks  in  the  State,  74  iiercent  of  the  association's 
commercial  bank  members.  The  committee  found  variations  among  banks  in 
developing  "realistic  prices"  for  miscellaneous  services.  It  said  they  generally 
were  more  costly  to  handle  than  the  usual  check  payment  and  deposit  services. 

"Some  banks,"  it  said,  "are  losing  money  on  the  services,  while  others  are 
applying  prices  that  might  be  difficult  to  defend." 

Not  only  do  the  prices  vary  widely,  but  the  backs  are  In  wide  disagreement 
over  which  services  should  be  charged  for  directly  and  which  should  be  offset 
by  the  maintenance  of  deposit  balances,  the  committee  said. 

The  average  depositor,  It  observed,  may  not  always  be  aware  of  these  differ- 
ences. But  as  he  travels  more  widely  and  moves  from  city  to  city,  he  Is  certain 
to  become  aware  of  the  situation.  And  corporations,  with  widespread  banking 
connections,  will  become  aware  sooner. 

Overall,  the  committee  said,  the  charges  seem  inadequate.  Some  banks  pro- 
vide miscellaneous  services  free — even  to  uoncustoiners. 

The  question  of  whether  or  not  a  customer  is  charged  for  a  service,  the  com- 
mittee said,  too  often  is  resolved  by  the  depositor  instead  of  the  bank. 

"Frequently  direct  charges  are  waived  or  shaved  for  depositors  who  protest 
against  them  and  have  adequate  balances  to  compensate  for  the  services.  Con- 
versely, equally  good  or  better  customers  who  do  not  protest  are  assessed." 

Mr.  Patman.  I  want  to  read  part  of  it  anyway. 
What  Bahks  Wn.L  Do  For  Mokey  :  Some  Gkoan  at  Clebical  Chohes 

Oontrary  to  reputation,  bankers  are  finding  it  hard  today  to  say  "No." 
In  the  battle  for  business,  large  and  medium-size  banks  are  offering  to  take 
over  Important  parts  of  a  customer's  pai>erwork- — in  return  for  the  corpora- 
tion's deposits. 
For  valued  customers,  many  banks  will  among  other  thing: 
Tally  payroll  or  dividend  checks  paid  against  those  written,  providing  a 
list  of  outstanding  cheeks  to  the  corporation. 
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r   \  -.:■  f.-  m  p^t-offiw  fc": 

Li-i-i-  ■!«;-:■. ci-ii-  fr"M  hundreds  of  small  accounts  fi.r  premiums  payable 

._  v-  t  V.<:'b  '":>  Lank  na?  even  undertaken  to  handle  cash  rebate  coupons 
a   •■         -ii  '-.rrakfiiSt  •■•reals  fur  a  larae  east  i.mM  snjiermarket  chain. 

;.i  :..~  ir'.Tv  <.'i..in[-e[iiioa  Tor  commercial  deposits,  these  new  and  unusual 
ier— .■«!•»  i.a"r  slven  the  kink  silos  d«|iurtin«nc»  something  f>  offer.  They 
la  ■  -  C'"-E  s.-sie  "lwratiuit  department*  headache*. 

.  ':.-*.?  ■ri-.-riiriiiu-  men  say.  the  >ervii-.>  often  can  be  rationalized  in 
?.">•..)■<  i  a  r-jrcicila:-  .nrjmrate  (-u?>riiim»r— the  stihurkiu  concern,  fop  Instance. 
'■  -   i:..'.  &  ^L-  i«.-?->li1t*  Imx  arrangement  may  save  1  lo  4  days  In  check  col- 

■  ».:  "La1:  .  !!:■!»•»■:  i>  that  the  kink  t«ne-  i.v.-r  a  part  of  the  customer's  office 

i  :■  \..'."*<e  o:  ili.-  NV«-  York  State  1 1:1  liter-  Association  that  hag  studied 
■"M  •■•■  l;eia  ■■vt-r  fiVi-nt  years  observed : 

■'.:  :;  :-  ■  EEcal  that  ■■!!  the  •■ne  hand  the  hanks  are  exploring  possibilities  of 
<-— u«e'l  i-i:r.--.:iati'>ii  ilin-usii  electronics  to  stem  the  tide  of  rising  costs  and 
■•  '•■  v-|.  -,,7S'iiiue;  jiri'l'lvii;*.  and  uii  the  "ther  hand  they  are  actively  soliciting 
.:;••  -  rustier  ■  '!  clerical  work  f — ■  »m  dei visitors." 

N   r  a\:    a-  Vers  are  simihmy  com-erned— 
V-.;  >'  ;.vn;i.    1  will  put  the  whole  article  in  the  rw-onl.    Mr.  Kraus 

""•■  «■!»!?  covered  :<4(l  hunks  In  the  State,  74  percent  of  the  association's  com- 
;■■■:<■-■■  ■fc.ivk  members. 

S'  ".  •*  H.»*  just  a  few  bank?.    It  i~  74  percent  of  the  banks  in  Xew 
Y-.t*  State.     So  it  is  something  that  we  should  give  consideration  to. 

V.'w,  r 'on.  it  «e  change  the  law 

\\~  I'uir.  Will  vou  vield  there  briefly! 

»!■   I'u-mvn.  tVrtainly. 

V-.  l'\tir.  Wlt.it  that  article  means  to  me  is  that  competition  in 
i'v  L.i-  vt-t:  business  t  inlay  i?  very  active. 

M-   i'liMVN.    That  is  lonstnicnve.    It  means  another  thing  to  me, 
iv    1Y\\     l"i'  i he  extent  that  it  uieaiH  competition,  that  is  encourag- 
■  ■  i-,i   vanening:  but  it  also  mean*  that  tiie  large  interstate  chain- 
,i- »■  .v:w,::>     i''i''i   have  n'iiii's  all  over  the  country — fret  the  mnxi- 
.....  .vi-.ii  from  this.     The  big  depositors  are  in  the  know,  and  thev 

I  i     i— ,«::s,,t  I'li-nios  that  iliey  can  make  the  banks  do  their  work 

11 1  !.',.  ,,.,.,  |  -iiiun'st  that  we  add  to  this  law  a  proviso,  in  the 
.'.  ,.','  iv  ■liiiiilis.'riiniiiaiion  statute,  that  will  forbid  banks  to 
V  ■■'■::■  .liut'iui  i  heir  en*!  outers.  It  would  say.  in  effect,  that  a 
J!  , . ."  .-  m-  all  of  i  heir  depositors  the  same  IwneHta  and  ndvan- 
,l  *  ...,:  ,..,-. niiiiii'i.  if  vou  want  to  call  them  premiums,  under  pro- 
": ','..'. .',,.'',  filial  icniis.' 

I"'  .  '  ;,   ,  ,  u ..i.miiT  has  a  tlion>a'id  dollars  on  deposit,  and  there 

'  iJ   .iin<i  i-ii.Iihium"*  in  the  rf.me  position  anil  under  the  same 

1  ■'"  ' '''     .  "'.     ,1,,.^    .ln.nlil  all  revive  the  ■isiiiie  licneiils  that  this  one 

' '"        ,,'  ",'  ,.\,.    '  P.  mi  vou  think  that  would  1#  logical  and  reason - 


,1.1.-.  «■   » 


W.llwmvieM: 


,  ,,,  .. ,.,.(  L1»  an>wer.    1  would  like  to  have  the  gentle- 
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Don't  you  think  we  should  have  a  provision  to  protect  people  to 
insure  that  they  have  equality  of  opportunity  in  getting  the  same 
benefits  or  privileges  from  the  same  bank  as  other  customers  under  the 
same  circumstances? 

Mr.  GnwET.  You  are  going  to  regiment  them  by  law  to  that  extent. 

Mr,  Patman.  You  are  continuing  to  regiment  them  so  that  they 
can't  pay  interest  on  demand  deposits. 

Mr.  (tidney.  We  have  our  respective  regimentations,  I  guess,  but 
it  seems  to  me  that  would  be  a  very  impractical  bill. 

Mr,  Patmax.  Don't  you  think  that  if  you  are  going  to  have  regi- 
mentation on  demand  deposits,  saying  that  you  can't  pay  interest 
in  cash,  but  you  can  pay  premiums,  anything  up  to  a  1-2-pound  ham 


or  something  like  that,  or  give  them  tickets  to  My  Pair  Lady.    Don't 
you  think  you  ought  to  require  the  hanks  to  give  all  of  their 
tomers  the  same  wnetits  under  the  same  circumstance? 


Mr.  Mumma.  This  would  be  the  Robinson-Patmaii  Act. 

Mr.  Mt'LTEit,  Wo  don't  have  an  answer  from  the  witness. 

Mr.  Brown.  Will  you  yield? 

Mr.  Patman.  Certainly. 

Mr.  Mower.  Mr.  Chairman,  we  don't  have  an  answer  to  the  pend- 
ing question. 

Mr.  Patman.  I  would  like  him  to  answer.  Don't  you  think  they 
should  be  placed  on  an  equality  by  law  ? 

Mr.  Gidney.  I  wouldn't  think  we  should  have  such  an  act. 

Mr.  Patman.  All  right. 

Mr.  Multkr.  Will  the  gentleman  yield  at  that  point? 

Mr.  Brown.  He  yields  to  the  gentleman  from  Pennsylvania. 

Mr.  Mumma.  Mr.  Patman,  don't  some  of  those  companies  pay  for 
that  service  they  get?  For  instance,  Hell  Telephone  Co.,  and  Penn- 
sylvania Light  &  Power,  they  have  certain  arrangements  in  smaller 
towns  that  their  bills  are  payable  at  the  bank,  but  I  understand  that 
there  is  a  charge  for  that. 

Mr.  Mtjltek.  To  whom? 

Mr.  Mumma.  The  company  pays  the  bank  a  little  for  doing  it.  You 
take  those  big  companies,  they  couldn't  put  sufficient  of  their  money  in 
there  to  let  it  pay  the  bank,  and  1  don't  believe  they  go  that  far. 

Now  there  are  certain  activities  that  the  bankers  may  do  that  will 
help  them  out.  For  instance  the  hank  will  prepare  your  payroll  for 
you.  They  would  rather  have  you  bring  them  in  a  day  ahead  and  have 
a  chance  to  work  on  it,  and  when  you  come  for  the  payroll  they  put 
it  out  at  you  rather  than  have  a  lineup  of  people  back  of  the  counter 
waiting  until  they  make  out  a  payroll,  or  even  so  many  dimes,  quar- 
ters, and  halves,  tens,  and  twenties. 

Mr.  Multek.  If  the  gentleman  will  yield.  I  will  try  to  answer  the 
question. 

Mr.  Brown.  Do  you  yield  to  Mr.  Multer? 

Mr.  Patman.  Yes. 

Mr.  Multek.  It  is  my  understanding  that  all  of  these  utilities  using 
the  bank  for  that  convenient  method  of  payment  of  their  bills  by  the 
customers  are  all  supervised  by  the  local  commissions  in  their  States, 
and  they  are  not  permitted  to  make  any  payment  for  that  kind  of 
service. 

Mr.  Mumma.  Your  understanding  may  not  be  a  fact. 

Mr.  Patman.  It  could  be  a  violation  of  the  law. 
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Then  are  we  not  within  our  rights  in  saying,  "All  right,  if  you  want 
the  law  continued,  so  you  can  pay  no  interest  on  demand  deposits, 
and  if  you  want  to  give  presents,  and  so  forth,  to  certain  customers, 
then  we  want  to  write  into  this  law  that  you  shall  not  discriminate 
among  your  own  customers.  You  didn't  have  to  select  these  customers, 
but  since  you  did  select  them,  you  have  got  to  treat  them  right?" 

Isn't  there  logic  and  reasoning  behind  that  position,  Mr.  Gidney? 

Mr.  Gidnet.  A  most  impractical  suggestion,  I  think. 

Mr.  Patman.  You  think  it  is? 

Mr.  Gidnet.  Yes.    I  do  not  recognize  the  picture  you  have  painted. 

Mr.  Seelt- Brown.  Will  the  gentleman  yield  t 

Mr.  Mcmma.  Will  the  gentleman  yield  i 

Mr.  Brown.  Will  the  gentleman  yield? 

Mr.  Patman.  I  yield  to  Mr.  Seely-Brown. 

Mr.  Seely-Bhown.  I  would  like  to  ask  Mr.  Patman  a  question,  and 
then  ask  Mr.  Gidney  the  same  question. 

If  the  principle  of  the  Kobinson-Patman  Act  were  applied  to  the 
banks,  would  that  result  in  an  increase  or  a  decrease  in  the  cost  of  the 
banking  service  to  the  normal  customer  of  tlie  bank  in  your  opinion? 

Mr.  Patman.  It  shouldn't  increase  it  or  decrease  it,  although  it 
should  help  the  bankers.  I  am  not  asking  to  apply  the  Kobinson- 
Patman  Act  to  all  banking.  I  am  just  asking  that  this  principle  be 
applied  to  interest  on  demand  deposits. 

In  other  words,  if  the  bank  is  going  to  give  a  12-pound  ham  to  1 
customer  who  has  a  thousand-dollar  deposit,  then  it  should  give  a 
12-pound  ham  to  every  customer  who  has  a  thousand  -dollar  deposit. 

Mr.  Gidney.  I  have  been  in  the  banking  business  fifty-plus  years, 
and  I  have  never  heard  of  a  ham  being  given  by  a  bank  to  anybody. 

Mr.  Patman.  I  am  using  that  as  an  illustration  because  one  time  at 
a  Senate  committee  hearing  a  witness  said  it  was  all  right  to  give  up 
to  a  12-pound  ham,  but  anything  more  than  a  12-pound  ham  might 
be  wrong. 

Mr.  Multeb.  Will  the  gentleman  yield  ? 

Mr.  Brown.  Will  the  gentleman  yield  ? 

Mr.  Patman.  Yes ;  I  yield  to  Mr.  Multer. 

Mr.  Mlxter.  There  was  a  rule  adopted  by  Mayor  LaGuardia  when 
he  was  mayor  of  New  York  that  you  couldn  t  even  take  a  5-cent  cigar. 

Mr.  Patman.  Well,  I  knew  Mayor  LaGuardia,  and  he  was  a  fine 
man. 

Mr.  Betts.  Would  you  yield  for  a  question? 

Mr.  Patman.  Yes. 

Mr.  Betts.  Wouldn't  small  country  banks  find  it  financially  difficult 
to  pay  interest  on  demand  deposits '. 

Mr.  Gidney.  Interest  on  demand  deposits  is  a  big  subject,  and  I 
believe  there  is  no  suggestion  of  a  change  in  the  law  except  that  which 
Mr.  Patman  is  making. 

One  of  the  greatest  studies  of  banking  ever  made  in  this  country 
was  that  of  the  National  Monetary  Commission,  and  among  the 
volumes  there,  one  of  the  very  valuable  contributions  was  that  of  O.  M. 
W.  Sprague,  History  of  Crisis  Under  the  National  Banking  System. 
That  was  written  a  long  time  ago,  but  his  discussion  of  the  troubles 
which  had  arisen  out  of  the  payment  of  interest  by  banks  was  very 
convincing  to  me,  and  I  would  commend  that  to  anyone  who  would  like 
to  go  back  and  look  at  the  long-term  background  of  this. 
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fellow  paid.  They  were  slaves  to  competition,  and  they  paid  what 
the  other  fellow  paid  whether  they  could  afford  it  or  not,  and  they 
didn't  find  it  out  until  it  was  too  late  that  they  couldn't  afford  it,  and 
that  made  a  great  many  of  our  banks  failures  of  the  past. 

Mr.  Patman.  The  good  thing  about  this  antidiscrimination  provi- 
sion I  suggest  is  that  they  couldn't  pay  some  customers  more  than 
others.    They  would  have  to  pay  tliein  all  alike. 

Therefore,  the  competition  would  be  a  healthy  competition.  The 
banks  would  have  to  make  payments  available  to  all  of  their  customers, 
in  little  towns  as  well  as  big  towns. 

Mr.  Gidnev.  My  observation  is  the  banks  are  working  very  hard  to 
make  their  services  available  to  all  of  their  customers,  and  that  article 
you  quoted  perhaps  exaggerated  that  tendency,  but  it  was  a  pretty 
representative  article  at  that. 

Mr.  Patmax.  That  is  favoritism. 

Mr.  Gidney.  You  haven't  established  the  favoritism. 

Mr.  Skely-Bkowx.  Mr.  Chairman. 

Mr.  Patman.  I  yield. 

Mr.  Seei.y-Browx.  If  T  remember  the  testimony  that  was  given 
yesterday  by  representatives  of  the  Federal  Reserve  Board,  it  was 
indicated  then  that  paying  the  interest  rate  of  even  1  percent  on  de- 
mand deposits  would  wipe  out  all  of  the  earnings  of  the  member  banks. 
If  you  suggest  paying  interest  on  demand  deposits,  would  that  not  in 
fact  require  the  banks  to  raise  their  other  interest  rates,  Mr.  Patman  ? 
This  would  be  a  program  you  certainly  have  not  advocated. 

Mr.  Patmax.  Well,  the  people  would  be  getting  the  benefit  of  the 
interest  on  (heir  deposits.  Certainly  in  a  private-enterprise  system, 
it  is  establishing;  a  new  policy  in  our  country  that  a  citizen  cannot  get 
paid  for  something  of  value  that  he  furnishes  to  another. 

Mr.  Seki.y- Brown.  But  might  it  not  result  in  actually  increasing 
the  interest  rate  that  the  bank  would  have  to  charge. 

Mr.   Patman.  That   involves  a  different  question. 

Mr.  Skki.y-Brown.  Well,  if  you  are  going  to  wipe  out  your  earn- 
ings^  

Mr.  Patman.  I  am  talking  about  a  question  of  right  or  wrong. 

Mr.  Hkely-Bkown.  If  you  are  going  to  wipe  out  your  earnings  of 
the  bank  by  saying  you  are  going  to  pay  1  percent  on  demand  deposits, 
then  the  bank  has  to  raise  its  interest  rate  to  stay  in  business. 
_  Mr.  Patmax.  That  is  up  to  a  bunk.    That  is  a  private  enterprise 
situation. 

Mr.  Brown.  Money  put  in  a  bank  is  put  in  a  bank's  safekeeping. 
It  might  lie  there  a  week.  It  might  he  there  a  month.  If  it  is  any 
length  of  time,  you  don't  put  it  as  a  demand  deposit.  The  bank  can 
use  it  for  a  certain  length  of  time.  It  helps  the  depositor  to  keep  the 
money  safe. 

Mr.T.u.i.K.  Will  you  yield  to  me? 

Mr.  Patmax.  I  yield  to  Mr.  Multer. 

Mr.  Milter.  Oil  the  question  of  Mr.  Heek-y- Brown,  I  challenge  the 
Statement  made  here  yesterday  that  lo  pay  I  percent  on  demand  de- 
posits would  wipe  out  their  earnings.  The  fact  of  the  matter  is.  as 
testified  by  Mr.  Martin  yesterday,  it  Hie  banks  were  required  to  invest 
only  their  surplus  and  their  capital,  thev  couldn't  earn  enough  money 
to  pay  their  expenses  of  operation.  All  of  their  money  that  they 
are  earning  over  and  above  expenses  of  operation,  which  gives  theiii 
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their  dividends  to  their  stockholders  and  most  of  their  expenses  and 
their  net  earnings,  comes  from  the  deposits  which  they  get  from  their 
customers,  and  which  they  reinvest.  The  fact  of  the  matter  is  that  if 
you  take  any  one  of  the  banks,  take  as  a  typical  instance  any  one  that 
you  please ;  here  is  one  that  I  happen  to  turn  to  quickly,  the  County 
Trust  Co.  in  Westchester,  N.  Y. — not  one  of  the  biggest  banks — it  will 
be  when  it  becomes  part  of  this  new  holding  company  system  if  the 
First  National  City  Bank  has  its  way — here  they  have  capital  of 
$6,900,000,  almost  $7  million.  They  have  a  surplus  of  over  $7  million. 
Their  undivided  profits  is  $4  million.    Their  deposits  are  $338  million. 

In  other  words,  they  have  $336  million  of  free  money  that  they  pay 
nothing  to  anybody  for  the  use  of,  which  they  invest  and  you  can  be 
sure  that  even  when  they  are  investing  it  only  in  Government's  they 
are  getting  better  than  2  percent  today.  Most  of  their  investments  are 
at  4, 5,  and  6  percent. 

Their  total  capital  including  reserves  for  losses  and  undivided 
profits,  and  everything  else,  is  $2G  million. 

Now,  as  against  that,  we  have  12  times  the  amount  of  depositor's 
money  which  they  are  using  without  paying  a  nickel  to  the  depositors 
for  the  use  of  that. 

Mr.  Seely-Brown.  In  other  words,  you  are  challenging  the  state- 
ment that  the  1  percent  interest  on  demand  deposits 

Mr.  Mur.TER.  Would  wipe  out  the  earnings  of  the  banks.  I  cer- 
tainly seriously  and  definitely  challenge  that  statement.  There  is 
nothing  to  substantiate  it. 

Mr.  Patman.  It  is  immaterial  anyway.  You  can  make  the  same 
argument  about  time  deposits. 

Why  allow  them  to  pay  any  interest  on  time  deposits?  That  will 
hurt  the  banks.  It  will  wipe  out  part  of  their  net  earnings.  That 
same  argument  will  apply  there. 

So  I  don't  think  with  all  due  respect  to  my  good  friend,  I  don't  think 
it  is  a  logical  argument. 

Mr.  Brown.  Will  you  yield? 

Mr.  Patman.  I  yield  the  floor. 

Mr.  (Sidney.  Mr.  Chairman,  I  had  not  been  familiar  with  that 
method  of  stating  it.  In  taking  a  hasty  look  here,  I  think  it  is  just 
about,  true  for  national  banks.  The  national  banks  at  December 
31,  1950,  had  $59  billion  of  demand  deposits  from  individuals.  Add 
a  couple  of  million  of  certified  checks  and  all — perhaps  that  shouldn't 
be  added— and  another  $9  billion  of  bank  deposits,  and  Government 
deposits,  nnd  all  that.  Now,  totaling  these  demand  deposits,  it  is  in 
the  neighborhood  of  $70  billion,  and  the  net  profits  of  banks  after 
taxes  and  before  dividends  in  the  year  ending  December  31, 1966,  were 
$f>74  million,  so  that  1  percent  of  those  deposits  would  be  just  about  on 
a  line  with  the  act  ual  net  profits  after  taxes. 

Now,  I  will  give  a  little  bow  to  your  proposition.  They  would  make 
a  saving  on  taxes  by  that  payment  of  interest,  so  that  perhaps  that 
would  1»  a  recovery.  In  other  words,  the  statement  isn't  so  very  far 
from  exactness. 

Mr.  Multer.  If  the  gentleman  would  yield  to  me  at  that  very  point. 
is  it  not  a  fact  that  that  is  net  earnings  you  have  there,  after  dividends! 

Mr.  Gidney.  Net  profits  after  taxes. 

Mr.  Multer.  Ana  after  dividends. 
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Mr.GiDNEr.  No,  before  dividends. 

Mr.  Mtjlter.  Well,  there  is  something  wrong  with  the  figures  because 
you  surely  would  agree  that  the  amount  of  money  there — you  have 
how  much,  $70  billion,  did  you  say  ( 

Mr.  GmNBT.  Close  to  $70  billion  of  demand  deposits. 

Mr.  Multeh.  Isn't  it  a  fact  that  almost  80  percent  of  that  $70  billion 
is  invested  by  the  banks  ? 

Mr.  Giottet.  Well,  that  is  here,  all  in  the  statement.  There  is 
probably  about  75  percent — well,  75  percent  isn't  too  far  off. 

Mr.  Brown.  My  understanding  is  that,  if  a  depositor  agrees  to  keep 
his  money  in  the  bank  more  than  30  days,  he  can  draw  interest  on  it. 

Mr.  Gidney.  That  is  right,  sir,  he  can  put  it  on  a  time  deposit. 

Mr.  Brown.  When  he  puts  it  in  a  demand  deposit,  he  expects  to 
draw  it  out  every  few  days,  but  if  he  knows  he  is  going  to  keep  it  there 
as  long  as  30  days  he  can  get  interest  on  it. 

Mr.  Gidnet.  That  is  right.  Could  I  say  on  that,  the  very  thing 
that  is  brought  out  in  the  article  that  Mr.  Patman  quoted  has  a  good 
deal  to  do  with  the  subject.  That  is  savings  accounts  are  much 
more  economical  for  the  bank  to  handle.  They  do  not  take  as  many 
employees.  There  are  so  many  more  services  that  go  into  demand 
deposits  that  they  don't  in  the  last  analysis  come  out  very  much  more 
profitable  than  the  time  accounts,  and  perhaps  not  any  more  profitable. 

So  there  are  a  great  many  services  given  in  connection  with  the 
demand  deposits.  I  don't  think  that  the  Congress  would  want  to  take 
that  away  from  the  customers. 

Mr.  Multer.  May  we  know  what  these  services  are,  Mr.  Chairman. 

Mr.  Brown.  Dr.  Talle. 

Mr.  Taiae.  Mr.  Chairman,  the  point  I  have  been  wanting  to  make 
was  exactly  the  point  made  by  the  acting  chairman,  Mr.  Brown.  I 
haven't  had  one  complaint  in  all  of  these  years  against  this  law  that 
forbids  payment  of  interest  on  demand  deposits.  One  of  the  liberties 
we  cherish  is  freedom  of  choice,  and  the  customer  has  that  freedom  of 
choice:  if  he  knows  that  he  won't  need  a  part  of  his  balance  for  a 
certain  period,  he  can  shift  that  amount  of  money  to  time  deposits 
and  get  interest,  or  he  can  make  other  investments. 

He  has  many  choices,  and  the  distinguished  scholar  to  whom  you 
referred,  Mr.  Gidney,  Prof.  O.  M.  W.  Sprague,  did  a  fine  job  when  he 
wrote  the  monograph  to  which  you  referred.  I  read  it  a  good  many 
years  ago.  Incidentally,  Professor  Sprague  testified  before  this  com- 
mittee in  1945,  when  we  held  hearings  on  the  proposal  to  set  up  the 
International  Monetary  Fund  and  the  International  Bank  for  Re- 
construction and  Development. 

Now,  isn't  this  the  proposition  as  stated  by  Mr.  Sprague.  I  will 
try  to  give  a  step-by-step  explanation.  During  slack  seasons  banks — 
let  us  say  in  my  State  or  anywhere  in  the  Middle  West — would  have 
excess  reserves.  Those  reserves  would  travel  to  New  York  because 
interest  was  paid  on  deposits.  There  that  money  was  lent  on  call  in 
order  that  the  banks  in  New  York  might  be  able  to  pay  interest  to 
country  banks.  Then,  let  us  sav  that  a  broker  had  his  loan  called. 
He  wouldn't  worry  because  he  thought,  "Well,  I  will  go  to  bank  B 
and  pay  off  bank  A."  But  if  several  brokers  were  doing  that,  and 
they  were  denied  loans  from  banks  B  and  C  and  D  and  on 
down  the  line,  then  what  could  they  do!     They  would  be  forced  to 
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Mr.  Multer.  Well,  what  is 

Mr.  Brown.  Let  him  answer  your  question,  Mr.  Multer. 

Mr.  Multer.  I  will  give  him  all  of  the  time  he  wants.  Do  you  want 
to  give  us  the  historicalbackground  ? 

Mr.  Gidney.  Only  to  a  moderate  extent. 

Mr.  Multer.  I  interrupted  because  I  did  not  think  you  wanted  to 
take  the  time  to  give  us  a  statement  of  the  historical  background  of 
the  legal  reserves. 

If  you  want  to  give  it  to  us,  I  am  sure  we  would  be  very  happy 
to  hear  it. 

Mr.  Gidney.  Isn't  the  legal  reserve  the  outgrowth  of  the  practical 
reserve  that  banks  carried  as  a  matter  of  experience  in  Italy,  England, 
and  on  the  Continent?  Today  those  banks,  at  least  the  banks  in 
England,   have   no  legal  requirement   for   reserves,   yet  they    have 


Mr.  Multer.  They  have  a  voluntary  reserve? 

Mr.  Gidnet.  Yes.  We  have  legal  requirements  for  reserves.  It 
may  be  said  to  immobilize  the  funds  to  some  degree,  although  it  i? 
not  so  much  immobilized  that  if  the  customers  are  demanding  their 
money,  the  reserve  can't  be  taken  and  paid  to  them. 

Mr.  Multer.  It  can't  be  taken  and  paid  to  them 

Mr.  Gidney.  It  can  be  withdrawn  and  paid  to  them  if  they  are 
demanding  the  money. 

Mr.  Mui,tkh.  Not  if  it  will  bring  it  down  under  the  minimum 
requirement  by  law. 

Mr.  Gidney.  It  can  be  and  in  most  numerous  rnses  it  has  been  paid 
to  them.  In  some  cases  it  brought  it  down  to  where  there  wasn't  a 
nickel  left  and  about  that  time  they  had  to  close  their  doors. 

Mr.  Multer.  You  are  talking  about  before  we  had  the  law  requir- 
ing that  they  must  carry  a  minimum  reserve. 

Mr.  Gidney.  They  must  carry  a  reserve,  and  they  are  subject  to 
penalties  if  they  don't.  But  that  doesn't  say  that  it  cannot  be  drawn 
upon.    In  fact,  I  think  the  law  says  it  may  be  drawn  upon. 

Mr.  Multer.  As  a  matter  of  fact,  if  they  get  down  below  the 
minimum  reserve,  except  in  an  emergency  situation,  you  have  a  right 
to  close  them  up  if  it  is  a  national  bank,  do  you  not? 

Mr.  Gidney.  If  in  our  opinion  they  were  insolvent. 

Mr.-MuLTER.  Or  becoming  insolvent  by  using  up  their  reserves. 

Mr.  Gidney.  I  think  we  would  have  to  find  them  insolvent.  I 
don't  believe  we  would  he  allowed  to  close  them  just  because  they 
were  short  the  reserves. 

Mr.  Multer.  If  shortening  the  reserves  was  threatening  them 
with  insolvency,  you  could  step  in.  You  dun't  have  to  wait  until  they 
actually  become  insolvent ;  do  yon  t 

Mr.  Gidney.  The  required  balance  carried  by  a  member  hank  with 
a  Federal  Reserve  bank  may,  under  the  regulations  and  subject  to 
such  penalties  as  may  be  prescribed  by  the  Board,  be  checked  against 
and  withdrawn  by  such  member  bank  for  the  purpose  of  meeting  exist- 
ing liabilities.    So  it  is  not  completely  immobilized. 

Mr.  Multer.  But  the  purpose  of  the  legal  reserves  is  :i  hedge 
against  possible  insolvency:  is  it.  not?  It  is  in  the  nut  lire  of  requiring 
the. hank  to  carry  certain  funds  with  a  depository  as  a  security  to  its 
depositors  anil  stockholder^. 
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Mr.  Gidxt.y.  It  is  a  part  of  the  safe  operations  of  the  bank,  yes. 

Mr.  Multkr.  And  it  is  also  used  to  tighten  money  in  the  market. 

Mr.  Gipnky.  It  nlso  has  a  function  in  influencing  the  supply  of 
money,  that  is  true. 

Mr.  Mttlteb.  So  when  a  rural  bank  sends  money  to  a  New  York 
bank  or  vice  versa,  there  is  no  exchange  of  reserves? 

Mr.  Gidney.  Well,  I  think  if  the  raral  bank  sends  it  to  New  York, 
there  is  not  an  exchange  of  reserves ;  there  is  a  forwarding  of  reserves 
to  the  recipient. 

Mr.  Mui-ter.  Yes,  but  it  gives  the  recipient  that  much  more  money 
to  lend. 

Mr.  Gtdxky.  It  does. 

Mr.  Multkr.  And  the  bank  that  is  forwarding  it  would  not  for- 
ward it  unless  there  was  going  to  be  some  return  of  some  kind  to  the 
forwarding  hank. 

Mr.  Gidnky.  Well,  there  are  various  reasons,  safety,  convenience. 

Mr.  Multeh.  Now,  if  the  rural  bank  needs  any  safety  as  far  as  its 
money  is  concerned,  isn't  it  safer  to  put  it  into  Government  obtura- 
tions than  to  send  it  on  to  another  bank  that  is  going  to  lend  the 
money  to  the  public? 

Mr.  Gunrar.  Well,  safety  and  desirability,  and  advantageousness, 
and  views  differ  on  that. 

Mr.  Mui.ter.  Safety  and  desirability  can  sometimes  be  opposed 
to  each  other. 

Mr.  Gtdnky.  Tliev  can,  and  there  can  be  differences  of  opinion  on 
what  is  the  better. 

Mr.  Mtltkii.  You  mean  there  can  be  a  difference  of  opinion  as  to 
whether  it  is  safer  for  a  small  bank  to  take  its  surplus  deposits  or 
surplus  money,  that  it  has  no  use  for  in  its  locality,  and  put  that  sur- 
plus into  Government  obligations  rather  than  to  send  them  on  for 
deposit  in  a  big  bank? 

Mr.  GrnsKY.  Well,  safeness  and  desirability  and  what  is  more  to 
their  advantage,  there  certainly  are  differences  of  opinion. 

I  had  an  occasion  where  I 

Mr.  Mri/nat.  You  see,  you  insist  on  bringing  other  items  in  to- 
gether.   I  am  talking  about  only  one. 

Mr.  GnncHT.  Well.  I  don't  think  a  bank  operates  on  only  one.  If 
you  are  a  banker,  you  have  to  think  about  all  fronts. 

Mr.  MvT/nat.  Well,  I  would  like  to  address  myself  solely  to  the 
question  of  safety  at  the  moment,  not  desirability,  and  not  advanta- 
geous benefits  that  may  come,  or  disadvantageous  things  that  may 
occur.     I  would  like  to  address  myself  solely  to  the  question  of  safety. 

T)o  you  know  of  a  single  bank,  big  or  small,  that  would  consider 
taking  its  money  that  it  has  no  call  for  and  that  it  has  on  hand  and 
us  n  matter  of  safety  would  send  it  on  to  another  bank  for  deposit 
in  that  other  bank  rather  than  to  put  it  into  Government  bonds, 
addressing  myself  solely  to  the  question  of  safety. 

Mr.  GmxEv.  I  don't  think  that  it.  was  done  on  that  ground.  I 
think  that  question 

Mr.  Milter.  You  are  not  answering  my  question. 

Mr.  Mcmsia.  The  vield  would  enter  into  that. 

Mr.  Bmowx.  You  have  asked  the  witness.     Now  give  him  time  to 
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Mr.  Molteb.  Take  all  of  the  time  you  need  to  answer,  Mr.  Gidney, 
but  I  wish  you  would  address  your  answer  solely  to  the  question  of 
safety. 

Mr.  Gidney.  Well,  I  think  the  bank  would  regard  both  places  as 
safe,  I  know  they  would,  and  therefore  their  decision  would  be  made 
on  other  grounds.  I  have  known  them  to  carry  considerable  excess 
reserves  with  the  Federal  Reserve  bank,  and  it  wasn't  a  question  of 
Bafety  there.  In  fact,  I  thought  some  of  them  were  a  little  nit  foolish 
to  do  it,  and  suggested  tliat  maybe  they  should  invest  a  little  more, 
but  after  all,  we  have  this  freedom  of  operation.  We  don't  manage 
them. 

Mr.  MrLTEB.  Now,  as  a  matter  of  business  judgment,  how  long 
would  you,  if  you  were  the  controlling  stockholder  of  the  bank,  con- 
tinue the  management  of  the  bank  that  took  its  surplus  funds  and  put 
them  into  another  bank  without  interest,  rather  than  put  them  into 
Government  bonds  or  Government  securities  ? 

Mr.  Gidney.  Well,  I  am  not  in  that  status.  I  am  not  allowed  to 
own  stock  in  a  bank. 

Mr.  Mui.ter.  I  know  you  are  not.  Tint  you  are  supposed  to  tell 
them  what  they  can  or  can't  do.  You  are  the  supervisor  of  the 
national  banks. 

Mr.  Gidney.  But  I  don't  manage  the  banks. 

Mr.  Mui/ter.  You  also  sit  as  a  member  of  the  Board  of  the  FDIC, 
which  should  make  sure  that  they  continue  to  warrant  the  insurance 
coverage. 

Mr.  Gidney.  Yes,  but  I  have  not.  understood  that  it  was  the  con- 
ception of  anyone  that  supervisors  should  run  the  banks. 

Mr.  Mci-ter.  Do  you  mean  to  nay  that  your  examiners  do  not  make 
recommendations  to  the  banks  as  to  whether  or  not  their  practices  are 
sound? 

Mr.  Gidney.  They  make  those  within  the  scope  of  their  authority, 
but  it  isn't  the  function  of  our  examiners  to  say  you  should  put  this 
into  this  investment  or  that  investment,  this  loan  or  that  loan.  In 
fact,  we  would  have  to  hold  the  examiners  back  from  that  kind  of 
thing.     The  directors  and  officers  run  the  banks,  it  is  their  job. 

Mr.  Mi'lteh.  You  would  say  it  is  not  the  function  of  your  examiners 
to  tell  the  bank,  "You  have  a  hundred  thousand  dollars  in  capital. 
You  have  a  hundred  thousand  dollars  in  surplus.  You  have  a  million 
dollars  in  deposits.  You  should  not  send  your  million  dollars  in 
deposits  to  another  bank  without  interest*'  t 

Mr.  Gidney.  That  is  an  extreme  case  that  we  haven't  encountered. 

Mr.  Mclter.  I  am  taking  an  extreme  case  deliberately. 

Mr.  Gidney.  I  don't  think  it  would  be  our  examiner's  function  to 
comment  on  that. 

You  may  rememlier  that  we  had  a  banker  who  did  exactly  that, 
known  as  Hundred  Percent  Nichols,  out  of  Chicago.  He  operated 
in  that  way  for  quite  a  long  time. 

Mr.  Mn-TER.  Were  you  worried  with  that  particular  form  of  bank- 
ing?    Was  Mr.  Nichols  ever  criticized  by  the  Department? 

Mr.  Jenninos.  No,  he  was  the  only  one  of  his  kind,  and  I  think  we 
just  didn't  bother  with  it. 

Mr.  Multek.  That  was  a  national  bank  1 

Mr.  Gidney.  It  was  a  national  bank. 
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Mr.  Mm.tkh.  Ami  you  iust  didn't  bother  with  it.  I  think  it  is  a 
scries  reflection  on  your  office,  nnd  if  you  don't  have  authority  to  do 
something  by  way  of  recommendation  to  such  a  banker,  you  should 
come  to  tliis  committee  and  ask  for  legal  authority  to  do  it.  I  think 
there  is  ample  legal  authority  for  you  to  do  it. 

Mr.  Jbxxinos.  Tn  the  case  of  the  Nichols  bank,  as  I  remember  it, 
and  T  may  be  wrong,  Mr.  Nichols  was  a  very  substantial  majority 
shareholder  of  the  bank,  and  I  think  he  owned  80,  90  or  maybe  95 
percent  of  the  bank.  The  minority  shareholders  were  few  and  far 
between  who  could  be  hurt  by  his  practice. 

Mr.  MiTi.TEit.  Who  would  be  hurt ! 

Mr.  Jknninos.  J  say,  there  were  only  a  few  minority  shareholders 
involved,  and  certainly  his  bank  did  not  earn  profits  that  amounted 
to  very  much  under  his  policy,  lint  he  was  primarily  hurting  him- 
self by  the  policy  rather  (ban  a  group  of  shareholders. 

Mr.  MtLTKR.  What  was  the  total  amount  of  capital  there? 

Mr.  Jennixos.  I  have  forgotten,  sir. 

Mr.  Mi  r/iEK.  Well,  assume  it  was  only  $100,000  of  capital,  and  he 
had  SO  percent  of  it.  you  don't  think  you  should  have  protected  the 
other  II  percent  i 

Mr.  Gidney.  1  think  lie  had  more  like  98  percent. 

Mr.  Mri.TKit.  Well,  1  ask  again,  don't  you  think  you  should  have 
protected  the  other  two  percent? 

Mr.  Gidney.  I  think  nc  should  have  operated  differently. 

Mr.  Mi'i/iKk.  How  much  were  the  deposits? 

Mr.  Gidney.  I  don't  recall.     Not  very  large. 

Mr.  Moi.ter.  Was  it  3,  4, 10  times  the  amount,  of  the  surplus? 

Mr.  Gioney.  Probably. 

Mr.  Metj-ter.  Don't  you  think  the  depositors  were  entitled  to  be 
protected  ? 

Mr.  Gwxky.  They  were  protected. 

Mr.  Mui.teu.  How? 

Mr.  Gidney.  By  the  100  percent  reserve.  They  were  perhaps  as 
well  protected  as  anyone  anywhere. 

Mr.  Mri.TKH.  We  had  another  situation  much  more  recently  in  New 
York,  in  Ellenville,  a  national  bank.    Do  you  recall  that  situation) 

Mr.  Gioxey.  Yes. 

Mr.  MfTLTEE.  What  did  your  examiners  recommend  with  reference 
to  that  situation? 

Mr.  Gwxey.  Well,  the  examiners  found  a  situation  there  which 
made  it  necessary  to  place  the  bank  in  the  hands  of  a  receiver. 

Mr.  MiLTKit.  That  is  right. 

How  long  did  it  take  them  to  find  it  out? 

Mr.  Gidney.  We  don't  know  how  long  it  was  going  on,  but  as  you 
are  aware,  no  depositor  of  the  bank  lost  a  dollar. 

Mr.  Mi'I.tkr.  That,  was  because  of  the  insurance.  The  stockholders 
were  wiped  out,  weren't  they? 

Mr.  Gidney.  We  don't  know  that  yet.    The  depositors  didn't  lose 

Mr.  Mii.ter.  That  was  because  of  the  insurance,  not  because  of 
m  n  v  ail  ivity  on  the  part  of  the  supervising  agency. 

Sir.  Gid'nky.  Not  entirely  because  of  insurance.  It  was  possible 
IxTiin-e  the  Federal   Deposit  Insurance  Corporation  made  a  loan  to 
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the  receiver,  sufficient  so  that  the  deposits  could  be  taken  over  at  face 
in  full. 

Mr.  Multer.  And  you  still  don't  know,  and  you  won't  know  until 
the  liquidation  is  complete  or  there  is  a  complete  reorganization,  as 
to  whether  or  not  the  FDIC  will  have  to  take  a  loss  on  that  loan. 
Mr.  Gidney.  We  believe  they  will  not  have  to. 

Mr.  Multer.  But  you  won't  know  until  the  liquidation  or  reor- 
ganization is  complete. 

Mr.  GioNet.  It  is  clear  now  that  tliey  will  not. 
Mr.  Multer.  Despite  the  fact  you  sold  one  asset  of  the  bank  for 
one-third  its  par  value  ? 

Mr.  Gidney.  We  did  not.  It  was  sold  for  its  full  actual  value  or 
possibly  more. 

Mr.  Multer.  But  les3  than  bank  stockholders  were  willing  to  pay 
for  it. 
Mr.  Gidney.  I  don't  know  what  you  are  talking  about  there. 
Mr.  Multer.  The  big  loan  that  made  the  bank  go  r>roke. 
Mr.  Gidney.  I  think  you  should  ask  Mr.  Cook  that. 
Mr.  Multer.  Well,  before  we  ask  Mr.  Cook,  since  Mr.  Harl's  death, 
it  is  just  you  and  Mr.  Cook  running  that  organization. 
Mr.  Gidney.  Yes. 

Very  well.    We  are  getting  all  of  the  value  out  of  the  assets  there. 
Mr.  Multer.  That  isn't  what  the  stockholders  say. 
Mr.  Gidney.  Very  well.    That  is  the  fact. 
Mr.  Multer.  But  the  stockholders  disagree  with  that. 
Mr.  Gidney.  Are  they  well  informed? 

Mr.  Multer.  I  think  they  are  as  well  informed  as  you  are,  and  Mr. 
Cook  is. 

Mr.  Gidney.    Well  you  are  wrong. 

Mr.  Multer.  Of  course,  that  is  a  matter  of  opinion,  too. 
Mr.  Gidney.  Exactly. 

Mr.  Multer.  The  fact  of  the  matter  is  that  that  loan  was  over  a 
million  dollars. 

Mr.  Gidney.  No,  sir,  it  was  less  than  a  million  dollars. 
Mr.  Multer.  What  was  the  original  amount  of  the  loan? 
Mr.  Gidney.  It  wasn't  a  loan,  it  was  an  overdraft. 
Mr.  Multer.  What  was  the  amount  of  the  overdraft  ? 
Mr-  GroNEY.  About  $800,000  or  $900,000. 
Mr.  Multer.  Is  an  overdraft  in  the  nature  of  a  loan  ? 
Mr,  Gddney.  Yes. 

Mr.  Multer.    Does  the  bank  charge  interest  on  an  overdraft? 
Mr.  Gidney.  I  don't  think  they  charged  it  in  this  case.     It  was 
concealed. 

Mr.  Multer.  Does  the  law  require  them  to  charge  interest  on  an 
overdraft  ? 

Mr.  Gidney.  I  think  they  would  be  permitted  to  charge  interest  on 
a  large  overdraft,  if  they  knew  about  it. 

Mr.  Multer.  Bankers  are  required  to  charge  interest  on  overdrafts, 
the  same  as  they  charge  interest  on  loans. 

Mr.  Gidney.  They  are  permitted  rather  than  required.  The  par- 
ticular officer  who  knew  about  and  who  permitted  the  hidden  over- 
draft is  under  indictment. 

Mr.  Multer.  When  did  the  overdraft  occur? 

Mr.  Gidney.  We  don't  know.   It  was  a  concealed  overdraft. 
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Mr,  Multer.  Your  examiners  didn't  find  out  about  it  until  very 

recently  ? 

Mr.  Gidney.  They  didn't  find  it  out  until  the  examination  last 
fall. 

Mr.  Jennings.  The  fall  of  1956. 

Mr.  Multer.  Do  you  know  when  the  overdraft  occurred? 

Mr.  Gidney.  No,  I  don't  think  anyone  knows,  except  perhaps  the 
two  gentlemen  who  maneuvered  it. 

Mr.  Multer.  And  the  amount  of  that  indebtedness  was  settled  with 
the  original  person  or  firm  that  owes  the  money  to  the  bank.  It  was 
settled  for  about  one-third  of  the  amount  due  ? 

Mr.  Gidney.  That  isn't  so. 

Mr.  Multer.  What  is  the  fact? 

Mr.  Gidney.  I  think  the  FDIC,  as  receiver,  collected — I  haven't 
the  figures.  I  think  you  should  get  them  from  the  FDIC.  But  I  am 
sure  they  collected,  including  the  settlement,  upward  of  $400,000. 

Mr.  Multer.  Well,  will  you  get  the  complete  history  of  the  trans- 
action? 

Mr.  Gidney.  Even  though  I  am  a  member  of  the  FDIC,  I  think 
that  should  appropriately  be  presented  by  the.  FDIC. 

Mr,  Multer.  "ft  ell,  I  am  addressing  the  question  to  you  now  as  a 
memlwr  of  the  Board  of  the  FDIC. 

Mr.  Gidney.  I  shall  ask  FDIC  to  prepare  it,  yes. 

(The  data  requested  atiove  are  as  follow:) 

Federal  Deposit  Inh usance  Corporation, 

Washington,  Aitgutt  It.  ISy.. 
Hon.  BREST  Spesck, 

f'hiiirmaii,  (?r>ntmittcc  tin  Ran-klna  anil  Currency, 
//««*(■  of  Itci>rexentativca.  Washington,  D.  ('. 

Dear  CeiN(;ui-:ssMA.\  Spence:  At  the  request  of  Mr.  Oldnej  we  are  submitting 
to  you  herewith  a  photostatic  copy  of  the  petition  filed  in  the  Supreme  Court 
of  New  York.  Clster  County,  by  the  corporation  as  receiver  of  the  Home  Na- 
tional Bank  of  Ellenvllle,  N.  Y.,  for  authority  to  effect  a  settlement  of  the 
indebtedness  of  the  Aujopa  Paper  &  Board  Manufacturing  Co.,  Inc.,  to  the 
receivership,  and  the  order  entered  by  the  court  on  said  petition. 

The  petition  Includes  a  copy  of  the  agreement  between  the  receiver  and 
Anjopa,  a  list  of  the  other  creditors  of  Anjopa,  and  the  form  of  the  consent  to 
said  agreement  executed  by  said  creditors. 

This  matter  is  submitted  to  you  in  response  to  a  request  made  on  Mr.  Gidney 
during  tile  current  hearings  on  the  Financial  Institutions  Act,  that  Information 
concerning  the  aforementioned  settlement  be  given  to  yonr  committee. 

With  personal  regards,  I  am 

II.  B.  Cook.  Chairman. 

At  a  Special  Term  of  the  Supreme  Court  of  the  Stats  of  New  York  Held  it 
ami  for  the  County  of  I'lster.  at  the  County  Court  IIoi'SC,  IN  THE  CiTT 
of  KixnBTOx,  New  York,  on-  the  .IOth  Day  of  July,  J1W7 

Tresent :  Hon.  Roscoe  V.  Elswortii,  Juttiee. 

In  the  Matter  of  the  Application  of  the  Federal  Deposit  Insurance  Cor- 
poration, as  Receiver  op  the  Ho  he  Xational  Bank  of  Ellenvillk,  Nbw 
Sell  Assets  as  Required  by  Title  12,  V.  S.  C, 


On  reading  and  filing  the  petition  of  the  Federal  Deposit  Insurance  Corpo- 
ration, aa  Receiver  of  the  Home  National  Bank  of  Ellenvllle,  New  York,  by 
M.  1*.  Kennedy,  Jr.,  its  Liquidator  and  Attorney-in-Fact,  duly  verified  the  20th 
day  of  July  1937,  asking  for  an  order  authorizing  the  settlement  ■    " 
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mlslng  of  any  claims  the  Receiver  has  against  Anjopa  Paper  Manufacturing 
-Company,  Inc.,  as  required  by  Title  12,  U.  S.  C,  Section  192,  and  It  appearing 
to  the  satisfaction  Of  the  Court  that  it  is  necessary  and  proper,  and  that  it  la 
for  the  best  Interests  of  the  Home  National  Bank  of  Ellenvllle,  its  depositors, 
■creditors,  and  shareholders,  to  settle  and  compromise  the  Receiver's  claims 
.against  Anjopa  Paper  Manufacturing  Company,  Inc.,  in  accordance  with  and 
pursuant  to  the  terms  of  the  proposed  agreement,  more  spec  id  rally  set  forth  in 
the  Petition  herein,  and  to  grant  the  authority  prayed  for  In  said  Petition,  and 
the  Court  being  satisfied  that  it  Is  a  Court  of  record  of  competent  Jurisdiction 
within  the  provision  and  meaning  of  Title  12  U.  S.  C,  Sec.  192,  and  due  deliber- 
ation having  been  had  thereon, 

Now,  on  the  motion  of  Raymond  J.  Mlno,  Esq.,  attorney  for  the  Petitioner, 
It  is 

Ordered,  that  the  Federal  Deposit  Insurance  Corporation,  as  Receiver  of  the 
Home  National  Bank  of  Ellenvllle,  New  Tork,  settle  and  compromise  any  exist- 
ing claims  of  the  Receiver  against  Anjopa  Paper  Manufacturing  Company,  Inc., 
Id  accordance  with  and  pursuant  to  the  terms  of  a  proposed  agreement,  more 
specifically  set  forth  in  the  Petition  herein. 

Enter. 

Roscoc  V.  Elsworth,  J.  S.  C. 
Stats  of  Nrw  York, 

Ulster  County  Clerk'*  Offloe,  »*: 

I,  Lawrence  D.  Craft,  Clerk  of  the  County  of  Ulster,  and  also  Clerk  of  the 
Supreme  and  County  Courts,  in  and  for  said  county  do  hereby  certify  that 
I  have  compared  the  preceding  copy  of  Order  (original  filed)  August  1,  1957, 
-with  the  original  on  file  in  this  office,  and  that  the  same  Is  a  correct  transcript 
from  said  original  Order  and  of  the  whole  thereof. 

In  Witness  Whereof,  I  have  hereunto  set  my  hand  and  affixed  the  seal  of  said 
Court  and  County,  this  1st  day  uf  Aug.  11)37. 

Lawrence  D.  Craft,  Clerk. 

State  of  New  York 

Supreme  Court:  County  of  Ulster 

In  the  Matter  of  the  Application  of  the  Federal  Deposit  Insurance  Cor- 
poration, as  Receiver  of  the  Home  National  Bank  of  Ellenville,  New 
York,  for  Authority  To  Sell  Assets  as  Required  by  Title  12  U.  S.  C. 
Section  192 

petition 

To  the  Supreme  Court  of  the  Stale  of  A'c«?  York: 

The  Petition  of  the  Federal  Deposit  Insurance  Corporation,  as  Receiver 
of  the  Home  National  Bank  of  Ellenville,  New  York,  shows  to  this  Court: 

1.  That  the  FEDERAL  Deposit  Insurance  Corporation  Is  ii  corporation  duly 
organized  and  existing  under  and  pursuant  to  an  Act  of  Consress  of  the  United 
States  (Title  U.  S.  C.  Sec.  1811-1H31 :  «4  Stat.  *7;i),  with  its  principal  office  In 
the  City  of  Washington,  District  of  Columbia. 

2.  That  the  Home  National  Bank  of  Ellenvllle,  New  York,  is  a  national  bank- 
ing association,  organized  and  existing  under  and  by  virtue  of  the  laws  of  the 
United  States,  having  its  principal  place  of  business  in  Ellenvllle.  Ulster  County, 
New  York. 

3.  That  the  Home  National  Bank  of  Ellenville  was  closed  by  action  of  Its 
board  of  directors  on  December  3, 1956,  and  Its  affairs  turned  over  to  the  Comp- 
troller of  the  Currency  and,  thereafter,  on  December  4,  1930,  the  Comptroller  of 
the  Currency,  pursuant  to  the  provisions  of  Title  12,  U.  S.  C,  Sec.  1821  (c), 
duly  appointed  your  Petitioner,  the  Federal  Deposit  Insurance  Corporation, 
Receiver  of  the  Home  National  Bank  of  Ellenville,  and  from  that  time  to  the 
present  your  Petitioner  has  been  and  now  Is  nctlne  as  such  Receiver,  a  copy 
of  which  appointment  is  attached  hereto  and  marked  "Schedule  B." 

4.  That  among  the  assets  which  came  into  the  hands  of  your  Petitioner,  as 
Receiver,  was  certain  indebtedness  of  Anjopa  Paper  &  Board  Manufacturing 
Company,  Inc.  (hereinafter  referred  to  as  'Anjopa"),  In  the  amount  of  $926,963.50. 
On  December  20,  11(30,  "Anjopa"  executed  iu  favor  of  your  Petitioner  a  demnnd 
note  of  $800,000  which  was  secured  by  a  mortgage  on  "Anjopa':"  real  estate 
and  chattels  located  at  Nnpanoeh,  New  York,  ond  Stillwater,  New  York,  and, 
also  your  Petitioner  Is  the  holder,  by  Assignment,  of  a  further  note  and  securing 
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roortcrige  on  "AtijopnV  said  Xananooh  properties,  given  hy  "Anjopa"  to  one 
Joseph  Sirho.  and  as.-dgnod  !o  The  Hume  National  Jinnk  of  Ellenvlll*.  which 
said  note  and  mortgage  "re  In  the  principal  sum  of  $9,187.50.  and,  although 
demand  hns  been  made  for  tile  papyment  of  liolh  of  wild  notes  nml  mortgage*. 
no  part  of  the  some  therein  slated  tn  lie  due  has  bi-en  paid. 

.1.  Thii  in  order  to  properly  liquidate  tlie  assets  of  said  Home  Xntion.il  Rank 
of  Ul!e:i.-ille.  your  Petitioner  deems  It  necessa ry  nml  proper,  and  for  the  newt 
interests  of  said  Home  Xatiounl  Rank  of  KUeuville.  Its  depositors,  creditors. 
and  shareholders,  that  your  IVtltlorier.  as  Ilei-eiver.  settle  tint!  compromise  jinj- 
existing  claims  it  lias  ag-iinst  Anjopa  in  accordance  with  and  pursuant  to  tbe 
terms  of  the  proposed  agreement  attached  hereto  and  marked  'Schedule  A." 
nnd  made  a  jiart  of  this  Petition. 

ft.  That  your  Petitioner  Is  required  by  the  provisions  of  Title  12  U.  R.  ('.. 
Sec'.  1112.  to  obtain  an  order  of  a  Conn  of  record  of  coni|>etoiit  J nr Indict iuu.  to 
sell  or  compromise  the  assets  of  its  trust. 

T.  That  the  Supreme  Court  of  the  Slate  of  New  York  is  n  Court  of  record 
of  competent  Jurisdiction  within  the  provisions  unci  meaning  of  Title  12  IT.  8.  C. 
Sec.  1!K>. 

WriKiii.foiiK.  your  I'd  it  inner  prays  for  an  order  aulhoriKin^  the  Ketierai.  De- 
posit Ixsrn.vM'B  t'om-OK  mo.\.  as  Receiver  of  I  lie  Home  National  Itank  of  Kllen- 
ville.  New  York,  to  settle  ami  compromise  any  existing  claims  of  the  Ileceiver 
against  Anjopa  Paper  .Manufacturing  Comrnny.  Inc..  in  accordance  with  mid 
pursuant  to  the  terms  of  the  proposed  agreement,  attached  hereto  nuJ  marked 
"Relied n le   A." 

Federal  Deposit  Issvbakce  Corporation,  ah  Receiver  oe  the  Home 
National  Hank  or  Ellenviij.e.  New  York. 
By  M.  P.  Kennkiiv.  Jr..  Liquidator  a«d  Ailorm-y-in-Fort, 

State  of  New  York. 

Count])  of  Vl.itrr,  us.: 
M.  I'.  Kenxkdy,  .Ik.,  hehis-'dnly  sworn,  demises  and  says: 

That  by  resolution  duly  adopted  by  the  Hoard  of  Directors  of  the  Federal 
Deposit  Inkiranck  Corpohatiox  on  December  4.  195U,  he  was  appointed  the 
AL'ent  of  the  Federal  Deposit  Inhihamk  Coiiporatios,  with  the  title  of  "Liqui- 
dator" in  r'umic'lion  with  the  Receivership  of  the  Home  N'nlional  P.ank  of 
Kllenvllle.  New  York,  and  that  since  that  time,  and  at  the  present  time,  he  Is 
now  the  duly  appointed  ncling  and  qualified  audit  of  the  Federal  Deposit  In- 
surance Corporation,  as  Receiver  of  ihe  Home  .National  Itank  of  Kllenville.  New 
York,  under  and  hy  virtue  of  a  duly  issued  Power  of  Attorney,  which  Power 
of  Attorney  is  -ited  December  7.  1!Wi,  and  has  been  reeorded  in  the  I'lster 
County  Clerk'.-  imi.e  in  Liber  fiitO  of  Conveyances  at  page  443 :  and  that  he  make* 
Ihis  verification  f»r  and  on  behalf  of  said  Federal  Deposit  Insurance  Corpora- 
tion, as  such  Receiver,  and  is  duly  authorized  to  do  so:  that  he  has  read  the 
foregoing  Petition,  knows  the  contents  thereof,  and  that  the  same  is  true  to 
his  own  knowledge,  except  so  much  thereof  as  is  alleged  to  he  upon  information 
and  belief,  and  as  In  mi  eh  he  believes  it  to  lie  true. 

II.  P.  Kennedy.  Jr.. 
Liquidator  and  Agent. 
Sworn  to  before  mo  this  21th  day  of  July  1057. 

MARILYN  E.  UahNes. 
Notary  Public,  State  of  JFctr  York.  Resident  in  and  for  Ulttrr  County. 
Commission  expires  March  TO.  1IHSI. 


This  agreement  made  and  entered  into  this day  of  July.  IftBi.  at  Klleit- 

ville.    New   York,   hy   and    between   Ax. top  a    Paper   &    Board    Ma  NtHACTrwjro 

Company.  I.nc,  a  corporation  organized  and  existing  under  the  laws  of  the  Stale 
of  -New  York,  and  having  its  principal  place  of  business  In  Napanoch.  New 
York  l  hereinafter  oolMl  Aniopa).  and  Fkdehai.  Dkimsit  Ixsi-bance  t'Ospo- 
li.VIMN.  as  Receiver  of  tin-  !l.|i:e  Xat'iui"!  Raid'  of  KllcnvH'o.  EllenviHe.  New 
York.  M  coriHirntlon  organized  and  ■  \isli:c,'  under  an  A.-|  of  Congress  .if  the 
I'nitcd  St.-.tcs  and  having  an  ollice  in  Rlleliville.  Xew  Yoi'k  I  herelnnfter  culled 
Ihe  Receiver). 
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National  Bunk  and/or  William  R.  Rose,  and  Anjopa  heretofore  save  to  tbe 
Receiver  (on  or  about  December  20,  1956)  its  demand  note  in  tbe  amount  of 
Bight  Hundred  Thousand  Dollars  ($800,01)0.00)  dated  December  HO,  ltJOti,  secured 
try  a  mortgage  on  Anjopa's  real  estate  and  on  the  chattels  and  equipment  sit- 
uated therein  located  at  Napanoch,  New  York,  and  at  Stillwater,  New  York, 
and  the  Receiver  has  made  demand  for  payment  under  said  note  and  mortgage 
and  no  part  of  the  sums  therein  stated  to  be  due  has  been  paid,  and 

Whereas  the  Receiver  is  the  holder  by  assignment  of  a  further  note  and  se- 
curing mortgage  on  Anjopa's  said  Nauanoch  properties,  given  by  Anjopa  to  one 
Joseph  Sirico  and  assigned  to  the  aforesaid  bank,  which  said  note  and  mortgage 
are  In  the  principal  sum  of  Nine  Thousand  One  Hundred  Eighty-seven  Dollars 
and  Fifty  Cents   ($9,187.50)   and  have  not  been  paid,   and 

Whereas  Anjopa  and  the  Receiver  are  euch  desirous  of  settling  any  existing 
claims  of  the  Receiver  against  Anjopa,  and 

Whebeas  in  order  to  induce  the  Receiver  to  enter  into  such  said  settlement 
with  Anjopa,  Anjopa  has  represented  to  the  Receiver  that  the  creditors  of  An- 
jopa are  listed  on  the  schedule  which  is  attached  hereto,  marked  Exhibit  "A" 
and  made  a  part  hereof  by  reference  and  that  those  creditors  listed  on  said 
schedule  whose  names  are  marked  with  an  asterisk  have  properly  executed 
and  delivered  to  Anjopa  a  consent  and  estoppel  agreement  in  the  form  of  Ex- 
hibit "B"  attached  hereto  and  made  a  part  hereof  by  reference. 

Now  therefore,  In  consideration  of  the  promises  and  the  provisions  hereof, 
and  other  valuable  consideration  receipt  whereof  is  acknowledged,  each  of  the 
parties  hereto  does  severally  undertake,  promise,  covenant  ttnd  agree,  each 
with  the  other  as  follows : 

Anjopa  shall  pay  the  Receiver  the  sum  of  Two  Hundred  Thousand  Dollars 
($200,000)  in  cash,  plus  Interest;  payable  In  four  (4)  equal  semiannual  in- 
stallments of  Fifty  Thousand  Dollars  ($50,000)  each,  plus  Interest;  the  first 
Of  said  semiannual  Installments  to  be  paid  on  July  ,  1958,  and  said  install- 
ments to  be  evidenced  by  four  (4)  promisory  notes  of  even  date  herewith  made 
by  Anjopa  and  each  in  tbe  principal  amount  of  Fifty  Thousand  Dollars  ($50,- 
000),  bearing  interest  at  the  rate  of  five  percent  (5%)  per  annum  from  its  (late. 
Anjopa  shall  have  the  right  to  make  prepayments  tn  be  applied  on  the  note 
which  is  last  due. 

II 

Anjopa  shall  deliver  to  the  Receiver  promissory  notes  totalling  in  face  amount 
the  sum  of  One  Hundred  Thousand  Dollars  ($100,000),  which  notes  shall  he 
executed  by  individuals,  firms  and  corporations  who  shall  be  indebted  to  Anjopa 
on  the  respective  dates  of  said  notes  for  goods  theretofore  sold  and  delivered 
and/or  services  theretofore  rendered.  These  notes  may  be  payable  at.  different 
times,  but  In  no  event  shall  any  of  them  be  payable  more  than  six  (0)  months 
after  the  date  of  this  agreement.  These  notes  shall  be  regular  in  form  and 
each  of  them  shall  constitute  a  valid  negotiable  instrument,  payable  according  to 
Its  terms,  and  shall  be  in  form  substantially  the  same  as  that  attached  hereto, 
which  form  is  marked  Exhibit  "C"  and  made  a  part  hereof  by  reference.  Each 
of  said  notes  shall  be  made  payable  to  Anjopa  and  shall  he  endorsed  by  It  with 
recourse  to  the  Receiver  and  shall  provide  for  interest  at  the  rate  of  five  percent 
(5%)  per  annum  from  its  date. 

Ill 

Upon  nonpayment  by  the  maker  of  any  amount  due  under  any  promissory 
note  which  is  referred  to  in  numerical  paragraph  II  above,  Anjopa  shall  pay, 
Upon  ten  (10)  days'  written  notice  to  It  by  the  Receiver,  the  amount  of 
any  snm  so  due  and  unpaid. 

IV 

'  Anjopa  shall  maintain  fire  insurance  coverage  on  Anjopa's  Napanoch  prop- 
erties, at  the  expense  of  Anjopa.  for  the  benefit  of  Anjopa  and  of  the  Receiver 
as  their  Interests  may  appear,  and  deposit  the  policies  with  the  Receiver  with 
appropriate  loss  coverage  clauses  attached.  Said  coverage  shiill  he  in  au  amount 
not  less  than  One  Hundred  Seventy-Five  Thousand  Dollars  1*175.0110)  provided 
that  such  amount  of  coverage  may  be  reduced  from  time  to  time  as  the  aforesaid 
Fifty  Thousand  Dollar  ($50,000)  semiannual  payments  are  made,  as  provided 
In  paragraph  I  hereof,  such  reduction  in  said  insurance  to  be  in  tbe  same  ratio 
as  the  reducing  balance  of  principal  bears  to  the  said  total  of  Two  Hundred 
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Thousand  Dollars  ($200,000).  The  Receiver  has  caused  $200,000  of  insurance 
to  be  issued  and  has  paid  the  premiums  thereon,  and  the  debtor  agrees  to  reim- 
burse the  Receiver  for  the  pro  rata  amount  of  the  unused  premiums  on  $175,000 
of  said  insurance;  suid  pro  rata  premiums,  computed  from  July  1,  1957,  to  the 
expiration  of  the  respective  policies,  amounts  to  $4,655.76  and  Anjopa  agrees 
to  pay  same  to  the  Receiver  in  five  (5)  equal  monthly  installments  of  $931.15 
beginning  August  1,  1057. 

V 

The  Receiver  shall,  upon  receipt  from  Anjopa  of  all  property  and  cash  pay- 
ments  which  the  Receiver  Is  entitled  to  receive  under  the  terms  of  this  Agree- 
ment, deliver  up  to  Anjopa  the  aforesaid  Eight  Hundred  Thousand  Dollar 
i$fi<>0,000)  note  and  securing  mortgage,  and  the  aforesaid  Nine  Thousand  One 
Hundred  Eighty-Seven  Dollars  and  Fifty  Cent  ($9,187.50)  note  and  securing 
mortgage,  and  shall  execute  In  favor  of  Anjopa  an  appropriate  release  of  any 
and  all  clithns  which  the  Receiver  has  or  may  have  against  Anjopa  and  against 
Joseph  DlCandla  only  with  respect  to  Anjopa's  primary  indebtedness. 

VI 

In  the  event  Anjopa  shall  sell  its  properties  situated  at  Stillwater,  New  York 
(and  more  particularly  described  in  the  aforesaid  mortgage  held  by  the  Receiver 
securing  the  said  Eight  Hundred  Thousand  Dollar  ($800,000)  note),  then  the 
Receiver  shall  release  said  Stillwater  properties,  real  and  chattel,  from  any  Hen 
of  the  said  mortgage  held  by  the  Receiver,  provided,  however,  that  in  exchange 
for  suid  release,  Anjopa  shall  pay  to  the  Receiver  an  account  of  the  Bums  due 
tbe  Receiver  under  this  Agreement,  one-half  (Vj)  of  the  net  proceeds  of  any 
such  sale  remaining  after  the  first  mortgage  on  said  Stillwater  properties  and 
all  taxes  thereon  have  been  discharged.  The  Receiver  shall  apply  any  such 
proceeds  of  sale  received  by  it  upon  the  note  or  notes  provided  for  in  paragraph 
I  hereof,  which  shall  at  the  time  be  last  due. 

VII 

It  is  the  intent  and  agreement  of  the  parties  hereto  that  the  aforesaid  mort- 
gage held  by  the  Receiver  uud  the  said  Bight  Hundred  Thousand  Dollar  (SitOO,- 
000)  note  of  Anjopa  secured  thereby,  shall  remain  in  full  force  and  effect 
according  to  their  terms  until  the  full  amount  due  tbe  Receiver  under  this  agree- 
ment shall  have  been  received  by  the  Receiver,  and  it  Is  expressly  agreed  by 
Anjopa  that  no  provision  of  this  Agreement  shall  be  In  derogation  of  any  right, 
including  specifically  tbe  right  of  foreclosure,  which  the  Receiver  has  or  may 
have  under  any  provision  of  said  mortgage  or  under  the  note  secured  thereby, 
provided,  however,  that  the  Receiver  shall  not  exercise  Its  right  to  foreclose  said 
mortgages  unless  and  until  there  shall  be  a  default  by  Anjopa  under  the  terms 
of  this  agreement.  The  agreements  in  this  paragraph  shall  also  apply  equally 
to  the  aforesaid  mortgage  and  note  payable  to  Joseph  Sirica  and  held  by  the 
Receiver  as  assignee.  It  is  agreed  by  Anjopa  chut  each  of  the  mortgages  given 
by  Anjopa  and  referred  to  in  this  paragraph  is  in  default  under  its  terms.  Noth- 
ing in  this  contract  contained  shall  constitute  any  waiver  by  the  Receiver  of  any 
right  of  (be  Receiver  under  either  of  said  notes  or  securing  mortgages,  la  case 
i  if  default  by  Anjopa  under  this  contract :  and  shall  not  constitute  any  such 
waiver  of  the  right  of  the  Receiver,  in  case  of  such  default,  to  enforce,  by  any 
means,  (he  parment  of  the  sum  of  Nine  Hundred  Thirty-five  Thousand  Two 
Hundred  Eighty-eight  Dollars  and  Thirty-six  Cents  ($935, 288.36)  provided  for 
tn  paragraph  VIII  hereof. 

VIII 

It  is  hereby  expressly  stipulated  and  agreed  by  each  of  the  parties  hereto 
that,  for  the  purposes  of  this  agreement  only  and  the  rights  conferred  here- 
under, that  in  the  event  of  any  default  by  Anjopa  under  the  terms  of  this 
agreement  the  sum  of  Nine  Hundred  Thirty-five  Thousand  Two  Hundred  and 
Kiclit.v-i'icht  Dollars  mid  Thirty-six  Cents  ($935,288.36)  is  fixed  as  the  amount 
which  shall  become  due  and  iiaynMe  hereunder  less  tiny  payments  made  bere- 
utider.  ami  said  Mini  shall.  In  case  of  default,  less  any  payments,  become  due 
and  jmynhle  under  twenty  120)  days'  written  notice  given  by  certified  mail  to 
Anjopa  by  the  Receiver,  The  said  amount  Is  fixed  for  the  purposes  of  this 
nereemem  only  and  to  enable  the  parties  to  settle  and  compromise  the  matters 
herein  set  forth. 
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IX 

In  the  event  of  a  default  by  Anjopa  of  any  obligation  It  has  hereunder,  then 
the  Receiver  shall  nave  the  right,  in  addition  to  all  rights  it  has  bb  aforesaid 
tmder  either  or  both  of  the  said  mortgages,  to  retain  as  its  absolute  property 
(a)  all  sums  paid  by  Anjopa  to  the  Receiver  as  provided  for  in  this  agreement, 
and  (b)  each  and  all  of  the  promissory  notes  which  Anjopa  is  obligated  to 
endorse  and  deliver  to  the  Receiver  under  thin  agreement,  and  (c)  any  payments 
received  or  to  be  received  In  satisfaction  of  the  said  promissory  notes.  The 
Receiver  shall  apply  any  cash  received  as  referred  to  under  (a)  and  (c),  In 
partial  payment  upon  the  aforesaid  sum  of  Nine  Hundred  Thirty-Five  Thousand 
Two  Hundred  Eighty-Eight  Dollars  and  Thirty-Six  Cents  ($835,288.36)  fixed  for 
the  purposes  of  this  agreement  as  set  forth  in  the  preceding  paragraph  of  this 
agreement,  and  Anjopa  shall  remain  liable  for  any  deficiency. 


All  notlees  which  may  or  are  required  to  be  given  under  the  terms  of  this 
agreement  shall  be  given,  unless  otherwise  expressly  agreed  to  by  the  parties 
hereto,  to  Anjopa  at  Napanocb,  New  York,  and  to  the  Receiver  at  Its  office  in 
Ellenville,  New  York,  by  certified  mail. 

XI 

This  agreement  shall  be  binding  upon  and  shall  innre  to  the  benefit  of  tin- 
parties  hereto,  their  successors  and  assigns,  respectively,  and  shall  take  effect 
Immediately  upon  its  execution. 

IN  WITNESS  WHEREOF  the  parties  hereto  have  executed  these  presents,  by 
their  officers  thereunto  doty  authorized,  and  Anjopa  bus  caused  its  corporate  seal 
to  be  affixed  hereto  the  day  and  year  first  above  written. 

Anjopa  Paper  &  Board  Manufacturing  Company,  Inc., 

By  — — ,  — ,  President. 

Attest: 

(seal)  — __,  Secretary. 

FeDKBAL  Deposit  Insurance  Corporation, 
as  Receiver  of  the  Home  National 
Bank  op  Ellenville,  Ellbnville,  New 
York, 

By ,  Liquidator. 

Witness : 

Exhibit  A 


Name  (open  accounts)  : 

Associated  Patents  Co.. 

Ben's  Service  Station 

John  A.  Bo  no  mi... 


John  A.  Bonoml  (Corp.  Loan).. 

B.  B.  Oil  Co 

R.  H.  Brooks  Co 

Consumer's  oil  Slervici 


Joseph  Chlnrello  &  Co.  (Approx.) 

William  H.  Deyo  &  Co.,  Inc 

Dick's  Battery  &  Automotive  Service— 

Ellenville  Scrap  Iron  &  Metal 

Electnt  Supply  Co.,  Inc 

Feuer  Transportation  Co..  inc — 

I.  Frledmiir 


Gotham  Refining  Chemical  Co— 
A.  L.  Green,  Inc 

Goulds  Pumps,  Inc.. 


DeLuxe  Sales  &   Service   (International).. 

B.  D.  Jones  &  Sons_ 

Johnny's  Super  Service  Station 

K  4  C  Electric  Co 
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Nmut'  (ojien  accounts!— Continued  Amouat 

The   Kingston   Print   Sliop 100.06* 

Kelly  Sand  &  Gravel,  Inc 92.00 

Knapp  Metal  Stamping 140.00 

Krushner's   Paint    Store 10.25 

Vincent  J.  LuGamiua 262. 36* 

TO.  22 

- 114. 00 

614. 30* 

056. 19* 

1S3. 32 

132. 08 

964.00* 

K0H.81 

Inc 108. 13 

__  j  Co 100.66 

Heiseh  Transportation,  I  no 118. 06 

How  &   Douglas  Co 12,809.41* 

Sandy  Hill  Iron  &  Brass  Works 3,254.33* 

Shorter  Lumber  &  Piling  Co 1,023.09* 

Sullivan  County  Hearty  Mixed  Concrete  Corp 1,272.00 

Sullivan  Highway  Products  Corp 377.65 

State  Chemical  Corp 141. 10 

Titanium  Pigment  Corp 4, 430. 00* 

Union  Screen   Plate  C 


Taxes  (State.  Town,  County  &  School).. 
I'billp  Wtntner 

A.  Zeitlin.. 


Director,  Internal  Revenue  (FUTA— Ti2  and  '53) 1,255.40 

lirini  Bollnu 4,604.17* 

D'Aniello  Waste  Mnterluis  Corp 27,849.40* 

Thomas  Paper  Stock  Co 1,195. 10* 

Pnlwtu  Bros 3, 000. 39* 

Glove  Company.  Inc 65,759.88* 

(Jiin-ione  Bros.  &  Co.,  Inc 6,  5S4. 77* 

Im[ierlal  Container  Co 517. 63 

l'otro  IVUegrinn 8, 94a  91* 

Poutt.   Bros.,   Inc 16,086.23* 

Roiwlout  I'iiper  Mills 348.78 

Unile.1  Waste  Paper  Co.,  Inc 2, 295.92* 

Victory  Paper  Stock  Co 1,  837. 20 


Sulrfr.lal 213, 233.  S2 

Notes  payable: 

Trnflinohile,  Inc 1,419.09 

Smulv  Hill  Iron  &  ISrass  Works. 3,909.00 

•  14,250.00 


Exhibit  B 
To:   Federal  lVposit   Insurance  Corporation,  Washington  25,  D.  C. 

You  are  rlie  re  elvpr  i,f  tin  Home  National  Bank  irf  Ellenvllle,  Ellenvllle, 
N.  V.  We  (I)  Hie  undersigned  are  a  creditor  of  Anjopa  Paper  &  Board  Manu- 
facturing Co.  Inc.  thereinafter  referred  to  as  Anjopa).  We  are  Informed  that 
Anjopa  is  indebted  to  you  in  diverse  sums  of  money ;  that  on  or  about  December 
20,  11150  Aujimu  eveeilted  u  mortgage  for  $800,000.00  covering  the  realty,  mi- 
chincrv  anil  fixtures  (>f  Aniopa  and  Stillwater  as  security  for  the  repayment 
hi-  Alijopji  (,f  all  sums  duo. 

We  :ire  now  informed  that  Anjopa  proposes  to  liquidate  its  entire  indebted- 
ness in  you  by  paying  you  the  sum  of  s;t00,000.00  In  fnil  discharge  of  all  obUgm- 
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tions,  payable  as  follows;  the  sum  of  $100,000.00  as  evidenced  by  promissory 
notes  executed  l«y  diverse  accounts  receivable  of  Anjopa.  payable  at  various 
times  but  not  in  any  event  more  than  six  months  beyond  tbe  date  of  the  settle- 
ment agreement,  and  the  balance  of  $200,000.00  in  four  equal  semiannual  In- 
stallments of  $50,000,00  each,  commencing  one  year  from  the  date  of  the  settle- 
ment agreement  with  interest  at  5  percent  per  annum  Anjopa  to  have  the  right  to 
prepay  any  installment  In  the  inverse  order  of  payment ;  Anjopa  to  have  a  ten 
'  day  grace  period  after  notice  by  certified  mail  to  pay  any  promissory  notes  not 
paid  when  presented  for  payment ;  tbe  Stillwater  property  to  be  released  from 
tbe  lien  your  mortgage  when  Anjopa  obtains  a  purchaser  therefor,  and  the  net 
proceeds  of  any  such  sale  thereof  after  discharging  prior  liens  and  encumbrances 
against  the  same  shall  be  divided  equally  hetween  Anjopa  and  you  with  the 
amount  you  receive  therefrom  to  be  credited  by  you  against  the  unpaid  balance 
then  existing  under  the  settlement  agreement  in  the  inverse  order  of  payments ; 
Anjopa  to  maintain  fire  insurance  on  the  Kllenville  plant  for  your  and  Its  mutual 
benefit  in  the  amount  of  $175,000.00  which  amount  may  be  scaled  down  as  the 
balance  due  under  the  settlement  agreement  Is  reduced.  When  you  receive  the 
full  sum  to  be  paid  to  you  under  the  settlement  agreement,  a  satisfaction  of  the 
mortgage  shall  be  delivered  to  Anjopa.  If  Anjopa  defaults  in  making  any  pay- 
ment required  under  the  aforesaid  settlement  agreement,  then  the  amount  to  be 
fixed  in  said  settlement  agreement  for  that  purpose,  namely  $025,000.00  shall 
become  due  after  20  days  notice  to  Anjopa  by  certified  mail  and  you  shall  have 
the  right  to  take  any  steps  you  may  deem  necessary  to  enforce  your  rights 
tinder  the  mortgage,  applying  the  amounts  received  under  the  settlement  agree- 
ment against  said  sum  of  $925,000.00  and  Anjopa  to  remain  liable  for  any 
deficiency. 

In  consideration  of  your  entering  into  the  said  settlement  agreement  with 
Anjopa,  and  for  other  considerations  and  to  induce  you  to  rely  on  this  certifica- 
tion, we  do  hereby  certify,  consent  and  agree  that  the  mortgage  in  your  favor 
executed  by  Anjopa  above  mentioned  is  a  good  and  valid  mortgage ;  that  there 
are  no  defenses,  offsets  or  counterclaims  to  the  name  or  to  the  indebtedness 
secured  thereby ;  and  we  do  berehy  waive,  remise  and  release  any  right  or 
claim  we  have  or  may  have  to  challenge  the  same  and  we  acknowledge  its 
validity  and  do  consent  to  the  making  of  tbe  settlement  agreement  between  you 
and  Anjopa  upon  the  terms  above  stated. 

The  undersigned  Is  (1)  a  sole  proprietorship  (2)  a  domestic  corporation  or 
<3)  a  partnership. 

In  Witness  Whereof  the  undersigned  has  caused  its  band  and  seal  to  be 
affixed  by  its  duly  authorized  officer  or  agent  (or  has  executed  these  presents 
under  seal)  this day  of  June,  1957. 


Firm  Name 


Sworn  to  before  me  this .  day  of  June.  10.17,  said  subscriber  being  known 

to  me  to  be  tbe  person  described  In  and  who  executed  and  swore  to  the  above 
Instrument  and  duly  acknowledged  to  me  that  he  executed  the  same  and  was 
authorized  so  to  do. 


Notary  Public 

State  op  New  York, 

County  of ,  m: 

On  the day  of 10 ,  before  me 

came to  me  known, 

who,  being  by  me  duly  sworn,  did  iti-pose  aud  say  that he  resides  at 

in 

;  that be  is  the 


corporation  described  in  and  which  executed,  the  foregoing  instrument ;  that 

he  knows  the  seal  of  said  corporation ;  that  the  seal  affixed  to  said  instrument 

Is  such  corporate  seal;  that  it  was  so  affixed  by  order  of  the  Board  of 

of   said  corporation;   and  that he 

signed  li name  thereto  by  like  order. 
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Schedule  B 
No.  2117 

Treasury  Department,  Office  of  the  Comptroller  or  tub  Cuubkcv 

WASHINGTON,   D.  C. 

Whereas,  From  information  on  file  in  this  Bureau,  I  am  satisfied  that  "The 
Hume  National  Bunk  of  Ellenvllle,"  located  In  the  Village  of  Ellenvllle,  County 
of  Ulster,  and  State  of  New  York,  is  Insolvent  and  unable  to  meet  the  demands 
nf  its  depositors  und  unable  to  pay  its  just  and  legal  debts : 

Now,  Therefore,  I,  Ray  M.  Gidney,  Comptroller  of  the  Currency,  in  pursuance 
of  the  power,  duty,  and  authority  vested  in  me  by  law,  do  hereby  appoint  the 
Federal  Deposit  Insurance  Corporation,  Receiver  of  "The  Home  National  Bank 
of  EUenville,"  with  all  the  power,  duties,  and  responsibilities  given  to  or  Imposed 
upon  a  Receiver  under  the  provisions  of  the  laws  of  the  United  States  which 
authorize,  and/or  direct,  the  appointment  of  such  Receiver. 

In  witness  whereof,  I  have  hereto  subscribed  my  name  und  caused  my  seal 
of  office  to  be  affixed  to  these  presents,  at  the  City  of  Washington,  in  the  District 
of  Columbia,  this  fourth  day  of  December,  A.  D.,  1056. 

B,  M-  GiDirar, 
Comptroller  of  the  Currency. 
[Endorsement] 
State  of  New  York  Supreme  Court,  County  of  Ulster 

In  the  Matter  or  the  Application  of  the  Federal  Deposit  Insurance  Corpo- 
ration, as  Receiver  of  the  Home  National  Bank  of  Rllenvtuj!,  New  York. 
For  Authority  to  Sell  Assets  as  Require)!  by  Title  12,  U.  S.  C,  Section  192 

copy  op  order 

Raymond  3.  Mino,  Attorney  for  Petitioner 

Office  and  Tost  Office  Address,  78  Main  Street,  Kingston,  N.  Y. 

Mr.  Multeb.  Now,  we  were  talking  about  the  deposits  a  £bw  mo- 
ments ajro.  The  amount  of  $70  billion  that  yon  referred  to,  was  that 
the  demand  deposits  or  all  deposist '. 

Mr.  Gidney.  Demand  deposits. 

Mr.  Multer.  What  is  the  amount  of  the  time  deposits  ? 

Mr.  Gidney/.  And,  Mr.  Multer,  I  was  sticking  to  the  national  banks 
in  that  instance. 

Mr.  Multer.  Yes,  }ust  national  banks. 

Mr.  Gidney.  The  time  deposits  were  $2C  billion. 

Mr.  Multer.  And  they  draw  interest? 

Mr.  Gidney.  Yes. 

Mr.  Multeb.  At  what  rates? 

Mr.  Gidney.  Varying  rates.  I  couldn't  summarize  that.  Not  to 
exceed  '■'•  percent,  of  course. 

Mr.  Multer.  That  is  the  maximum  fixed  by  law  t 

Mr.  Gidney.  For  national  banks,  fixed  by  regulation  of  the  Federal 
Reserve  Board. 

Mr.  Multer.  By  virtue  of  what  authority  ? 

Mr.  Gidxet.  The  Federal  Reserve  Act. 

Mr.  Multer.  The  statute  gives  you  the  right  to  fix  the  interest  pay- 
able on  time  deposits? 

Mr.  Gidney.  The  Federal  Reserve  Board ;  that  is  right. 

Mr.  Multer.  And  that  varies  from  place  to  placet 

Mr.  Gidney.  Yes,  as  to  the  actual  rate  paid,  but  not  as  to  the  maxi- 
mum permitted. 
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Mr.  Multer.  And  bank  to  bank  ? 

Mr.  Gidnet.  And  bank  to  bank. 

Mr.  Multer.  Included  in  those  time  deposits  are  there  any  inter- 
bank deposits  * 

Mr.  Gidnet.  There  could  be  some. 

Mr.  Multer.  You  have  no  separate  record  of  what  they  amount  to  t 

Mr.  Gidney.  No- 
Mr.  Multer.  Could  you  get  that  for  us? 

Mr.  Gidnet.  I  think  that  would  be  impossible  to  obtain. 

Mr.  Pathan.  Mr.  Chairman,  will  the  gentleman  yield? 

Mr.  Multer.  Yes. 

Mr.  Patman.  Since  most  of  the  interbank  deposits  are  in  300  banks, 
■would  it  be  possible  for  you  to  get  the  amount  of  time  interbank 
deposits  as  well  as  the  amount  of  demand  interbank  deposits,  as  Mr. 
Multer  requested. 

Mr.  Gidney.  I  think  it  is  practically  impossible,  because  it  is  cer- 
tainly not  differentiated  in  the  reports  of  condition. 

Mr.  Patman.  In  your  next  report,  couldn't  you  ask  for  that  in- 
formation ? 

Mr.  Gidnet.  I  don't  think  it  is  important  enough  to  do  so.  I  think 
it  is  very  little. 

Mr.  Patman.  We  think  it  is  important. 

Mr.  Gidnet.  We  don't  draw  that  out  in  our  examination  reports. 

Mr.  Jennings.  No;  we  don't.  I  don't  know  of  a  single  bank  that 
is  accepting  deposits  from  another  bank  and  paying  interest  on  them 
-on  a  time  basis. 

Mr.  Multer.  Do  you  review  the  amount  of  interest  paid  by  banks 
on  time  deposits? 

Mr.  Gidney.  I  believe  that  is  done  by  the  examiner. 

Mr.  Multer.  And  in  making  his  examination,  he  reviews  the  rate 
of  interest  paid  to  determine  whether  or  not  the  bank  is  earning  it 
and  can  afford  to  pay  it? 

Mr.  Gidnet.  That  comes  out  in  the  overall  review  of  the  bank's 
activities. 

Mr.  Multer.  And  if  he  finds  in  any  particular  instance  that  the 
bank  is  paying  a  rate  of  interest  on  time  deposits  higher  than  it  should 
be  paying,  he  calls  that  to  the  attention  of  management  ? 

Mr.  Gidnet.  I  think  that  it  would  be  a  very  unusual  case  where 
that  has  come  up.  Of  course,  the  rate  has  come  up  to  3  percent  lately, 
and  it  might  be  difficult  for  an  examiner  or  anyone  else  to  say  that 
that  particular  part  of  their  business  was  out  of  line. 

Mr.  Multer.  Is  the  rate  being  paid  by  national  banks  now  across 
the  country  at  the  limit  of  3  percent  ? 

Mr.  Gidney.  Not  everywhere. 

Mr.  Multer.  .Some  places  it  is  still  under  3  percent  ? 

Mr.  Gidkey.  Yes. 

Mr.  Multer.  Now,  whether  the  bank  examiner  does  it  or  not,  is  it 
not  his  duty  to  inquire  into  whether  or  not  the  bank  is  earning  suffi- 
cient to  pay  the  rate  that  it  is  [laying  on  its  time  deposits? 

Mr.  Gidnkt.  Oh,  that  appears  in  the  examination  report,  the  facf 
■of  what  their  earnings  are.  Of  course,  that  is  something  that  is  con- 
sidered us  to  (lie  standing  of  the  bank. 
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Sir.  Mri-TKH.  Ami  whether  it  occurs  once  or  more  frequently,  when 
it  does  occur,  it  is  the  duty  of  the  examiner  to  call  th;it  to  the  attention 
of  the  management  of  the  bank  ? 

Mr.  Gidnky.  If  that  were  the  significant  factor  in  the  situation. 

Mr.  Mii/n:u.  Suppose  it  wen;  only  an  insignificant  factor  in  the 
management,  shouldn't  lie  call  it  to  the  attention  of  the  bank? 

Mr.  Oidjtkv.  Not  if  it  were  an  insignificant  factor,  certainly  not. 

Mr.  Mii.i-  .  Can  it  ever  be  an  insignificant  factor  if  the  rate  is 
higher  than  tl;e  hank  is  earning? 

Mr.  Giivxky.  Well,  when  yon  are  speaking  of  what  the  bank  is  earn- 
ing, do  you  mean  gross,  net,  what?  All  of  those  things  have  to  be 
taken  together,  and  what  part  of  the  earnings  of  the  bank  are  you 
referring  to? 

Mr.  Mrri.TEB.  In  other  words,  you  think  it  would  be  all  right  for  a 
bank  to  be  earning  4  percent  gross,  and  after  it  takes  off  its  expenses 
it  only  has  2  percent  left- — I  am  taking  arbitrary  figures 

Mr.  Giivxky.  That  is  a  good  way  to  approach  it. 

Mr.  Mvj.tkk.  It  has  no  relation  to  the  actual  situation. 

Mr.  Ginxrv.  Nevertheless,  it  is  a  good  way  to  approach  it. 

Mr.  Mvi.tk.ii.  Vet,  with  that  condition  prevailing,  you  would  permit 
it  tii  pav  o  percent  on  its  time  deposits? 

Mr.  Gidney.  Well,  what  part  of  its  deposits  are  time? 

Mr.  Miii/tf.r.  Fifty  percent. 

Mr.  Gibxey.  Well,  I  think  they  might  find  that  they  were  heading 
for  trouble;  and.  if  I  saw  that,  I  would  suggest  it  to  them.  If  there 
were  cases  as  glaring  as  that,  I  think  the  matter  would  be  culled  to  their 
attention. 

Mr.  Jenxinus.  If  the  examiner  didn't  call  it  to  the  attention  of  the 
bank,  each  bank's  report  is  very  carefully  reviewed  by  the  chief  exam- 
iner in  Washington,  and  we  could  call  it  to  the  attention  of  the  bank  in 
the  form  of  a  letter  from  our  office. 

Mr.  Mn.TKK.  If  the  bank  examiner  called  it  to  management's  atten- 
tion and  management  did  not  do  anything  about  it,  you  here  in  Wash- 
ington would  do  something  about  it? 

Mr.  Jexnixijs.  If  it  became  a  serious  matter,  we  could  take  action; 
yes,  sir. 

Mr.  Mri.rKH.  Now.  that  kind  of  control  and  that  kind  of  supervision 
and  that  kind  of  recommendation  with  respect  to  the  time  deposits, 
.Mr.  (Sidney,  is  not  regimentation  ? 

Mr.  Gioxkv.  Well,  all  supervision  has  some  elements  which  might 
he  so  called.  The  philosophy  of  this  country  is  that  bank  supervision 
is  a  desirable  and  necessary  thing,  and  it  carries  some  elements  of 
regimentation  in  it,  of  course. 

Mr.  Mii.tei:.  How  many  more  elements  of  regimentation  does  it 
carry  with  it  than  to  regulate  and  supervise  the  amount  of  interest 
that  may  be  paid  on  demand  deposits? 

Mr.  (iinXKY.  I  just  don't  quite  get  your  question  on  that. 

Mr.  Mri,Ti:n.  Well,  to  what  extent  is  there  any  more  or  any  greater 
element  of  regimentation  in  supervising  and  regulating  the  interest 
I  hat  may  be  payable  on  demand  deposits  than  there  is  in  supervising 
and  regulating  the  rate  of  interest  that  may  be  paid  on  time  deposits? 
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Mr.  Gidnet.  Of  course,  under  the  law  hb  it  is,  we  don't  have  oc- 
casion to  supervise  and  regulate  interest  paid  on  demand  deposits 
because  Congress  has  enacted  a  law  which  settles  that.  That  isn't 
left  to  supervision  and  regulation.    That  is  prescribed. 

Mr.  Multer.  Yes.  You  have  neatly  evaded  my  question,  Mr.  Gid- 
ney.  You  raised  the  question  in  answer  to  Mr.  Putman's  question  that 
it  would  be  regimentation  to  try  to  regulate  and  supervise  demand 
deposits.  Now  I  want  to  know  how  much  more  regimentation  there 
would  be  in  regulating  and  supervising  interest  rates  on  demand  de- 
posits than  there  is  in  regulating  and  supervising  the  rate  of  interest 
on  time  deposits. 

Mr.  Gidney.  Well,  I  think  I  just  don't  recognize  what  was  said 
before  or  Mr.  Patman's  statement  in  what  you  have  said. 
!  Mr.  Multer.  Well,  did  vou  use  the.  worn  "regimentation"  before? 

Mr.  Gidney.  I  possibly  did,  and  Mr.  Patman  did,  but 

Mr.  Multer.  Not  Mr.  Patman ;  you  did. 

Mr.  Gidney.  Mr.  Patman  did,  also.  We  both  used  "regimentation" 
for  our  own  particular  discussion.  But  I  don't  think  your  question 
admits  of  an  answer. 

Mr.  Multer.  Well,  let  me  refrnme  it,  then. 

Let's  assume  that  the  law  is  now  changed  and  the  Congress  rewrites 
into  the  law  permission  to  pay  interest  on  demand  accounts,  and  the 
banks  now  may  pay  interest  on  demand  accounts  within  a  certain 
maximum  rate  of  interest,  which  we  fix  in  the  statute,  and  that  we 

Slace  upon  the  supervising  agency,  the  Federal  Reserve  Board  and 
'PIC  and  the  Comptroller's  Office,  the  duty  to  supervise  and  regulate 
the  rate  of  interest  within  that  maximum  that  shall  he  paid  on  demand 
deposits  by  the  banks ;  is  there  any  more  regimentation  in  that  kind  of 
law  and  that  kind  of  regulation  than  there  is  in  the  regulation  in  the 
law  applying  to  time  deposits? 

■  Mr.  Gidney.  I  think  the  regulation  and  regimentation  would  be 
very  much  of  the  same  order. 

Mr.  Multer.  So  I  think  it  is  safe  to  say  we  can  eliminate  as  a  reason 
for  not  requiring  the  banks  or  permitting  the  banks  to  pay  interest 
on  demand  deposits  any  element  of  regimentation. 

Mr.  Gidney.  Well,  I  don't  think  putting  names  on  things  is  a  very 
helpful  way  to  get  at  sound  principles  and  pract  ices. 

Mr.  Multer.  I  am  in  complete  agreement.  That  is  why  I  want  to 
eliminate  the  name  calling  as  to  any  provision  of  this  statute,  that,  we 
may  change,  or  any  provision  of  this  bill  that  we  either  want  to  oppose 
or  sponsor.  And  I  want  to  see  if  we  can't  get  to  the  fundamentals  in 
support  of  these  different  propositions  or  in  opposition  to  them,  rather 
than  just  use  some  names  that  may  cast  aspersion  upon  an  argument 
that  may  be  made  for  or  against  a  particular  part  of  the  bill. 

Mr.  Brown.  Mr.  Gidney,  you  can  be  back  tomorrow,  can  you? 

Mr.  Gidney.  Yes,  sir;  at  10  o'clock. 

Mr.  Brown.  The  committee  now  adjourns,  to  reconvene  at  10  o'clock 
tomorrow. 

(Whereupon,  at  12  o'clock  noon,  the  committee  adjourned,  to  re- 
convene at  10  a.  m.,  Thursday,  August  8, 1057.) 
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(Additional  data  submitted  by  the  Comptroller  of  the  Currency — 
Stock  options:) 

treasury  dkp  art  me. nt, 
Comptroller  op  the  Currency, 
Washington,  D.  C,  August  13, 10S~. 
Hon.  Brest  Spejjce, 

Chairman,  Haute  Banking  and  Currency  Committee, 
House  of  Representative*,  Washington,  D.  C. 

My  Dear  Mr.  Chairman  :  During  the  course  of  t Lie  hearings  on  3.  1451  and 
H.  It.  702fi  there  has  been  much  discussion  of  stock  options.  We  believe*  It  would 
lie  helpful  to  the  committee  to  describe  hriefly  the  requirement*  which  stock 
options  must  meet  to  qualify  as  restricted  stock  options  under  the  Internal 
Revenue  Code  of  11)54. 

To  qualify  as  a  restricted  stock  option,  an  option  must  be  granted  l»y  nn  em- 
ployer corporation  to  one  of  its  employees  for  reasons  connected  with  bis  employ- 
ment. At  the  time  the  option  is  granted  the  option  price  must  be  at  least  S3 
Hereout  of  the  fair  market  value  of  the  stock.  The  option  must,  by  its  terms,  lie 
not.  transferable  otherwise  than  by  will  or  the  laws  of  descent  and  distribution, 
it  ml  must  be  exercisable  during  the  lifetime  of  the  owner  only  by  hini.  It  must 
not  twj  exercisable  after  the  expiration  of  10  years  from  the  date  the  option  la 
grunted. 

If  at  the  time  the  option  la  granted  the  Individual  to  whom  It  la  granted  owns 
more  than  10  percent  of  the  voting  stock  of  the  employer  corporation,  the  option 
price  must  be  at  least  110  percent  of  the  fair  market  value  of  the  stock,  and  the 
option  must  not  he  exercisable  after  the  expiration  of  fi  years  from  the  date  the 
option  la  granted. 

If  a  stock  option  meets  these  requirements,  and  If  the  stock  Is  not  disposed  of 
within  2  years  of  the  date  the  option  was  granted,  and  If  the  stock  is  held  for 
ut  least  B  months  after  the  option  Is  exercised,  upon  sale  of  the  stock  the  seller 
is  taxed  at  capital  gains  rates  on  the  difference  between  the  price  he  paid  for 
the  stock  and  the  price  ut  which  it  la  sold,  the  same  as  for  all  investors.  How- 
ever, if  the  option  price  at  the  time  the  option  was  granted  was  less  than  95  per- 
cent of  the  fair  market  value  (It  may  not  he  less  than  85  percent),  then  when 
the  stock  is  sold  the  difference  between  the  option  price  and  the  fair  market 
value  at  the  time  of  the  granting  of  the  option  Is  taxed  as  ordinary  Income. 

At  the  time  of  the  hearings  It  was  indicated  that  stock  options  could  be  used  In 
State  banks  in  at  least  one  State,  California.  We  wish  to  point  out  that  stock 
options  may  he  used  In  State  hanks  in  at  least  17  States.  The  remaining  SI 
States  have  no  statutes  on  the  subject  so  that  It  cannot  be  stated  with  certainty 
whether  or  not  stock  option  plans  could  he  used  In  those  States.  The  IT  States 
which  would  permit  stock  options  plans  to  be  used  by  State-chartered  banks  are: 
California,  Colorado,  Delaware,  Idaho,  Kansas,  Maine,  Maryland,  Michigan, 
Montana,  New  Mexico,  North  Carolina,  North  Dakota,  Ohio,  Oklahoma,  Oregon, 
I'ttth,  Virginia. 

Sincerely  yours, 

Bay  M.  GtD.NET.  Comptroller  of  the  Currency. 
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thuhsday,  august  8,  1957 

House  op  Representatives, 
Committee  ok  Banking  and  Currency, 

W aaMngton,  D.  C. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman) 
presiding. 

Present:   Chairman  Spence  (presiding),  Messrs.  Brown,  Patman, 
Multer,  Barrett,  Mrs.  Sullivan.  Mrs.  Griffiths,  Messrs.  Vanik,  Coad, 
Anderson,  Talle,  McDonough,  Widnall,  Betts,  Mumma,  Bass,  Seely- 
Brown,  Henderson,  and  Chamberlain. 
The  Chaihman.  The  committee  will  be  in  order. 

further  statement  op  hon.  ray  m.  gtdney,  comptroller 
of  tee  currency;  accompanied  by  l.  a.  jennings,  deputy 
comptroller ;  and  boy  t.  enqlebt  and  george  e,  hoconley, 
legal  division,  office  of  the  comptroller  of  the 
Currency 

The  Chairman.  Mr.  Gidney,  there  seems  to  be  influence  being  used 
to  permit  the  national  banks  to  underwrite  revenue  bonds. 

What  is  your  opinion  on  that? 

Mr.  Gidnet.  There  has  been  a  bill  introduced  in  the  Senate,  I  be- 
lieve, and  we  have  been  asked  our  opinion,  and  it  is  going  through 
the  Treasury  and  we  have  not  expressed  an  opinion  on  it  as  yet. 

There  are  people  who  would  like  to  have  that  done,  and  there  are 
others  who  would  oppose  it,  and  we  haven't  forwarded  an  opinion  as 
yet.    It  is  up  to  the  Treasury  and  the  Bureau  of  the  Budget. 

The  Chairman.  It  would  be  a  rather  revolutionary  proceeding, 
Would  it  not  ?     They  have  never  had  that  power  before. 

Mr,  GroNEY.  Well,  they  underwrite  municipal  bonds,  general  obli- 
gations of  States  and  municipalities,  and  this  proposed  bill  would 
extend  it  to  the  revenue  issues  which  are  not  general  obligations. 

The  Chaihman.  They  never  have  had  that  power. 

Mr.  GmNET,  I  think  they  had  it  before  the  Banking  Act  of  1933 
or  1935,  except  that  there  were  very  few  cases  of  that  type  of  issue 
at  that  time. 

The  Chaihman.  When  will  your  opinion  be  available  t 

Mr.  GroNET.  The  last  time  we  talked  about  it,  it  looked  like  it 
might  be  2  or  3  weeks. 

Mr.  Jennings.  The  proposed  reply  of  the  Treasury  Department  is 
at  the  Bureau  of  the  Budget  now.  The  Board  of  Governors  of  the 
Federal  Reserve  System,  the  Federal  Deposit  Insurance  Corporation 
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and  possibly  other  agencies  hare  been  asked  for  their  opinions.  It 
is  my  understanding  that  the  Bureau  of  the  Budget  will  call  for  a 
meeting  of  the  several  agencies  to  iron  out  what  may  be  differing;  views 
on  the  matter.    That  will  take  place,  I  believe,  late  this  month. 

The  Chairman.  Are  hearings  being  held  on  that  bill  in  the  Senate 
now? 

Mr.  Gidney.  I  don't  believe  so. 

Mr.  Multer.  Mr.  Chairman. 

The  Chairman.  Mr.  Multer. 

Mr.  Multer.  I  would  like  first  to  ask  permission  to  put  some  matters 
in  the  record,  hut  before  I  do,  since  you  touched  on  this  subject  of 
financing  bond?,  I  would  like  to  ask  Mr.  Gidney  to  give  us  his  own 
opinion  at  this  time,  with  the  understanding  that  it  has  not  been 
cleared  by  the  Bureau  of  the  Budget,  his  own  opinion  on  the  subject, 

Mr.  Gidney.  Well,  I  don't  wish  to  take  a  position  on  it  at  this  time 
until  we  have  had  opportunity  to  arrive  at  a  common  understanding  in 
the  Treasury. 

Mr.  Multer.  That  is  just  the  point  I  am  trying  to  make  here. 
When  we  sent  for  various  representatives  of  Government  agencies, 
some  of  which  are  supposed  to  act  independently  of  one  another,  we 
are  entitled  to  ask  for  the  opinion  of  the  head  of  the  department  with- 
out regard  to  what  the  head  of  some  other  department  may  urge  it 
to  do.  I  think  this  committee  is  entitled  to  have  your  opinion  as  the 
Comptroller  of  the  Currency,  without  regard  to  what  some  other 
department  of  the  Government  may  desire  to  send  up  here  as  their 
opinion. 

Mr.  Gidney.  I  would  prefer  not  to  express  an  opinion  at  this  time. 

Mr.  Multer.  I  can't  compel  you  to,  except  I  think  it  is  a  sad  reflec- 
tion on  our  supervision  of  banking  and  banks  when  the  Comptroller 
of  the  Currency  will  not  give  us  his  opinion  on  so  important  a  matter 
as  this,  without  consulting  and  conferring  and  trying  to  come  up  with 
one  opinion  as  the  opinion  of  all  banking  authorities  in  the 
Government. 

Mr.  Gidney.  Is  there  a  bill  on  this  subject  pending  in  the  House? 

Mr.  Multer.  The  matter  is  relevant  to  the  bill  that  is  before  us  now, 
and  we  should  know  whether  or  not  we  should  do  anything  with 
reference  to  that  in  this  bill  that  we  are  considering  here. 

The  Chairman.  There  is  no  bill  pending  in  the  House,  but  it  seemed 
to  me  it  was  going  pretty  far  to  allow  banks  to  underwrite  the  revenue 
issue.  It  is  a  very  different  matter  to  permit  them  to  purchase  reve- 
nue bonds  for  their  portfolio  and  not  underwrite  the  issue. 

Mr.  Gidney.  It  is  a  very  important  subject,  and  I  don't  want  to 
give  a  hasty  opinion  on  it.  Later  I  hope  we  shall  be  able  to  give  an 
opinion,  before  very  long. 

The  Chairman.  You  expect  to  give  us  an  opinion  in  a  few  weeks? 

Mr.  Gidney.  I  think  we  have  been  asked  by  the  chairman  of  the 
Senate  committee,  and  of  course  we  should  be  glad  to  send  you  what 
we  send  to  him. 

Mr.  Multer,  I  have  no  objection,  Mr.  Chairman,  to  Mr.  Gidney, 
taking  all  of  the  time  he  needs  to  arrive  at  his  opinion  and  conclusions 
and  his  l-ecommendations.  Mr.  Gidney,  what  I  was  pressing  for  was 
your  independent  opinions,  independent  of  any  other  Government 
agency  or  what  the  bankers  may  suggest. 
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Mr.  Gidnet.  I  think  it  appropriate  that  I  withhold  it  at  this  tima. 

Mr.  Multer.  I  won't  press  you  for  it 

The  Chairman.  I  think  Mr.  Gidney  is  on  perfectly  sound  ground. 
If  he  doesn't  want  to  give  an  opinion  now,  he  can  await  the  opinion  of 
his  own  Department. 

Mr.  Gidnet.  It  has  not  expressed  the  opinion  yet.  It  is  working 
on  it. 

The  Chairman.  I  want  the  opinion  of  your  Department. 

Mr.  Gidnet,  Yes,  sir,  that  is  wnat  you  shall  have. 

Mr.  Multer.  Mr.  Chairman,  may  I  have  permission  to  put  in  the 
record  at  this  point  a  letter  from  the  president  of  the  First  National 
Bank  of  Pleasanton,  Calif.,  dated  July  31, 1957,  on  the  matter  of  bank 
financing,  a  letter  from  the  American  Stock  Exchange,  dated  July  30, 
1957,  a  letter  of  July  31,  1957,  from  the  New  York  Stock  Exchange, 
the  last  two  letters  advise  as  to  the  listing  of  stock  on  those  exchanges, 
an  article  that  appeared  in  the  Consumers  Report  of  August  1957  on 
credit  controls,  a  comparative  statement  of  cash  dividends  paid  bank 
stockholders,  dated  May  9,  1957,  and  a  comparative  statement  dated 
July  1,  1957,  of  the  average  daily  net  demand  and  time  deposits,  to- 
gether with  a  reference  to  bank  profits,  and  also  a  speech  that  appeared 
in  the  Congressional  Record  of  yestei'day  by  Congressman  Frank 
Thompson  of  New  Jersey  on  the  question  of  credit  controls. 

May  I  have  permission  to  put  those  in  the  record,  please? 

The  Chairman.  The  speech  is  available  to  the  members. 

Mr.  Multer.  WelL  it  will  probably  save  the  necessity  of  Congress- 
man Thompson  coming  in  here  and  presenting  a  long  statement  on 
the  same  subject. 

Mr.  Betts.  If  he  came  in,  though,  we  would  have  a  chance  to  ques- 
tion him. 

Mr.  Multer.  Well,  if  the  members  desire  to  question  him,  I  am  sure 
he  will  submit  himself  to  questioning, 

Mr.  Betts.  I  know. 

Mr.  Multer.  It  would  be  helpful  to  the  members  to  read  his  state- 
ment in  advance  of  his  appearing  here,  so  that  you  can  question  him 
on  the  subject  matter  of  his  speech. 

The  Chairman.  Is  there  objection  ?    I  hear  none. 

Mr.  Multer.  Thank  you. 

(The  letters  and  speech  referred  to  follows:) 

The  First  National  Bane  of  Pleasanton, 

Pleaeanion,  Calif.,  July  SI,  1957. 
Hon.  Abba  ham  J.  Multer, 

United  States  Bouie  of  Representative!, 

Washington,  D.  0. 
Dbab  Conobebbhan  Multer:  I  have  beeo  battling  the  ABA  on  a  number  of 
points,  believing  that  organization  is  dominated  by  the  larger  banks  and  its 
views  are  slanted  accordingly.  I  particularly  differ  with  the  ABA  relative  to 
proposed  small  -bus  I  n  ess  legislation.  I  am  glad  that  yon  attempted  to  pin  them 
down,  as  I  see  from  the  clipping  from  the  Congressional  Record  yon  attempted 
to  do.  I  note,  too,  that  the  American  Banker  In  its  issue  of  July  29  commented  on 
this. 

The  ABA  with  Its  contention  that  "holding  company  banking  Is  different  from 
branch  banking"  and  in  Its  efforts  to  prevent  the  adoption  of  the  Douglas  amend- 
ment on  the  Senate  side  during  the  recent  preenactment  period  of  the  Bank  Hold- 
ing Company  Act  of  1966,  hurt  us  tremendously.  But  we  Independent  bankers 
hope  to  make  them  change  their  tune.  The  Issue  of  the  American  Banker  men- 
tioned ahove  also  contains  an  opinion  of  the  attorney  general  of  the  State  of 
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Texas  which  I s  headed  "Texas  Ruling  Equates  Holding  Company  Operations  With 
Illegal  Branch  Banking." 

As  to  tight  credit,  our  bank  has  money  to  lend  and  I  believe  moat  of  the  smaller 
banks  of  the  country  have  been  able  to  take  care  of  their  customers'  needs.  But, 
of  coarse,  the  higher  rates  hurt  every  borrower  and,  as  a  cost  of  doing  business, 
tend  to  push  prices  higher.  The  smaller  borrower,  percentagewise,  has  undoubt- 
edly felt  the  Increased  cost  of  borrowing  more  than  the  big  borrower.  As  to  long- 
term  financing,  present  conditions  have  tended  to  dry  up  the  source  of  such  funds.. 

I  think  your  challenge  to  the  ABA  should  produce  some  Interesting*  results. 

Appreciating  the  efforts  of  yourself  and  others  in  behalf  of  all  small  business, 
I  am 

Sincerely  and  cordially, 

Harry  Harding.  President. 

Amerioah  Stock  Exchanox. 

Division  or  SkcuamEs, 
Veto  York,  N.  ¥.,  July  39,  19S7. 
Hon.  Abraham  J.  Muiter, 

Congressman,  House  of  Representative*, 

Congress  of  the  United  States,  Washington,  D,  C. 
Deah  Mb,  M  oxter  :  Tour  letter  of  July  26  addressed  to  Mr.  Edward  T.  McCor- 
rolck,  president  of  this  exchange,  has  been  referred  to  me  for  reply  In  Mr.  McCor- 
mlck's  absence. 

In  response  to  your  inquiry,  please  be  advised  that  the  stock  issues  of  no  domes- 
tic banks  are  listed  on  this  exchange.  However,  the  stock  issues  of  two  foreign 
banks  ure  admitted  to  dealings  on  this  exchange,  viz:  The  American  shares  of 
Banco  de  los  Andes  (Colombia)  and  the  American  shares  representing  the  stock 
of  City  Savings  Bank,  Ltd.  (Budapest,  Hungary).  Dealings  in  the  latter  Issue 
have  been  suspended  by  this  exchange  since  December  IT,  1041. 
I  trust  that  this  complies  satisfactorily  with  your  request,  and  remain 
Very  truly  yours, 

Bebnakd  H.  Haas,  Director. 

New  York  Stock  Exchange. 
New  York,  .V.  Y.,  Jul?  31,  1957. 
Hon.  Abba  ham  J.  Multeb, 

Congress  Of  the  United  States, 

House  of  Representatives,  Washington,  D.  C. 
My  Dear  Congressman  :  In  reply  to  your  inquiry  of  the  26th,  the  securities 
of  Marine  -Midland  Corp.  and  Transamerlca  Corp.,  are  listed  and  registered  on 
the  New  York  Stock  Exchange.     We  regard  both  companies  as  bank-holding 
companies. 

The  securities  of  General  Contract  Corp.  are  also  listed  and  registered  In  this 
exchange.  White  this  company  is  predominantly  a  finance  company.  It  does 
own  the  stock  of  a  group  of  mldwestern  banks,  and  Is  registered  under  the  Bank 
Holding  Company  Act. 

At  the  present  time  there  are  no  securities  of  any  operating  bank  listed  on  this 
exchange. 

I  understand  thnt  Congressman  Keogh  has  arranged  an  appointment  with  you 
for  John  Haire,  a  vice  president  of  the  exchange,  on  Tuesday,  August  B,  at  2  p.  in- 
to discuss  the  exchange's  position  on  section  23  of  the  Financial  Institutions  Act. 
1  am  sorry  I  shall  lie  away  on  vacation  at  that  time. 
Sincerely  yours, 

O.  K-srr-a  Funstoit. 


,yGoogIe 


FINANCIAL   INSTITUTIONS   ACT   OP    1957  677 

tVntm  Consumers  Keporbi.  AngDM  1B07] 

Economics  fob  Consukebs— A  New  Apf-boach  to  Cbcdit  Oontbols 

President  Elsenhower's  recent  decision  not  to  ask  for  controls  over 
consumer  credit  leaves  a  major  Issue  unresolved.  CD  believes  that 
Government  action  Is  urgently  needed  In  a  fresh  direction — to  pro- 
tect those  who  buy  on  time  from  the  sharp  practices  of  some  Install- 
ments sellers. 

AC  the  end  of  1955,  President  Elsenhower  asked  the  Federal  Reserve  Board 
to  make  a  stndy  of  the  status  of  consumer  debt.  During  that  year,  Installment 
credit  had  increased  by  $5Vi  billion,  to  a  total  of  $28  billion.  It  had  been  the 
Tear  of  blitz  car  sales— both  new  and  used  cars  advertised  with  100  percent 
financing  pins  easy  terms,  which  usually  meant  a  small  loan  on  top  of  the  In- 
stallment loan,  and  36  to  48  months  to  pay  off  the  total.  During  that  year, 
also,  the  rug  industry  put  steam  behind  Its  nothing-do wn-and-3-y ears-to-pay  terms 
for  wall-to-wall  carpeting.  Department  stores  all  over  the  country  began  boom- 
ing their  revolving  credit  schemes — setups  which  allow  for  a  kind  of  installment 
payment  of  charge  accounts.  Airplane  companies  advertised  travel  ou  the  cuff. 
Hardware  stores  Joined  In  the  credit-selling  parade,  and  even  Woolwortb's 
launched  a  promotion  of  time-payment  buying.  In  short,  the  promotion  of  credit 
bit  a  peak  in  1955  and  consumers  went  into  debt  at  a  record-breaking  pace. 

The  Federal  Reserve  Board  attempted  to  determine  whether  or  not  the 
amount  of  consumer  credit  outstanding  was  a  threat  to  the  economy — whether 
or  not  bo  much  consumer  debt  might  hasten  a  depression,  feed  an  Inflation, 
or  distort  the  overall  savings  and  investment  patterns  of  the  Nation.  Late  this 
epring  Its  study  was  completed  and  published  In  six  huge  volumes.  On  the 
basis  of  these  findings,  presumably,  together  with  the  fact  that  there  has  been 
a  slowdown  la  the  rate  of  accumulation  of  new  consumer  debt  in  the  past  2  years. 
President  Elsenhower  announced  recently  that  he  would  not  ask  Congress  for 
the  right  to  impose  controls  over  consumer  credit 

This  announcement  was  received  with  great  acclaim  by  the  rapidly  growing 
army  of  credit  sellers.  They  had  said  all  along,  they  pointed  out,  that  consumer 
debt  was  not  only  sound  but  economically  necessary  to  the  mass  distribution 
of  a  high  standard  of  living.  And  now,  from  the  highest  office  in  the  land,  they 
felt  they  had  received  continuation  of  their  stand,  In  opposition  to  those  who 
had  criticized  the  rapidly  mounting  debt  and  who  felt  that  some  kind  of  con- 
trol would  be  a  safeguard  to  the  economy  as  a  whole.  In  fact,  the  various  or- 
ganizations of  retailers  who  sell  on  credit  were  so  jubilant  at  the  President's 
announcement  that  the  head  of  the  Foundation  for  the  Promotion  of  Con- 
sumer Credit,  William  Cheyney,  issued  a  warning.  At  the  moment  he  said, 
consumer  credit  seems  to  be  clear  of  any  threat  of  governmental  control ;  but 
credit  sellers  must  not  relax,  because  the  Issue  will  surely  come  up  again. 

He  probably  Is  right.  The  next  time  the  Issue  of  controls  over  consumer 
credit  arises,  however,  and  the  next  time  a  Government  agency  spends  so  much 
time  and  effort  In  an  attempt  to  And  the  facts,  the  approach  will  have  to  be 
horn  a  different  point  of  view,  if  the  public  welfare  is  to  be  served.  For  the 
Federal  Reserve  Board  set  up  its  survey  with  the  notion  that,  if  controls  were 
necessary,  the  only  kind  required  would  be  something  like  that  which  we  had 
during  World  War  II  and,  later,  during  the  Korean  war. 

In  other  words,  the  Hoard  made  a  fairly  narrow  study  of  the  problem,  gearing 
Its  whole  investigation  to  the  limited  question  of  whether  or  not  the  wartime 
measure  known  as  regulation  W  should  be  relmposed  In  peacetime.  Regulation 
W  provided  that  when  anybody  bought  goods  on  the  Installment  plan  he  had 
to  pay  down  a  minimum  percentage  of  the  total  price  and  clear  up  the  balance 
due  within  a  limited  time.  For  cars,  for  example,  it  was  30  percent  down  and 
18  months  to  complete  the  payments. 

The  idea  behind  this  kind  of  regulation  during  wartime  was  simply  that  with 
so  much  of  the  productive  capacity  of  the  economy  devoted  to  military  produc- 
tion, consumer  goods  production  was  necessarily  limited ;  hence,  a  limitation  on 
demand  through  limiting  consumer  credit  would,  it  was  hoped,  help  keep  prices 
down.  During  World  War  II,  regulation  W  seemed  to  work  pretty  well.  Dur- 
ing the  Korean  war,  however,  It  was  a  different  story.  Consumer  goods  were 
not  so  scarce  as  everybody  had  thought  they  would  be  when  the  fighting  began. 
By  1902,  as  a  matter  of  fact,  there  was  a  glut  of  consumer  goods.  And  by  the 
fall  of  1952,  largely  at  the  insistence  of  the  automobile  industry,  regulation  W 
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was  lifted.     During  1952,  the  last  year  of  regulation  W,  the  total  t 
consumer  installment  debt  increased  b.v  nearly  $4  billion. 

You  might  put  it  this  way.  Toe  experience  with  regulation  W  during  the 
Korean  war  appeared  to  have  answered  the  question  which  the  Federal  Reserve 
ISonrd  set  out  to  survey  3  years  later. 

So  far  us  specific  practical  results  are  concerned,  then,  the  Federal  Reserve 
Hoard's  monumental  labor  has  yielded  little.  And  so  for  as  any  deeper  under- 
Htanillng  of  how  consumer  credit  influences  the  overall  hazards  of  Inflation  or 
depression,  the  Board's  study  is  also  wanting.  As  the  Wall  Street  Journal  com- 
mented :  "*  •  *  close  perusal  of  the  report  shows  that  so  little  Is  known  of  the 
actual  elTects  Of  consumer  Installment  credit,  one  wonders  how  anyone  could 
or  would  Lave  the  nerve  to  try  to  regulate  it." 

Here  Ilea  the  moat  unfortunate  result  uf  the  study.  The  Federal  Reserve 
Board  has  simply  added  to  the  confusion  surrounding  the  issue  and  has  delayed 
the  advent  or  Ihuso  kinds  of  controls  which  are  needed  for  the  protection  of  the 
(unsmiling  public.  These  needed  controls  arc  not  at  all  like  those  embodied  In 
regulation  W. 

When  regulation  \V  was  first  drawn  up.  buck  in  the  early  1040s.  Installment 
buying  was  a  costly  financial  device  used  by  a  limited  uumlier  of  consumers 
to  facilitate  the  purchase  of  high-price  consumer  durables.  Back  In  1630,  for 
example,  less  than  2i)  jtercent  of  the  new  cars  sold  were  bought  on  the  cuff,  as 
opined  to  W)  percent  today.  Since  that  postwar  boom,  moreover,  Installment 
credit  has  become  something  more  than  a  financial  device.  It  haa  developed  Into 
a  sales  toot.  It  has  become  an  Instrument  of  competitive  promotion  and,  bu 
fallen  heir  to  those  fraudulent  practices  that  always  have  been  associated  with 
blue-sky  activities.  That  consumer  credit  has  been  u  blue-sky  operator's  dream 
these  past  10  years  is  evidenced  by  some  of  the  data  burled  in  the  thousands  of 
pages  of  the  Federal  Reserve  Board's  report  Consider,  for  axaaMHa,  the 
following : 

"One  of  the  most  important  factors  that  restricts  price  competition  among. 
consniDer  Installment  credit  agencies  is  the  difficulty  consumers  have  in  com- 
paring rates  of  charge  made  by  various  agencies  *  *  *  In  view  of  the  variations 
possible  us  a  result  nf  a  level  or  graduated  charge  per  month,  a  discount  or 
add-onc  rate,  credit  life  Insurance,  delinquency  penalties,  investigation  feet, 
etc.,  it  is  small  wonder  that  most  consumers,  while  they  may  be  aware  of  the 
dollar  finance  charge,  have  little  idea  of  the  actual  financing  rate  they  are  pay- 
ing. Available  evidence  suggests  that  consumers  are  sometimes  unaware  of 
even  the  dollar  amounts  of  their  finance  charges." 

As  a  matter  of  fact,  consumers  are  not  only  frequently  unaware  of  the  financ- 
ing rate  they  are  paying,  they  are  generally  misted  when  and  if  they  try  to  find 
out.  Kb  installment  seller  will  quote  n  financing  charge  on  a  true,  annual- 
interest  basis.  Salesmen  and  creilit  departments  are  strictly  forbidden  to  do  so. 
And  until  iliianeiuz  charges  are  quoted  on  such  a  basis  by  all  sellers,  It  will  not 
be  possible,  of  course,  for  consumers  to  make  price  comparisons  between  var- 
ious installment  lenders.  Instead  of  quoting  the  actual  cost  of  the  loan  (and  an 
installment  debt  Is  simply  a  loan  dlsguished  as  a  sale)  In  meaningful  and  compar- 
ative terms,  sellers  will  describe  their  charges  Simply  as  1  percent  a  month,  or 
8  iiercent,  or  10  percent  on  the  total  balance — all  meaningless  terms.  One  per- 
cent a  month,  for  example,  can  mean  a  financing  cost  as  high  as  24  percent 
Interest.  Ten  percent  on  the  total  balance  can  mean  a  very  high  rate  If  the  debt 
is  paid  hack  within  3  or  6  months.    And  so  on. 

In  short,  sellers  of  debt  today  can  charge  a  concealed  price  for  their  services. 
Even  worse,  without  consulting  the  buyer,  they  can— and  do — change  at  will 
the  cost  of  the  service  they  have  contracted  to  perform.  Here  is  where  the  prac- 
tice of  levying  penalties  for  late  payments  can  yield  a  rich  harvest.  Some 
installment  lenders  hold  a  payment  to  be  late  If  It  is  as  much  as  30  minutes 
behind  a  stated  hour.  Furthermore,  the  amount  of  penalty  for  late  payments 
frequently  is  nut  stipulated  in  the  contract. 

There  is.  as  n  matter  of  fact,  a  vast  and  lucrative  kind  of  legal  no-man's 
land  growing  up  around  consumer  debt.  One  interesting  recent  development 
illustrates  the  point.  Since  department  stores  launched  their  revolving  credit 
schemes  on  which  they  levy  a  carrying  charge  amounting:  to  20  to  25  percent 
at  a  true  annual- interest  rule— they  have  been  adopting  gradually  the  practice 
of  charging  their  old-style  charge  account  customers  fees  for  late  payment.  If 
a  charge  account  is  not  paid  up  In  30  days,  stores  have  taken  to  adding  a 
1  percent  to  2  percent  per  month  penalty  and,  according  to  trade  reports,  most 
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consumers  simply  pay  It,  even  though  there  is  no  contractual  agreement  on 
their  part  to  do  so. 

In  trade  discussions  of  this  practice,  retailers  are  quite  frank:  to  admit  that 
they  levy  late-payment  charges  on  credit  customers  arbitrarily.  If  the  cus- 
tomer Is  a  good  one,  who  spends  a  sizable  amount  each  month  and  is  known 
to  he  late  but  faithful  In  payments,  he  may  not  be  charged  for  bis  delay. 
His  neighbor  who  buys  less,  however,  may  suffer  such  a  charge.  If  consumers 
would  simply  refuse  to  pay  this  arbitrary  levy,  chances  are  it  would  not  be 
pressed.  Charge-account  customers,  say  the  retailers,  tend  to  buy  more,  buy 
higher-price  goods,  and  do  less  shopping  around.  They're  the  kind  of  profitable 
customers  retailers  like  to  keep. 

The  legal  status  of  late-payment  levies  on  charge  accounts  is  open  to  ques- 
tion. It  may  be  that,  when  the  retailer  announces  the  levy  in  billing  the 
customer,  the  charge  assumes  some  validity  even  though  the  customer  has 
not  contracted  to  accept  it.  There  are  other  practices  In  connection  with  con- 
sumer credit  contracts,  however,  where  the  law  Is  obviously  violated  but  where 
the  consumer  has,  practically  speaking,  no  opportunity  for  redress.  The  na- 
ture of  our  sales  laws  and  the  legal  setup  for  debt  collection,  together  with  the 
three-way  relationship  between  consumer,  retailer  and  financing  agency,  all  too 
often  mean  that,  no  matter  how  fraudulent  the  sale,  the  consumer  must  pay  up. 

In  Oakland,  Calif.,  for  example,  a  rug  company  recently  folded  up  when  Its 
salesmen  were  indicted  by  a  grand  Jury.  The  salesmen,  it  was  charged,  bad 
defrauded  the  public  by  selling  low-grade  rayon  rugs  to  consumers  for  the  price 
of  high-grade  wool,  and  by  claiming  the  rugs  to  be  of  that  quality.  Even  after 
the  salesmen  had  been  tried  and  convicted,  the  victims  of  the  fraud,  the  con- 
sumers, still  were  required  to  pay  $300  to  $800  on  their  contracts  for  carpet- 
ing that  would  be  overpriced  at  $200,  simply  because  neither  the  rug  company 
nor  the  salesmen  owned  the  contracts.  As  soon  as  the  consumer  had  signed 
them,  they  were  turned  over  to  sales  finance  companies,  who  claimed  that  they 
bought  the  paper  In  good  faith  and  hence  had  the  right  to  collect 

Resisting  the  claims  of  a  sales  finance  company  In  a  costly  business  for  an 
Individual  consumer.  If  debt  claims  arising  out  of  proven  fraud  could,  for 
instance,  be  argued  before  a  small  claims  court,  where  the  consumer  could 
appear  on  his  own  behalf ;  and  if  consumer  debt  contracts  could  be  so  drawn 
that  both  the  seller  and  the  financing  agency  accept  responsibility  for  stipulating 
the  facts  surrounding  the  sale — then,  perhaps,  this  kind  of  frand  could  be 
minimized.  But  in  moat  States  the  top  limit  of  a  smnll  claims  court  still  is 
$100 — a  sum  that  is  quite  unrealistic  in  light  of  the  fact  that  most  consumers 
who  are  in  debt  owe  $300  or  more,  and  the  fact  that  the  prices  of  goods  sold 
on  installment  have  risen  so  much  in  recent  years.  Here  Is  where  a  major  study 
Is  required  and  where  practical  recommendations  could  be  made  and  embodied — 
for  example,  in  a  model  law  for  a  debt  claims  court,  to  he  offered  to  the  States. 

To  be  sure,  it  is  hardly  astute  of  a  consumer  to  he  taken  in  hy  the  sales  spiel 
of  a  fast-buck  operator.  A  number  of  sellers  and  financing  agencies  oppose 
any  legal  measures  to  curb  such  activities  on  the  grounds  that  consumers  ought 
to  be  able  to  take  care  of  themselves.  Hut  such  an  argument  is  beside  the  point 
The  philosophy  of  "never  give  n  sucker  nn  even  break"  Is  not  only  destructive 
of  good  human  relationships  but  Is  also  inconsistent  with  the  vast  and  rapidly 
growing  body  of  State  and  Federal  law  designed  to  promote  fair  dealing  between 
competitive  business  groups.  Other  sellers  who  do  agree  that  fair  dealing  Is 
Important  to  sound  business  as  well  as  to  good  morals,  however,  take  the  posi- 
tion that  fraudulent  consumer  credit  practices  are  limited  to  the  dishonest  few 
always  to  be  found  in  any  field  of  endeavor ;  hence,  that  the  problem  Is  too  minor 
a  matter  for  legislative  action.  And  anyway,  they  ask,  how  would  you  go 
about  it? 

An  answer  to  both  objections  lies  in  the  current  practice  of  a  number  of 
banks,  which  in  the  past  few  years  have  set  up  their  own  home-improvement 
loans  In  competition  with  the  Government-Insured  FHA  title  I  loans.  Under 
FHA  title  I  loans,  a  consumer  may  borrow  for  a  3-to-5-year  period,  at  an 
approximate  10  percent  rate  of  Interest,  sums  of  money  up  to  $3,500  to  finance 
home  remodeling ;  the  FHA,  in  turn,  insures  the  bank  against  a  loss  on  the  loan. 
Home-repair  loans  have  boomed  since  the  middle  HMO's.  And  banks  which 
have  adopted  the  practice  of  making  the  loans  without  Government  insurance 
have  found  business  plentiful,  even  though  the  interest  rates  on  such  loans 
are  generally  higher,  up  to  IS  percent  in  some  cases. 

The  number  of  people  who  now  borrow  at  18  percent,  when  the  same  loan  Is 
available  at  10  percent,  may  be  a  compliment  to  the  sales  ability  of  the  banker. 
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But,  even  more  Interesting  than  the  higher  interest  charged  In  these  private — 
as  opposed  to  Government-sponsored—- home  repair  loan  programs  la  the  kind 
of  contract  usually  asked  by  the  bank  from  the  contractor  who  does  the  job. 
In  home-repair  consumer  Installment  loans,  the  contractor  plays  a  role  similar 
to  that  of  the  appliance  dealer  In  the  installment  sale  of  washers,  ironers,  re- 
iriperuturs,  etc.  The  consumer  buys  the  job  and  signs  the  contract  calling  for 
monthly  payments.  The  dealer  sells  the  paper  to  the  bank  with  which  he  doe* 
business.  Unlike  typical  Installment  contracts,  however,  the  Individual  bank's 
private  home-repair  loan  contracts  nsnally  require  the  dealer  to  stipulate  that — 

Each  note  he  offers  the  bank  is  genuine,  valid,  legally  enforcinle  and  °"*"Ti"r 
made  by  the  customer  who  signs  It — -not  forged,  or  changed  after  It  was  signed. 

Each  signer  of  the  note  was  competent  and  of  legal  age. 

Every  condition  surrounding  the  agreement  of  sale  has  been  fully  i 
and  satisfactorily  performed. 

Each  note  Is  free  from  all  offsets  (a  team  meaning  promises  of  o 
or  rebates),  claims,  counterclaims,  disputes  or  differences  between  buyer  and 
seller. 

The  fact  that  such  requirements  are  made  of  home-repair  dealers  when  the 
bank  takes  the  loan  without  Government  Insurance  Is,  of  Itself,  evidence  that 
most  banks  have  been  aware  right  along  of  the  fast  ones  that  were,  and  still 
are,  pulled  by  too  many  Installment  sellers. 

What  the  banks  require  of  remodeling  contractors  should  now  be  required 
of  all  other  dealers,  too.  And  consumers  need  to  ask  for  the  same  sort  of 
protection  from  both  the  lenders  and  the  sellers  with  whom  they  do  business.  In 
abort,  such  stipulations  should  be  a  pert  of  all  conditional  sales  contracts. 

It  is  In  this  area  that  consumer  credit  controls  are  now  needed.  It  is  from 
this  point  of  view,  rather  than  the  regulation  W  approach,  that  the  problem 
should  be  studied  and  corrective  legislation  designed. 


M.  A.  Schakbo  a:  Co.,  INC. 
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Th»  announcement  bj  Franklin  National  Bank  of  Its  new  casta  dividend  draws 
attention  to  the  dividend  policies  of  other  banks.  Franklin's  dividend  rate  calls 
for  a  total  payment  equal  to  11.21  percent  of  Its  capital  accounts  as  shown  by 
the  call  report  of  March  14, 1987. 

In  contrast,  the  overall  ratio  of  dividend*  to  capital  accounts  Is  6.12  percent 
for  the  16  largest  banks.  Within  this  group,  this  ratio  varies  from  8-S1  percent 
to  MS  percent. 

May  9,1*67.  

New  Tobk  Clsamno  Houbs  Association — total  Deposits,  Deposit  Distribu- 
tion, Mdqebs,  Abbobptionb,  Bambino  Offices;  Avehaoe  Dailt  Net  Demand 
and  Time  Deposits,  1966-67;  Bank  Peofit  Hebe  Expected  To  Rise 

h,  a.  sohapibo  *  00.,  imc.,  mew  toke,  m.  t. 
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Average  daily  net  demand  and  time  deposits 

(Dollar  amounts  In  thousands] 
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[From  the  New  York  Times.  Jane  36, 1957} 

Bank  Profit  Hebe  Expected  To  Rise — Schapibo  &  Co.,  Foresees  9.3  Percent 
Return  by  Bio  Commercial  Institutions  This  Year — Interest  Rate  Noted — 
Report  Points  to  High  Volume  op  Loans — Increase  in  Dividends  Expected 

Operating  earnings  of  the  major  New  York  City  commercial  banks  will  reach 
record  high  levels  in  1967,  according  to  M.  A.  Schapiro  &  Co.,  Inc.,  bank  analysts 
here. 

The  securities  firm  predicted  that  the  deposit  Institutions  would  earn  9.3 
percent  return  on  published  equity  of  $2,900  million,  compared  with  8.7  percent 
on  $2,800  million  last  year. 

The  bank  specialists  midyear  study  of  bank  operations  said  that  the  larger 
volume  of  loans  outstanding  and  rising  Interest  rates  should  lift  net  current 
operating  earnings  of  the  15  member  banks  of  the  New  York  Clearing  House 
Association  to  more  than  {270  million,  a  gain  of  12  percent  above  the  $241  million 
realized  in  1956. 

The  survey  found  that  gross  loans  of  the  major  New  York  banks  were  running 
7.6  percent  ahead  of  the  1956  average.  For  the  first  25  weeks  of  this  year  loans 
averaged  $16,371  million,  compared  with  $15,212  million  for  the  full  year  last 
year. 

"Earnings  from  loans  are  rising  as  old  loans  mature  and  are  replaced  at 
interest  rates  prevailing  in  today's  tighter  market,"  the  study  said,  "Yields  this 
year  are  averaging  4.3  percent,  compared  with  4.05  percent  realized  last  year." 

better  deposit  trend 

The  study  said  that  a  more  favorable  deposit  trend  was  helping  the  earning 
power  of  the  New  York  banks.  Average  daily  net  demand  and  time  deposits 
of  the  Clearing  House  banks  amounted  to  $25,450  million,  a  gain  of  1.89  percent 
orer  the  1966  average.   The  survey  added : 

"The  higher  yields  obtainable  on  United  States  Government  and  other  bank- 
eligible  investments  have  more  than  offset  the  reduced  volume  of  Investments. 
Investment  yields  are  rising,  currently  running  at  2.4  percent,  compared  with 
2.19  percent  last  year.  With  operating  Income  from  fees,  commissions  and 
service'  charges  running  12  percent  ahead  of  last  year,  total  gross  income  is 
expected  to  top  $1,100  million.  Operating  expenses  of  ?570  million  are  10  per- 
cent above  1956,  with  an  Important  part  of  the  increase  due  to  the  higher  rates 
of  interest  paid  on  time  deposits." 

The  bank  specialists  estimated  that  cash  dividends  represented  a  payout  of 
60  percent  of  operating  earnings,  as  against  58.2  percent  last  year.  Making  the 
point  that  "improved  earnings  suggest  higher  dividends,"  the  report  said  that 
already  3  of  the  15  banks  studied  have  increased  their  payments.  First  National 
City  Bank  and  Bankers  Trust  went  from  $2.80  to  $3  annually,  and  J.  P.  Morgan 
announced  a  16%  percent  stock  dividend. 
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credit  lias  become  something  more  than  a  financial  device.  It  has  developed  Into 
a  sales  tool.  It  has  become  an  Instrument  of  competitive  promotion  and  has 
fallen  heir  to  those  fraudulent  practices  that  always  have  beeo  associated  with 
blue-sky  activities.  That  consumer  credit  has  been  a  blue-sky  operator's  dream 
these  past  10  years  is  evidenced  by  some  of  the  data  burled  in  the  thousands  of 
pages  of  the  Federal  Reserve  Board's  report.  Consider,  for  example,  the 
following: 

"  'One  of  the  most  important  factors  that  restrict  price  competition  among  con- 
sumer installment  credit  agencies  Is  the  difficulty  consumers  have  In  comparing 
rates  of  charge  made  by  various  agencies.  *  *  *  In  view  of  the  variations  pos- 
sible as  a  result  of  a  level  or  graduated  charge  per  month,  a  discount  or  add-on 
rate,  credit  life  insurance,  delinquency  penalties,  Investigation  fees,  etc..  It  is  small 
wonder  that  most  consumers,  while  they  may  be  aware  of  the  dollar  finance 
charge,  have  little  idea  of  the  actual  financing  rate  they  are  paying.  Available 
evidence  suggests  that  consumers  are  sometimes  unaware  of  even  the  dollar 
amounts  of  their  finance  charges.' 

"As  a  matter  of  fact,  consumers  are  not  only  frequently  unaware  of  the 
financing  rate  Liiey  are  paying,  they  are- generally  misled  when  and  if  they  try 
to  find  out.  No  Installment  seller  will  quote  a  financing  charge  on  a  true, 
annual-Interest  basis.  Salesmen  and  credit  departments  are  strictly  forbidden 
to  do  so.  And  until  financing  charges  are  quoted  on  such  a  basis  by  all  sellers, 
It  will  not  be  possible,  of  course,  for  consumers  to  make  price  comparisons  between 
various  installment  lenders.  Instead  of  quoting  the  actual  cost  of  the  loan 
(and  an  installment  debt  Is  simply  a  loan  disguised  as  a  sale)  In  meaningful 
and  comparative  terms,  sellers  will  describe  their  charges  simply  as  1  percent 
a  month,  or  8  percent,  or  10  percent  on  the  total  balance — all  meaningless  terms. 
One  percent  a  month,  for  example,  can  mean  a  financing  cost  as  high  as  24 
percent  Interest.  Ten  percent  on  the  total  balance  can  mean  a  very  high  rate 
If  the  debt  Is  paid  back  within  3  or  0  months.     And  so  on. 

"In  short,  sellers  of  debt  today  can  charge  a  concealed  price  for  their  services. 
Even  worse,  without  consulting  the  buyer,  they  can— and  do — change  at  will  the 
cost  of  the  service  they  have  contracted  to  perform.  Here  is  where  the  practice 
of  levying  penalties  for  late  payments  can  yield  a  rich  harvest.  Some  Installment 
lenders  hold  a  payment  to  be  late  If  it  Is  as  much  as  30  minutes  behind  a  stated 
hour.  Furthermore,  the  amount  of  penalty  for  late  payments  frequently  is  not 
stipulated  in  the  contract 

AST  AND  LUCRATIVE  KINO  OF  LEGAL  NO-MAN'S 
?   ABOUND   CONSUMER    DEBT 

One  interesting  recent  development  illustrates  the  point.  Since  department 
stores  launched  their  revolving  credit  schemes — on  which  they  levy  a  carrying 
charge  amounting  to  20  to  2B  percent  at  a  true  annual-interest  rate — they  have 
been  adopting  gradually  the  practice  of  charging  their  old-style  charge  account 
customers  fees  for  late  payment.  If  a  charge  account  is  not  paid  up  in  30  days, 
stores  have  taken  to  adding  a  1  percent  to  2  percent  per  month  penalty  and, 
according*  to  trade  reports,  most  consumers  simply  pay  It,  even  though  there  is 
no  contractual  agreement  on  their  part  to  do  so. 

"In  trade  discussions  of  this  practice,  retailers  are  quite  frank  to  admit  that 
they  levy  late-payment  charges  on  credit  customers  arbitrarily.  If  the  customer 
Is  a  good  one,  who  spends  a  sizable  amount  each  month  and  is  known  to  be  late 
but  faithful  in  payments,  he  may  not  be  charged  for  his  delay.  His  neighbor 
Who  buys  less,  however,  may  suffer  such  a  charge.  If  consumers  would  simply 
refuse  to  pay  this  arbitrary  levy,  chances  are  It  would  not  be  pressed.  Charge- 
account  customers,  say  the  retailers,  tend  to  buy  more,  buy  higher-price  goods, 
and  do  less  shopping  around.  They're  the  kind  of  profitable  customers  retailers 
like  to  keep. 

"The  legal  status  of  late-payment  levies  on  charge  accounts  Is  open  to  ques- 
tion. It  may  be  that,  when  the  retailer  announces  the  levy  In  billing  the  cus- 
tomer, the  charge  assumes  some  validity  even  though  the  customer  has  not  con- 
trncted  to  nccept  It.  There  -re  other  practices  in  connection  with  consumer 
credit  contracts,  however,  where  the  law  Is  obviously  violated  but  where  the 
consumer  has,  practically  speaking,  no  opportunity  for  redresa.The  nature  of  our 
sales  laws  and  tlie  legal  setup  for  debt  collection,  together  with  the  three-way 
relationship  between  consumer,  retailer,  and  financing  agency,  all  too  often  mean 
that,  no  matter  how  fraudulent  the  sale,  the  consumer  must  pay  up. 
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taLlmut.  t*nllf..  fur  example,  a  rug  company  recently  folded  up  when  Its 
11  «cve  Indicted  by  a  trund  jury.  The  salesmen,  it  was  chnrged,  had 
let  tin-  public  by  selling  low-grade  rayon  ruga  to  consumers  for  the 

lr.s!-.  ti..:.:c  «iv'..  s:'..i  by  claiming  the  ruga  to  be  of  that  quality.  Even 
■.<•  j!;-. .;■>■-•.-;•'.  ;v..:.  .*«  —:t\l  .itid  convicted,  the  victims  of  the  fraud,  the 
t:  s  -.  .  ■*  -'  tv  7v.;v.:*<i  :o  pay  StSOO  to  JSOO  on  their  contracts  for  carpet- 
.  „.      ■  m—?i"-mA  at  K.W,  simply  because  neither  the  rug  company 

*.■  .v.--  :■*■.■*■!  -tv  ^v ii tracts.  As  soon  as  the  consumer  had  signed 
,■    v        '  '*■     "  ■■■'  '>'  sales  tlniince  companies,  who  claimed  that  they 

>>.-    ..  c.       ;'v,l  iaiih  and  hence  had  the  right  tu  collect, 

1    A   COSTLY   IICBINRBS    FM 

i,i,    ....  ■  -.    i    -  '.'A  out  of  proven  fraud  could,  for  instance,  be  argued 

■  %  court,  where  the  consumer  could  appenr  on  bis  own 

..-:  .-—.er  debt  contracts  could  be  so  drawn  that  both  the  seller 

■  i    -i-iK-y  accept  resiwnsibility  for  stipulating  the  facts  surround- 

.  ■,•  ■   ivtliaps.  this  kind  of  fraud  could  be  minimized.     But  In  moat 

•.  \<\  a  small  claims  court  still  is  $100— a  sum  that  Is  quite 

.   ■;' ■■  •■(  i In*  fact  that  must  consumers  who  are  in  debt  owe  $300  or 

i  :.'■.  that  the  prices  of  goods  sold  on  Installment  have  risen  so 

, .,  ii    i-crs.     I  lore  is  where  u  major  study  Is  required  and  where  prac- 

■■■  !  a  .his  could  be  uiudu  nud  embodied — for  example,  inn  model  law 

.  :■.—.-. .  I'isi'l.  to  be  offered  to  the  States. 

■.-  ■>■;  ,-.  ii  is  hardly  astute  of  a  consumer  to  be  taken  in  by  the  sales  spiel 

-•  '.k  .'|H*i:iinr.    A  number  of  sellers  and  financing  agencies  oppose  any 

<.i  .■-!!■»  u>  rtirh  such  activities  on  the  grounds  that  consumers  ought  to  be 

i  ■.  v.-.iu'oi'  i  liomselvos.    But  such  un  argument  is  beside  the  point.    The 

•'•i  ,-i  "in'iiT  itive  n  sucker  an  even  break'  is  not  only  destructive  of  good 

■i-  ni.'tisbips  but  is  also  Inconsistent  with  the  vast  and  rapidly  growing 

■■  ii.'  anil  Federal  law  designed  to  promote  fair  dealing  between  com- 

■..■•1,-ij.  who  do  agree  that  fair  dealing  is  important  to  sound  business  as 
i,<  gom!  moral",  however,  tukc  the  position  that  fraudulent  consumer 
.i  i.iicc*  are  limited  to  the  dishonest  few  always  to  be  found  In  any  field 
n, -I  .  lii-iice,  that  the  problem  is  ton  minor  a  matter  for  legislative  action. 
in.n,  i hey  ask,  how  would  you  go  about  It? 

in  mi'  in  both  objections  lies  in  the  current  practice  of  a  number  of 
utiti-h  iii  the  past  few  years  have  set  up  their  own  home-improvement 

i|ii'lltli)ii  with  the  (iiivernmeut-lnsmred  Fit  A  title  I  loans.  Under  F  HA 

.  in-.,  a  I'otisuiut'r  may  borrow  for  a  3-  to  3-year  period,  at  an  approximate 

■  i. i  uiie  of  interest,  sums  of  money  up  to  $3,500  to  finance  home  remodel- 

■  i  II  \.  in  i nm,  insures  the  bunk  ogalnst  a  toss  on  the  loan.  Home-repair 
.in-  in  p.. imil  since  the  middle  WW*.  And  banks  which  have  adopted 
iiiic  of  milking  the  loans  without  Government  insurance  have  found 
•  plentiful,  even  though  the  Interest  rates  on  such  loans  are  generally 
ii|i|n  Iii  ii'ivetit  In  some  cases. 

number  of  people  who  now  borrow  jit  lit  percent,  when  the  same  loan 
.Lie  ut  10  twr.ent.  inuy  U>  a  compliment  to  the  sales  ability  of  the  banker. 
'ii  i in i re  interesting  than  the  higher  interest  charged  in  these  private — 
I,.-. I  to  dot  eminent -soon  sored — home-repair  loan  programs  Is  the  kind 
.i.l  usually  iisk.'il  by  the  bank  from  the  contractor  who  does  the  Job.  In 
run-  consumer  installment  loans,  the  contractor  plays  a  role  similar  to 
Hi.-  n  )>|  1 1  In  i  ii  v  denier  In  the  installment  sale  of  washers.  Ironers.  refriger- 
i,  'I'lic  .  otisum.'i'  buys  ibe  Job  and  signs  the  contract  calling  for  monthly 
i>  Tin'  ili'iiter  sells  iho  pii|>er  to  the  hank  with  which  he  does  business. 
i,|ii.ul  installment  contracts,  however,  the  individual  bank's  private 
pair  Iuihi  contracts  usually  require  the  dealer  to  stipulate  that — 
i  not.'  be  oilers  the  bank  is  genuine,  valid,  legally  enforelble.  and  actn- 
.lc  !•)   (lie  customer  who  signs  it — not  forged,  or  changed  after  It  was 

i    ifjiicr  of  t  lie  nolo  was  competent  a 
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"The  fact  that  such  requirements  are  made  of  home-repair  dealers  when  the 
bank  takes  the  loan  without  Government  Insurance  is,  of  itself,  evidence  that 
most  banks  have  been  aware  right  along  of  the  fast  ones  that  were,  and  still  are, 
pulled  by  too  many  Inatallxnnnt  sellers. 

"Wit at  the  banks  require  of  remodeling  contractors  should  now  be  required  of 
all  other  dealers,  too.  And  consumers  need  to  ask  for  the  same  sort  of  pro- 
tection from  both  the  lenders  and  the  sellers  with  whom  they  do  business.  In 
short,  such  stipulations  should  be  a  port  of  all  conditional  sales  contracts. 

"It  is  in  this  area  that  consumer  credit  controls  are  now  needed.  It  Is  from 
this  point  of  view,  rather  than  the  regulation  W  approach,  that  the  problem 
should  be  studied  and  corrective  legislation  designed." 

Mr.  Multer.  Now,  Mr.  Chairman,  may  I  continue  with  my  inter- 
rogation of  the  witness? 

The  Chairman.  Do  any  other  members  desire  recognition! 

Mr.  Multer. 

Mr.  Multer.  Mr.  Gidney,  we  were  discussing  the  matter  of  pay- 
ment of  interest  on  demand  accounts  yesterday,  I  would  like  to  now 
ask  you  a  specific  question  with  reference  to  the  accounts  carried  by 
the  United  States  Government  in  the  various  banks  throughout  the 
country. 

What  reason,  if  any,  is  there  for  not  paying  interest  on  the  accounts 
that  the  United  States  Government  carries  with  the  various  banks 
throughout  the  country  ? 

Now,  we  all  know  that  the  law  prohibits  interest  on  those  accounts. 
I  am  addressing  myself  to  the  question  of  whether  the  law  should  be 
changed  in  that  connection  and  require  the  payment. 

Mr.  Gidney.  I  believe  the  law  does  prohibit  the  payment  on  those 
accounts  as  it  does  on  the  others,  and  1  doivt  believe  trie  Government 
should  be  treated  any  differently  on  those  accounts  than  private  in- 
dividuals. 

Mr.  Mclter.  Now,  I  think  we  agree  that  there  is  no  regimentation 
of  banks  or  banking  by  regulating  the  amount  of  interest  paid  on  time 
accounts,  is  that  right? 

Mr.  Gidney.  There  is  a  top  limit.  The  Federal  Reserve  Board  fixes 
the  top  permissible  limit. 

Mr.  Multer.  So  if  there  was  a  top  limit  on  the  interestpaid  on  all 
demand  accounts  or  a  top  limit  on  the  interest  paid  on  Government 
accounts  and  the  amount  to  be  paid  would  be  regulated,  the  same  way 
as  we  regulate  the  payment  of  interest  on  time  accounts,  we  would  at 
least  have  the  same  rule  applying  to  demand  accounts  as  to  time 
accounts. 

Mr.  Gidney.  You  would  have  a  similar  rule. 

Mr.  Multer.  Now,  there  is  a  limit  and  there  is  a  regulation  as  to 
what  banks  may  charge. 

Mr,  Gidney.  Yes. 

Mr,  Multer.  That  is  not  regimentation? 

Mr.  Gidney.  Well,  is  it  important  to  state  whether  it  is  regimenta- 
tion or  not  ? 

Mr.  Multer.  Well,  let's  put  it  this  way : 

It  is  a  proper  control  and  supervision  of  banks;  is  it  not? 

Mr.  Gidney.  I  believe  that  the  regulation  of  the  time  rate,  placing 
g  top  limit,  is  a  very  desirable  and  suitable  element  in  the  regulation 
of  banks  based  on  historical  experience  where  payment  of  excessively 
high  rates  or  what  proved  to  be  excessively  high  rates  brought  about 
many  banking  troubles. 
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Mr.  Multer.  And  is  it  also  a  proper  and  wise  regulation  to  regulate 
all  bank  charges,  including  the  amount  of  interest  that  banks  may 
charge  their  customers? 

Mr.  Gidney.  I  believe  so.  It  is  the  general  practice.  Yes ;  that  is 
a  wise  and  proper  restriction. 

Mr.  Multer.  Now,  there  are,  however,  very  wide  areas  of  lending 
that  are  not  controlled  or  regulated  by  the  banking  authorities. 

Mr.  Gidney.  I  suppose  so. 

Mr.  Multer.  Don't  you  believe  that  it  is  essential  in  this  economy 
of  ours  today  to  have  some  supervision  and  some  regulation  over  all 
lending? 

Mr.  Gidney.  Well,  I  think  there  are  legal  restrictions  on  all  lend- 
ing. That  is  to  say,  the  usury  statutes  to  which  we  have  referred  ap- 
ply to  individual  lenders  and  would  apply  to  organized  corporate  lend- 
ers, partnerships,  banks,  and  all  others  in  some  form,  which  I  think 
is  desirable. 

Mr.  Multee.  Well,  aside  from  the  usury  statutes,  don't  you  think 
the  time  has  arrived  when  we  need  Borne  overall  control  of  lending? 

Mr.  Gidney.  Do  you  mean  of  rates  on  lending  or  on  the  lending 
itself? 

Mr.  Multer.  Regulation  of  the  manner  in  which  the  loan  is  made, 
the  rate  that  is  charged,  and  the  kind  of  documents  that  are  exhanged 
in  connection  with  these  loans,  and  more  particularly  regulating  the 
manner  in  which  discounts  are  charged  and  hidden  from  the  borrower, 
including  investigating  charges  and  insurance  charges,  all  of  which 
is  part  of  the  cost  of  the  lending. 

In  other  words,  we  realize  that  anyone  who  borrows  money  should 
pay  for  the  use  of  the  money,  and  that  the  lender  is  entitled  to  charge 
for  the  cost  of  lending  money,  the  interest  charge  is  a  cost.  But  we 
know  that  in  addition  to  that  interest  which  is  fixed  as  interest,  there 
are  all  sorts  of  additional  charges  being  made  in  connection  with 
lending  today. 

Shouldn't,  there  be  some  overall  regulation  of  that,  so  that  if  we 
regulate  the  interest  rate,  there  will  be  no  hidden  charges  or  other 
charges  that  are  properly  today  or  legally  today  made  but  in  the  guise 
of  insurance,  investigation,  and  discount? 

Mr.  Gidney.  Well,  I  should  say  as  a  general  anBwer  that  there  should 
be  methods  of  holding  those  things  within  proper  limits.  It  is  a  very 
large  subject  and  covers  a  great  deal  of  territory,  with  much  of  which 
I  am  not  familiar. 

Mr.  Multer.  The  thing  I  am  concerned  with  is  that  there  are  sec- 
tions in  this  bill  which  place  limitations  on  the  kind  of  lending  that 
the  hunks  may  do,  the  limits  to  which  they  may  go  in  various  types 
of  lending.  Those  have  been  in  the  statute  for  a  long  time.  It  seems 
that  there  are  many  sections  here  in  this  proposed  bill  which  are  going 
to  relax  many  of  those  restrictions. 

Mr.  Gidney.  Not  very  much. 

Mr.  Multer.  Well,  you  are  increasing  the  limitation  on  loans  that 
may  be  made  in  at  least  half  a  dozen  different  types  of  loans;  are 
you  not? 

Mr.  Gidney.  I  don't  think  that  is  quite  accurate.  There  is  an  in- 
cre use  on  frozen  foods  and  dairy  cattle.     That  is  two. 

Mr.  Milter.  And  livestock. 
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Mr.  GroNET.  It  isn't  an  increase  on  livestock.  We  are  just  bringing 
dairy  cattle  in  line  with  the  livestock.  Certainly,  the  contented  cows 
are  just  as  well  entitled  to  consideration  as  the  wild  bulls. 

Mr.  Mower.  Well,  is  it  a  matter  of  the  consideration  of  the  animal 
or  a  matter  of  the  consideration  of  the  security  behind  the  notes  ? 

Mr.  Gidney.  The  human  beings  that  depend  on  the  animal. 

Mr.  Mui/fer.  That  is  very  true.    But  the  fact  of  the  matter  is 

Mr.  Gidney.  Well,  if  you  would  like  to  consider  those  two,  the  frozen 
food  item,  as  I  think  we  have  explained,  has  been  due  to  the  great 
progress  made  in  frozen  foods.  Twenty  years  ago  we  didn't  know 
about  them,  or  somewhere  back  there.  Now  they  are  standard,  and 
they  should  be  given  as  good  rating  for  borrowing  purposes  as  other 
forms  of  food.  I  think  that  is  just  keeping  up  with  progress  in  a 
-modern  way. 

The  dairy  cattle,  true,  they  might  have  been  placed  in  the  same 
classification  as  the  range  cattle  long  ago,  because  they  have  been  with 
us  a  long  time.  It  seems  as  though  that  is  a  very  obvious  matter,  that 
they  are  entitled  to  as  good  as  rating  as  the  range  cattle. 

The  other  places  are  the  change  m  the  type  of  title  for  real  estate 
loans,  to  make  it  more  practical.  That  is  not  an  increase  or  a  liberaliza- 
tion.   It  is  just 

Mr.  Multer.  Well,  stop  a  moment  there  on  the  real  estate. 

Mr.  Gidney.  Yes. 

Mr.  Multer.  We  are  changing  the  law  from  a  9-month  maximum  to 
an  18-month  maximum  on  construction  loans  by  the  national  banks. 

Mr.  Gidney.  Well,  that  is  another  matter,  if  you  would  like  to  cover 
that.  There  is  a  change  there  on  the  mortgage  now  required  to  be 
on  the 

Could  you  give  us  the  provision  ? 

Mr.  Englert.  At  the  present  time  you  can  make  loans  for  construc- 
tion of  residential  and  farm ■ 

Mr.  Gidney.  We  were  talking  about  the  fee  titles  and  leasehold 
titles. 

Mr.  Enqlert.  Well,  at  the  present  time  you  can  make  loans  se- 
cured by  leaseholds  under  a  lease  for  not  less  than  99  years,  which 
is  renewable,  or  under  a  lease  having  a  period  of  not  less  than  50  years, 
to  run  from  the  date  the  loan  is  made  or  acquired  by  the  national 
bank. 

Now,  that  would  be  changed  to  a  lease  which  does  not  expire  or 
which  under  its  terms  may  be  renewed,  so  that  it  will  not  expire  for 
at  least  10  years  beyond  the  maturity  date  of  the  loan. 

Mr.  Gidney.  There  are  a  good  many  good  real-estate  holdings  which 
do  not  meet  the  present  law,  and  we  think  that  is  a  safe  change  to  make. 

I  don't  call  that  exactly  a  liberalization.    It  is  just  adapting  to  facts. 

Then  you  want  to  speak  about  the  constructions  loans. 

Mr.  Multer.  Yea. 

Mr.  Gidney.  We  have  in  the  law  at  the  present  time  authority  to 
make  loans  for  construction  of  residential  properties  which  shall  not 
be  considered  as  technically  real-estate  loans  but  treated  as  though 
they  were  commercial  paper,  and  the  proposed  change  would  make 
a  similar  arrangement  for  construction  of  business  property  and  it 
would  make  an  18-month  maturity.  However,  the  residential  prop- 
erty is  9  months. 

Are  we  changing  that  ? 
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Mr.  Englert.  No. 

Mr.  Gidney.  A  good  many  banks  have  told  us  they  very  much 
need  that  change.  Now,  they  could  make  that  loan  without  taking 
the  mortgage  on  the  real  estate,  as  a  business  loan,  and  undoubtedly 
they  do  in  many  cases.  But  they  have  greater  safety  if  they  can  take 
the  mortgage,  and  the  provision  is  included  that  there  shall  be  an 
assurance  of  a  takeover  by  a  responsible  lender. 

Would  you  rend  that? 

Mr.  Englert  (reading) : 

The  loan  must  be  accompanied  by  a  valid  nnd  binding  agreement  entered  Into 
by  a  financially  resimnsible  lender  to  advance  the  full  amount  of  the  bank's 
loan  upon  the  completion  of  the  buildings. 

Mr.  Gidney.  That  might  be  called  a  liberalization.  They  are  not 
lending  any  more  than  they  can  lend  now,  but  they  are  given  a  better 
opportunity  to  take  protection  by  taking  a  mortgage  and  not  having 
it  subjected  to  the  strict  requirements  for  a  permanent  mortgage. 
This  is  a  temporary  construction  loan,  and  there  baa  to  be  an  asssur- 
ance  that  there  is  a  lender  ready  to  take  over  at  completion. 

Mr.  Mtjlter.  Is  there  any  provision  in  those  cases  for  requiring  a 
performance  bond? 

Mr.  Gidney.  We  did  not  suggest  that  a  performance  bond  be  re- 

Siired.  We  had  that  in  mind  at  first,  but  the  banks  represented  that 
lat  would  not  be  advantageous.  It  would  increase  the  costs  a  great 
deal,  and  they  ought  to  be  able  to  select  their  people  to  whom  they 
make  the  loans,  or  at  least  to  pass  upon  them,  and  the  really  good  con- 
tractors wouldn't  need  to  give  performance  bonds.  It  is  ]USt  a  need- 
less expense.  So  there  was  not  a  provision  for  performance  bonds 
in  our  suggestion. 

Mr.  Mtjlter.  Well,  there  is  room  for  a  day's  argument  on  the  ques- 
tion of  whether  it  is  a  needless  expense  for  the  performance  bond. 

Mr.  Gidney.  Unquestionably. 

Mr.  Multeb.  Without  getting  into  that  question,' because  I  am  not 
going  to  present  any  brief  for  the  surety  companies,  but  let*s  look 
at  this  purely  from  the  viewpoint  of  good  banking. 

Do  you  think  it  would  be  good  judgment  on  the  part  of  a  banker 
to  take  a  loan  or  make  a  loan,  a  construction  loan,  solely  on  the  basis 
of  the  commitment  of  another  lending  institution  to  take  that  up  as 
a  permanent  loan,  out  of  which  they  then  could  get  their  construction 
money  back,  their  temporary  loan  money  back? 

Mr.  Gidney.  It  is  thoroughly  good  business  if  he  knows  his  con- 
tractor. He  has  got  to  exercise  business  judgment  in  passing  upon  the 
character,  ability,  financial  qualification  of  the  contractor,  and  he 
should  be  just  as  well  able  to  do  that  as  the  bonding  company  you 
have  mentioned. 

Mr.  Multer.  But  if  that  were  the  situation,  and  it  was  lent  on  the 
credit  and  experience  and  capacity  for  proper  performance  by  the 
building  contractor,  the  building  contractor  could  get  that  loan  on 
his  own,  but  this  isn't  a  loan  to  the  building  contractor.  There  is  no 
obligation  by  the  building  contractor.  This  is  an  obligation  by  the 
bank  to  pay  to  the  owner  of  the  building  enough  money  to  pay  to 
the  building  contractor  the  cost  of  construction. 

Mr.  Gidney.  Exactly.  In  other  words,  it  is  a  loan  which  goes  to 
the  building  contractor.    His  performance  is  the  essential  thing,  plus 
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the  undertaking  of  someone  else  to  take  it  over  with  a  mortgage  when 
completed.    But  it  hinges  on  the  ability  of  the  contractor. 

Mr.  Multer.  But  then  why  have  a  provision  requiring  that  there 
be  an  outstanding  commitment  to  lend  permanent  mortgage  money, 
because  the  commitment  that  every  bank  gives  for  permanent  money 
on  a  building  that  is  not  yet  constructed  permits  the  lender  who  is 
given  the  commitment  to  withdraw  and  certainly  he  will  withdraw 
if  the  building  isn't  completed.     Isn't  that  so? 

Mr.  Gidney.  But  they  cannot  withdraw  if  the  building  is  com- 

fleted  with  this  kind  01  agreement.  They  cannot  withdraw  if  the 
uilding  is  completed  according  to  plans. 

Mr.  Multer.  I  am  not  ready  to  agree  with  that,  because  the  best 
you  have  is  a  lawsuit,  arid  what  is  your  damage?  In  that  lawsuit,  you 
can  collect  only  damages.  You  can't  compel  specific  performance. 
The  best  you  have  is  a  lawsuit.  You  can't  sue  them  for  specific  per- 
formance ;  am  I  right  8  You  can't  go  to  court  and  compel  them  to  lend 
you  the  money.  The  best  you  can  get  is  damages,  which  would  be  the 
cost  of  placing  it  elsewhere,  and  if  the  interest  rate  is  6  percent  there 
and  6  percent  somewhere  else,  you  have  had  no  damage. 

Mr.  Gidney,  Mr.  Englert,  would  you  read  the  language  of  that  pro- 
vision again  ? 
Mr.  Enolert  (reading) : 

Loans  made  to  finance  construction  at  industrial  or  commercial  buildings,  and 
baring  maturities  of  not  to  exceed  IS  months  where  there  Is  a  valid  and  binding 
agreement  entered  Into  by  a  iiuancially  responsible  lender  to  advance  the  full 
amount  of  the  bank's  loan  upon  completion  of  the  buildings. 

Mr.  Gidney.  A  valid  and  binding  agreement, 
Mr.  Multer.  That  is  right. 

Mr.  GmNET.  Now,  I  agree  we  do  give  credit.  We  couldn't  do  busi- 
less  in  the  banking  field  if  we  didn't  credit  people's  faith,  and  all.    A 


valid  and  binding  agreement  may  only  yield  a  lawsuit,  but  you  cer- 
tainly would  start  in  a  pretty  good  position  in  your  lawsuit  if  you  had 
to  proceed  under  one  01  those. 

Mr.  Multer.  But  what  good  is  your  lawsuit  if  you  have  no 
damages  ? 

Mr.  Gidney.  I  don't  know.  That  would  depend  on  the  judgment 
of  the  parties  as  to  the  values,  and  so  on,  but  you  could  ask  that 
about  any  loan  in  any  bank  anywhere.  What  good  is  it?  "All  you 
have  is  the  right  to  a  lawsuit",  you  might  say. 

Mr.  Multer.  I  am  talking  about  matters  where  we  have  had  prac- 
tical experience,  where  the  lending  institutions  have  made  the  com- 
mitments and  then  simply  said,  "Sorry,  we  haven't  any  money  avail- 
able today.  We  are  not  going  to  keep  our  commitment.  Go  get  it 
somewhere  else."  Actually,  what  prompted  them  to  do  it  may  be 
foreign  to  what  they  are  saying.  There  may  be  good  reason  for  them 
to  withdraw,  but  they  just  don  t  want  to  get  into  a  question  of  maybe 
they  are  going  to  libel  somebody  by  saying,  "Your  credit  is  no  good 
any  more  today"  or  "We  made  a  mistake  in  our  original  appraisal." 
No  matter  what;  there  may  be  a  thousand  and  one  reasons  for  their 
action  in  withdrawing.  They  will  say,  "Sony,  you  can't  have  the 
money  under  this  commitment.    Go  somewhere  else." 
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\;.  ,-^v.m;j,  Mr.  Multer,  I  don't  know  of  a  single  iiuuum  m- 
v„" '  -_  fa.1.!*  or  thia  type  where  the  financial  institution,  the  bank 
,,.  ..^."~,  .,.«  .vuipany,  has  withdrawn  under  this  type  of  commitment 

\     *.. .  -.  ■  t«.   I  think  what  you  mean  is  none  has  been  called  to  your 

\  'wmnus.  We  know  that  State  banks  generally  have  been 
.-.  ><  :ntt  type  of  loan  for  a  long  time,  and  I  nave  made  inquiries 
. ..     '    iMi'w  of  no  instance  where  they  have  withdrawn. 

\.      Mil  nut.  State  banks  are  making  this  type  of  construction 

M  ■ .  ■)  y.\  n  iNiis.  Yes,  sir. 

M  • .  Mi  lick.  Hut,  in  most  instances,  the  permanent  money  does  not 
omo  from  tho.  bunk. 

Mi-.  Jknnixos.  The  permanent  money,  of  course,  will  be  provided 
■  t\  the  insurance  company  or  the  savings  company,  to  take  over  the 
bank's  loan. 

Mr.  Ml'LTKR.  Or  some  other  mortgage  corporation. 

Mr.  iIknninhs.  Yes.  But  in  no  instance  that  has  come  to  my  atten- 
tion muler  valid  and  binding  agreements  has  an  insurance  company 
oiu  savings  bank  withdrawn. 

Mr.  (Sidney.  Of  course,  at  the  time  of  completion  the  bank  can 
eouvert  t hut  into  a  complying  real-estate  loan  if  the  values  are  there, 
mill  tlirv  would  be  there. 

Mr.  Multer.  But  if  the  institution  or  lender,  who  made  the  orig- 
inal mortgage  backs  away  from  it,  or  where  there  is  no  performance 
houd,  una  the  building  has  not  been  completed,  then  the  bank  that 
lout  the  construction  money  is  going  to  be  stuck. 

Mr.  Gidxey.  Well,  that  would  depend.  How  much  they  would  be 
stink  would  depend  on  the  facts  of  the  case. 

M  r.  Multer.  That  is  right. 

Mr.  Gidxey.  If  they  had  a  contractor  who  broke  down  badly  on 
1 1  it'in,  they  might  be  stuck  quite  a  lot,  or  they  might  be  stuck  a  little 
or  not  stuck  at  all. 

Mr.  Multer.  If  they  had  a  surety  company  performance  bond, 
they  wouldn't  bo  stuck  at  all,  if  the  building  was  not  completed. 

Mr.  Kidney.  Well,  the  judgment  of  the  bankers  with  whom  we 
have  conferred  is  that  they  can  take  care  of  that  themselves  and  with 
greater  advantage  and  perfect  safety. 

Mr.  .Texxinos.  Of  course,  the  bankers  did  point  out  that  in  many 
eases  they  would  wish  to  have  a  performance  bond,  but  it  is  a  matter 
of  credit  judgment,  and  they  believe  that  they  need  flexibility.  If 
they  are  dealing  with  a  borrower  who  is  adequately  responsible 
linancially.  they  think  it  is  a  needless  expense  to,  in  addition,  obtain 
a  performance  bnnd.  In  other  instances  the  bank  would  wish  to  ob- 
tain the  performance  bond,  but  bankers  believe  that  because  credit 
judgment  is  involved,  the  matter  should  be  flexible,  and  we  agreed  with 
thorn. 

Mr.  GmxKr.  Well,  we  certainly  didn't  mean  that  they  shouldn't  get 
the  bond  if  they  want  to  have  the  bond.  We  think  that  is  for  them 
to  judge. 

Mr.  Multer.  I  was  posing  the  question  as  to  why  we  shouldn't 
require  it. 

Mr.  Gidxey.  Well,  we  don't  think  you  should. 
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Mr.  Multer.  Do  you  seriously  believe  that  the  matter  of  the  cost 
of  the  surety  bond  enters  into  it  to  any  great  extent? 

Mr.  Gidnet.  Yes,  those  are  very  costly,  and  what  do  you  get  if  you 
put  a  surety  bond  on  a  contractor  who  is  financially  responsible  and 
able?  What  do  you  get  for  your  money!  You  have  got  what  you 
need  already.    You  get  nothing.    And  there  are  such  contractors,  sir. 

Mr.  Multer.  And  you  think  before  the  bank  is  going  to  make  this 
kind  of  construction  loan,  it  is  going  to  draw  a  statement  and  a  credit 
report  on  the  building  contractor  and  require  him  to  state  what  his 
present  condition  is,  whether  or  not  he  has  overextended  himself  and 
whether  he  is  carrying  more  contracts  than  he  can  complete ? 

Mr.  Gidnet.  If  you  give  thB  banks  credit  for  knowing  their  busi- 
ness, yes,  and  I  do. 

Mr.  Multer.  And  the  hanker  is  going  to  object  to  an  additional  2 
percent  of  the  cost  of  construction  being  added  to  the  amount  that  it 
will  lend  on  which  it  will  get  interest  ? 

Mr.  Gidnet.  Well,  the  borrower  has  something  to  say  about  that. 
He  has  to  think  about  costs.  He  is  the  one  who  has  to  pay  it.  Do  you 
want  the  borrower  to  have  to  pay  something  more  there  than  he  al- 
ready is  paying? 

Mr.  Multer.  I  think  the  borrower  should  pay  for  that  kind  of  secu- 
rity when  the  money  being  lent  belongs  to  the  public.  It  is  the  de- 
positors' money  that  is  being  lent. 

Mr.  Gidnet.  If  it  is  needed,  he  should  pay,  but  if  it  isn't  needed, 
he  shouldn't  be  required  to  pay. 

Mr.  Muhha.  Mr.  Multer,  will  you  yield  a  minute? 

Mr.  Multer.  Yes. 

Mr.  Mumma.  Has  it  been  your  experience  and  knowledge  that 
banks  pass  out  these  construction  loans  to  anybody  ? 

I  think  from  my  experience  in  dealing  with  people  who  get  them, 
they  are  above  reproach  financially. 

Mr.  Multer.  Who  is  above  reproach  ? 

Mr.  Mumma.  These  people,  contractors  who  get  those  construction 
loans.  They  are  really  high-rated  people.  Those  that  are  doing 
business  on  a  shoestring.  I  don't  believe  they  can  get  them.  And  I 
don't  think  in  that  case  the  banks  should  put  up  the  money. 

Mr.  Multer.  Let's  face  the  situation.  What  confronts  us  today 
is  an  era  of  prosperitj7,  when  most  people  are  doing  better  than  they 
ever  did  before.  Then  let's  consider  the  situation  as  it  existed  in  the 
1920's  and  in  the  1930's  and  read  the  court  dockets  from  one  end  of 
the  country  to  the  other  in  connection  with  these  building  projects, 
and  these  temporary  mortgage  loans  and  the  permanent  mortgage 
loans,  and  the  commitments  which  were  made  on  the  basis  of  which 
the  bank  lent  temporary  building  money.  It  is  that  kind  of  situation 
I  don't  want  to  see  come  back  again.  We  are  letting  the  bars  down 
now  here  throughout  this  bill,  having  in  mind  only  the  prosperous 
situation  the  country  is  in  today  and  forgetting  about  our  past  ex- 
perience and  doing  nothing  to  protect  ourselves  and  the  people  whose 
money  is  with  these  banks,  and  which  is  being  lent  by  the  banks. 
There  is  nothing  being  done  to  protect  them  against  what  may  happen 
if  we  get  into  a  situation  like  that  again,  where  the  bottom  falls  out 
of  the  market  and  everybody  runs  to  cover. 

Mr.  Mumma.  Mr.  Multer,  that  is  a  good  speech,  but  that  isn't  the 
condition  today.    These  people  are  careful  in  that.    I  know  from  per- 
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sonal  experience  very  few  people  want  to  build  1  house  or  2  houses. 
They  think  there  is  a  gold  mine  there,  and  they  want  to  build  40 
houses,  50  houses,  and  somebody  has  to  put  those  operators  back 
where  they  belong,  and  I  will  tell  you,  I  know  a  little  something  about 
the  credit  situation  now.  Those  fellows  who  are  above  their  level 
are  behind  in  the  payment  of  their  bills,  so  I  don't  think  that  the  banks 
are  giving  out  these  construction  loans  to  everybody. 

Mr.  Multer.  Maybe  they  are  not,  but  I  want  to  be  sure  that  they 
are  going  to  be  careful. 

Mr.  Mumma.  They  are. 

Mr.  Multer.  The  fact  of  the  matter  is  the  bankruptcy  rate  has 
gone  up  again,  and  it  has  gone  up  higher  in  the  construction  field 
than  in  any  other  field. 

Mr.  Mumma.  That  is  just  what  I  said.  These  fellows  that  ought 
to  build  1  house  want  to  build  50. 

Mr.  Seei.y- Brown.  Would  you  yield,  Mr,  Multer! 

Mr.  Multer,  Surely. 

Mr.  Sf.kly-Brown.  Did  I  understand  Mr.  Gidney  to  say  in  re- 
sponse to  your  question  that  the  performance  bond  is  optional! 

Mr.  Gidney.  Yes. 

Mr.  Seely-Brown.  And  you  would  make  it  mandatory! 

Mr.  Multer.  On  temporary  loans,  I  would  make  it  mandatory, 
yes;  because  when  they  put  into  this  suggested  change  a  provision 
that  the  temporary  money  shall  be  lent  only  in  the  event  that  there  is 
a  commitment,  they  are  just  kidding  us  and  they  are  kidding  them- 
selves, because  the  commitment  may  never  be  complied  with,  either 
because  they  don't  want  to  comply  with  it  or  because  they  don't  have 
to,  because  there  has  been  a  breach,  because  the  building  hasn't  been 
completed,  or  because  of  the  tight  money  situation  or  higher  rates 
elsewhere. 

The  Chairman.  We  have  a  witness  here  this  morning.  It  seems 
that  this  has  gone  about  as  far  as  it  can  go. 

Mr.  Gidney  disagrees  with  you,  and  you  disagree  with  Mr.  Gidney. 
Now,  it  seems  you  should  proceed. 

Mr.  Multer.  No ;  there  are  some  matters  in  the  minds  of  members 
that  should  be  clarified. 

The  Chairman.  Well,  we  can  debate  that  when  we  have  no  witness 
here. 

Let's  use  the  witness  as  far  as  we  can. 

Mr.  Multer.  Now,  Mr.  Gidney,  what  other  changes  are  there  in 
this  proposed  bill  with  reference  to  the  limitation  of  loans? 

Mr.  GinXEY.  There  is  a  change  in  the  matter  of  consumer-credit 
loans,  which  is  really  a  tightening  rather  than  a  liberalization,  al- 
though it  has  a  little  of  both  in  it.  On  balance,  it  is  a  tightening,  but 
it  has  a  little  of  both  elements.  At  the  present  time,  I  believe  Mr. 
Jennings  will  confirm  that  a  bank,  a  national  bank,  can  purchase 
business  paper  actually  owned,  and  that  would  be  true  of  the  con- 
sumer notes  that  a  dealer  would  have.  Business  paper  actually  owned 
is  an  exception  to  the  restrictions  of  section  5200,  so  that  there  is  not 
a  limit  on  what  he  can  purchase  at  present.  We  would  place  a  limit 
of  25  percent  of  capital  and  surplus,  10  percent  plus  16  percent  addi- 
tional. However,  the  bankers  have  asked  for  and  we  have  consented 
to  a  further  provision  that  if  the  bank  evaluates  each  note  above  the 
25  percent  and  is  satisfied  that  the  maker  is  all  right,  then  those 
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would  be  separate  notes,  and  they  could  go  further.  But  that  is  a 
tightening  rather  than  a  loosening. 

Mr.  Multek.  Mr.  Chairman,  Mr.  Barrett  calls  my  attention  to  the 
fact  that  the  House  is  going  to  meet  at  11  o'clock.  I  have  had  the 
witness  since  you  finished  with  him  shortly  after  we  opened  here  at 
about  10: 15.  Now,  I  have  many  more  questions  I  want  to  put  to 
Mr.  Gidney,  but  if  there  is  any  other  member  that  wants  to  ask  ques- 
tions, I  am  ready  to  temporarily  yield  the  witness. 

The  Chairman.  Does  any  other  member  desire  recognition? 

Mr.  Talle.  Mr.  Chairman. 

The  Chairman.  We  have  to  adjourn  in  a  few  minutes. 

Mr.  Talle.  Mr.  Chairman,  while  there  is  a  pause  and  there  is 
opportunity  for  me  to  say  a  word,  I  would  like  to  thank  you,  Mr. 
Gidney,  and  your  coworkers  for  your  excellent  service  to  this  com- 
mittee, and  I  want  to  say  that  the  American  people  are  fortunate  to 
have  you  in  the  position  you  occupy. 

Mr.  GiDNBr.  We  appreciate  that  very  much,  sir. 

Mr.  Mtthha.  May  I  say  "Amen." 

Mr.  Chamberlain.  May  I  inquire,  Mr.  Chairman,  is  this  Mr.  Gid- 
ney's  last  appearance  before  the  committee? 

The  Chairman.  This  is  his  last  appearance ;  yes. 

Mr.  Chamberlain.  Well  then,  Mr.  Multer,  I  do  have  a  matter  that 
I  would  like  to  discuss  with  the  witness. 

Mr.  Molter.  I  have  no  objection.     You  may  proceed. 

I  will  raise  an  objection  when  the  committee  goes  into  executive  ses- 
sion to  Mr.  Gidney  being  excused  and  not  being  required  to  attend 
further  before  the  committe. 

The  Chairman.  The  objection  will  be  overruled. 

Mr.  Multer.  T  will  take  my  appeal  to  the  proper  court  of  review. 

Mr.  Chamberlain.  Mr.  Gidney,  I  would  like  to  talk  with  you 
briefly  with  respect  to  the  cumulative  voting  aspects  of  this  proposed 
legislation. 

I  understand  that  you  people  have  a  view  that  is  opposite  that  of 
Mr.  Martin  of  the  Federal  Reserve;  is  that  correct? 

Mr.  GiDNEr.  Well,  I  have  a  different  view  than  he  has. 

Mr.  Chamberlain.  Well,  now,  the  question  that  I  would  like  to 
ask  is  this : 

We  have  two  responsible  parties  appearing  before  this  committee 
and  taking  opposing  views  with  respect  to  this.  I  would  like  to  in- 
quire which  one  of  you  has  a  better  opportunity  to  know  the  facts 
in  this  situation.  My  question  is  this :  Do  you  have  a  closer  rela- 
tionship with  the  national  banks  than  the  Federal  Reserve  System  or 
not? 

Mr.  GroNET.  The  answer  is  "Yes."  The  Congress  has  given  super- 
vision of  the  national  banks  to  the  Comptroller  of  the  Currency.  We 
have  the  daily  relations  with  them.  They  have  good  relations  with 
the  Board,  but  the  Board's  relations  are  in  a  different  field.  When  the 
banks  have  problems  and  troubles  of  this  kind,  they  come  and  tell  us 
about  them,  and  do  not  necessarily  go  to  the  Board. 

I  have  the  highest  respect  for  Mr.  Martin's  opinion,  and  most  of 
the  time  we  are  in  agreement,  but  I  think  in  this  case  the  acquaintance 
with  the  subject  is  in  the  Comptroller's  office,  as  the  supervision  of 
these  banks  is  in  the  Comptroller's  office.    The  opportunity  to  know 
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about  these  things  comes  to  us  much  more  than  it  does  to  the  Boarc*  -rvrd 
of  Governors,  and  I  think  that  in  answer  to  your  question,  we  mi^.^m 
snv  that  we  are  the  ones,  who  are  more  familiar  with  the  matter. 

Mr.  Chamberlain.  Is  this  your  personal  opinion  or  the  opinion  o  «u»  of 
the  staff? 

Mr.  Gidnet.  Mr.  Jennings,  will  you  speak  for  the  staff! 

Mr.  Jennings.  Yes,  I  will. 

It  has  long  been  the  opinion  of  the  staff  that  mandatory  cumulsa  Hi. 
five  voting  is  an  unwise  thing.  We  have  seen  no  instances  wherr- .— =«^ 
good  has  grown  out  of  it,  and  we  have  seen  many  instances  wharrf =.ry 
harm  lias  accrued  to  banks  because  of  cumulative  voting. 

Mr.  Chamberlain.  Are  there  those  on  your  staff  that  share  tUUthe 
other  opinion  here,  or  is  this  unanimous. 

Mr.  Jennings.  No,  I  would  say  that  it  has  been  the  opinion  of  tlf-^ihe 
staff  of  the  Comptroller  for  a  long  period,  including  men  such  as  MZK^tfr. 
W.  P.  Folger,  our  Chief  National  Bank  Examiner  for  at  least  S  26 
years,  who  retired  '2  years  ago,  and  all  of  the  present  staff  at  top  lev^-^e], 
that  mandatory  cumulative  voting  is  unwise, 

Mr.  Gidnf.y.  Mr.  Jennings,  would  you  be  able  to  express  somar=*ne- 
thing  about  the  Chief  Examiners  who  have  had  opportunities  to  o«zrz)b- 
servo  the  functioning  of  the  present  law. 

Mr.  Jennings.  Yes,  we  have  an  annual  meeting  with  the  12  distnr  ~~ict 
chief  bank  examiners  in  Washington.  The  matter  of  cmnulati-^cdre 
voting  lias  been  discussed  at  the  annual  meetings. 

On  3  or  4  occasions  during  recent  years  they  have  presented  to  t  — the 
comptroller  and  the  comptroller's  staff  in  Washington  the  cumulatLsmve 
voting  problems  that  have  orisen  in  banks  in  their  particular  d dis- 
tricts. It  is  my  opinion  that  all  of  the  12  district  chief  i  minim  —  n 
throughout  the  country  are  of  the  firm  opinion  that  mandatory  cunrriu- 
lathe  voting  has  not  worked  well,  and  should  be  eliminated  in  hn^^ar 
of  permissive  cumulative  voting. 

Mr.  Ciiambeblaix.  Well,  now  I  would  like  to  change  the  5ub]**£-vt 
just  briefly. 

Mr.  Widxall.  What  do  yon  think  is  the  nature  of  the  harm  done     ty 
cumulative  voting? 

Mr.  Jennings.  I  can  liest  answer  that  by  describing  a  few  examples 

In  one  instance  an  individual  who  owned  enough  stock  in  a  baLStk 
to  elect  himself  a  director  by  means  of  cumulative  voting  had  a  boo 
about  -27  years  old  who  worked  for  an  investment  house.  The  father 
who  owned  the  stock  would  have  been  an  acceptable  director,  but  ie 
insisted  on  electing  his  son  to  the  board.  This  hurt  the  bank  very 
much.  The  son  didn't  conduct  himself  too  well.  There  were  other 
people  in  the  community  who  would  have  liked  to  have  been  a  director. 
They  wore  eliminated  through  the  election  of  this  young  man. 

Xow  to  go  to  another  case,  and  we  have  many  of  them,  an  individual 
who  had  sufficient  stock  elected  himself  to  the  board.  He  attends 
meetings,  he  sings,  he  shouts,  pays  no  attention  to  what  is  going  on; 
he  goes  out  on  the  street,  talks  about  the  banks  affairs,  the  loans  that 
have  been  made  to  individual  customers:  he  has  hurt  the  bank. 

So  we  have  found  in  case  after  case  that  these  individuals  who  have 
elected  themselves  through  the  use  of  mandatory  cumulative  voting 
for  the  alleged  purpose  of  looking  after  the  interests  of  the  minority 
shareholders,  have  harmed  them  through  harming  the  bank. 
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The  biggest  objection  we  find  is  that  people  who  force  their  way  on 
the  Board  go  out  on  the  street  and  talk  about  loans  that  have  been 
made.  Now,  there  is  nothing  in  a  community  that  hurts  a  bank  more 
than  a  failure  to  observe  a  confidential  relationship  between  borrowers 
and  the  hank,  and  that  has  come  up  time  and  time  again. 

Mr.  Anderson.  Would  you  yield,  Mr.  Chamberlain  1 

Mr.  Chamberlain.  Yes. 

Mr.  Gidney.  Could  I  just  add  one  thing  here!  I  have  in  mind  a 
case  of  a  gentleman  who  put  himself  on  a  board,  with  a  fairly  large 
holding,  and  whether  rightly  or  wrongly,  the  other  people  thought 
that  it  was  worth  their  While  to  pay  him  a  high  price  to  have  him  off, 
so  they  did.  And  I  understand  lie  has  gone  elsewhere,  and  is  starting 
the  first  stage  of  a  repetition  with  another  bank.  Those  are  things 
that  happen. 

Mr.  Multeh.  Will  you  yield  there,  please! 

Mr.  Chamberlain.  General  Anderson  asked  first,  Mr.  Multer. 

Mr.  Anderson.  Mr.  Gidney,  I  know  it  is  possible  among  the  thou- 
sands of  bank  directors  that  we  have  to  pick  those  who  are  not  success- 
ful. Wouldn't  it  be  equally  true  that  if  you  wanted  to  dig  into  all  of 
the  facts  you  could  find  that  in  some  cases  the  stockholders  who  hold  a 
majority  of  the  stock  have  put  their  sons  on  the  board,  young  men 
who  were  not  yet  trained  ? 

Mr.  Gtoey.  Yes;  I  agree  that  could  be. 

Mr.  Anderson.  We  can  find  a  few  isolated  examples  to  back  up  any 
case  we  want  to  make. 

Now,  if  a  director  is  not  properly  performing  his  duties,  are  there 
not  ways  in  which  you  can  get  rid  or  him  ? 

Mr.  Gidney.  Not  with  much 

Mr.  Anderson.  Is  there  no  provision  for  that ! 

Mr.  Gidney.  Well,  that  provision  that  you  have  heard  about  with 
the  implication  that  they  could  readily  be  pushed  out  is  section  30  of 
the  present  Federal  Reserve  Act.  Section  30  would  be  rather  difficult 
to  use  in  that  manner,  and  probably  would  not  have  proper  applicabil- 
ity unless  the  actions  of  the  director  were  very  extreme. 

Mr.  Anderson.  Well,  wouldn't  the  violation  that  Mr.  Jennings 
talked  about,  the  discussion  of  the  bank's  confidential  business, 
wouldn't  that  he  the  basis  for  action  under  section  30 1 

Mr.  GroNET.  Mr.  Englert,  would  you  get  section  30  ¥  Section  80 
provides  that  if  an  officer  or  director  after  warning — perhaps  I  should 
read  it. 

Whenever  In  the  opinion  of  the  Comptroller  of  the  Currency — 

it  reads  now — 

bank  or  trust  company  doing 

or  the  same  thing  for  Federal  Reserve  agency  State  members — 
shall  have  continued  to  violate  any  law  relating  to  such  bank  or  trust  company, 
or  shall  have  continued  the  unsafe  or  unsound  practices  In  conducting  the 
business  of  such  bank  or  trust  company,  after  having  been  warned  by  the 
Comptroller — 

1  will  omit  part  of  this — 


,yGoogIe 


W\S  FLS.UiCLlL   INSTITUTIOKS  ACT  OF    1957 

I  ilunk  mac  if  we  brought  to  them  such  a  case  as  you  have  men- 
iiniu'J,  -i  ;s  wry  doubt ful  that  they  would  take  action  to  remove  the 
Jir.vii'1.  \Vv  would  ilrst  have  to  warn  the  man.  He  might  very  well 
mi*  "I  am  jiisi  iweivisiug  my  rights  and  privileges  as  a  citizen  and 
ilinvuu-." 

Mr.  i'ii  niiiKiti.viN.  Can  you  tell  us  how  many  removals  there  have 
kvii  mniui  iliai  -*vi  ion  to  your  knowledge  * 

Mr.  (ju>NK\.  I  iuve  knowledge  of  only  two  actual  removals. 

Mr.  linui-.Kiti.uN.  In  your  whole  association  with  the  office? 

Mi.  lin>NK\.  li  happened  that  I  initiated  those,  and  they  were 
itiimifj  Uv;msv  they  were  in  violation  of  section  32  of  the  act  of 
i:».'i.i,  nut  iliai  went  to  the  Supreme  Court.  Tliere  have  been  1  or  2 
.>ih.-i  ,■..,.,-.•.,  I  believe, 

Mi.  v  '«i  iuhkki.aix.  I  would  like  to  ask  the  witness  1  or  2  other  qnes- 

Mt.  Mi  i.tkk.  On  the  same  subject,  Mr.  Gidney,  is  it  not  true  that 
i  lu-  Inlaws  of  almost  every  bank  permit  the  removal  of  a  director  for 
imii.*>,  and  some  permanent  removal  without  cause? 

\l  i  v  i  ion  by.  We  have  not  seen  such  provision. 

Mr.  Mi'i.tkh.  There  is  no  provision  in  the  bylaws  of  banks  that 
win  have  wen  that  permits  the  removal  of  directors. 

Mr.  .Iknninus.  Mr.  Multer,  the  shareholders  elect  the  directors. 

Mr.  Ml' i.tkk.  And  they  have  the  right  to  remove  them. 

Mr.  liiiiNKY.  At  the  annual  meeting. 

Mr.  .Ikn'ninos.  They  could  vote  them  out,  yes. 

Mr.  Mi  i/ikk.  They  have  a  right  to  remove  them  at  a  special  meeting 
ijlteil  for  that  purpose. 

Mr,  .iKNNiNciS.  You  are.  referring  to  the  articles  of  association.  The 
b\  la  n  s  may  be  changed  at  will  by  the  board  of  directors. 

Mr.  Mii-TKR.  The  basic  law  that  governs  the  operation  of  the  bank 
c.  us  ivrtificnte  of  incorporation  or  articles  of  association  and  the 

l.thlWH. 

Nmv,  there  is  such  a  provision  in  those  documents. 

Mr.  ( Sidney.  Counsel  says  he  has  never  seen  such  a  provision. 

Mr.  Mi'I.teb.  I  have  seen  it  quite  a  number  of  times.  Apart  from 
i  hiii,  why  do  we  burn  down  the  barn  to  get  rid  of  the  rats?  If  there 
in  n  Mime  bad  directors,  why  don't  you  give  us  a  suggestion  as  to  how 
lu  imnrnvc  this  bill  to  give  us  a  right  to  remove  these  directors  you  are 
iMiiipliiiiiing  about? 

M  r.  ( !  [iinev.  We  don't  suggest  burning  down  the  barn.  We  would 
in  i  like  lo  put  a  little  bit  of  tin  plate  there  to  keep  the  rats  from  coming 

M  r.  Mixteh.  You  just  want  to  prevent  all  of  the  good  people  from 
ruining  in  because  there  have  been  some  bad  people. 

Mr.  (iiiWEY.  No,  sir;  we  do  not  want  to  prevent  good  people  from 
,i miing  in. 

Mr.  Mirr.TER.  As  a  matter  of  fact,  the  majority  occasionally  elect 
mull  a  man  to  a  hoard  as  you  are  talking  about. 

Mr.  (  Iioney.  This  is  a  democracy,  the  majority  rules. 

Mr.  MiTLTEK.  If  it  is  a  democracy,  why  do  you  want  to  take  away 
from  (lie  minority  the  right  of  representation  I 

Mr.  Gidney.  They  are  represented  at  the  annual  meeting. 
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Mr.  Mtjlteh.  You  are  saying  to  us  in  effect  that  if  a  man  or  a  group 
of  men  own  51  percent  of  the  stock,  those  who  represent  the  49 
percent  of  the  stock  are  entitled  to  no  representation  on  the  board. 

Mt..Gidnet.  Not  in  the  way  this  thing  is.  I  should  say  it  shouldn't 
be  the  way  the  present  statute  is. 

The  Chairman.  Mr.  Gidney,  why  is  it  all  of  the  bankers'  associa- 
tions are  in  favor  of  it  ? 

Mr.  GmNEY.  Well,  I  think  the  bankers  know  what  the  facts  are — 
the  American  Bankers  Association,  the  Independent  Bankers  Asso- 
ciation, and  the  Reserve  City  Bankers  Association.  They  know  what 
the  facts  are. 

The  Chairman.  The  banking  association  passed  a  resolution  on 
this  subject.  Why  did  they  do  that  t 

Mr.  Gidney.  It  is  my  belief  that  they  have  the  correct  view  of  it, 
and  I  know  that  they  know  the  facts. 

Mr.  Patman.  May  I  make  a  parliamentary  inquiry  ? 

The  Chairman.  Yes. 

Mr.  Patman.  About  Mr.  Gidney  returning,  I  asked  for  the  audits 
of  the  last  5  years  and  received  them  yesterday;  Mr.  Gidney  brought 
them  up. 

They  are  in  the  chairman's  office.  They  are  being  looked  over. 
This  will  probably  take  a  little  time  because  we  can  only  have  them 
looked  over  while  the  office  is  open.  I  cannot  carry  them  to  my 
office  or  to  any  other  office  under  the  rules.  Therefore,  we  shall  be 
delayed  a  little  in  completing  our  inspection. 

But  I  do  want  Mr.  Gidney  to  come  back  and  answer  questions  after 
the  audits  have  been  examined,  because  I  can  see  now  it  will  he  neces- 
sary to  ask  him  some  very  important  questions  concerning  them. 

The  Chairman.  I  would  like  to  accommodate  you.  You  can  take 
them  over  into  my  office. 

Mr.  Patman.  I  didn't  want  to  ask  to  do  that,  under  the  circum- 


The  Chairman.  You  have  a  job  there  that  it  seems  to  me  will  take 
you  a  year. 

Mr.  Patman.  No;  it  can  be  done  in  just  a  few  days. 

The  Chairman.  This  will  be  a  long,  long,  tedious  job. 

Mr.  Patman.  We  are  handicapped  under  the  circumstances. 

The  Chairman.  It  will  take  you  a  long  time  to  get  through  with 
them,  but  you  may  have  them  there  in  my  office  until  you  are  through 
with  them. 

Mr.  Patman.  Thank  you.  We  only  asked  for  the  privilege  of 
examining  them,  and  we  did  not  specify  where,  we  didn't  specify 
your  office. 

The  Chairman.  We  make  no  provision  for  Mr.  Gidney  coming  back 
when  we  adjourn  today. 

Mr.  Patman.  But  you  will  ask  him  to  come  back,  I  assume,  to 
answer  these  questions  about  the  audits. 

The  Chairman.  I  am  making  no  commitments  now.  We  have  to 
get  through  with  this.    We  have  to  dispose  of  this  bill  this  summer, 

Mr.  Patman.  I  have  some  questions  on  the  audit  reports. 

The  Chairman.  The  bill  is  not  my  bill.  I  haven't  fathered  it 
But  the  way  we  are  proceeding,  we  will  never  get  through  with  the 
hearing. 
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Mr.  Patman-.  Mr.  Chairman,  you  have  some  20  years  of  a.-.tiuat.  i 
la  toil  work. 

The  Chairman-.  We  had  sufficient  time  for  an  adequate  hearing  ■  t 
this  bill  if  the  questions  had  been  addressed  to  the  material  points  i 

the  bill.  I  would  like  to  meet  the  approval  of  the  committee,  I  w — ii 
to  do  what  they  want — but  I  am  sure  we  are  tired  of  the  continuance  < 
this  hearing  without  results.  I  know  there  is  a  desire  for  an  execut^^-it 
session  on  this  bill.  There  are  some  important  measures  that  i  _zh 
members  are  interested  in  which  cannot  be  considered  until  we  o  _-»u 
elude  the  present  hearings. 

Now.  some  of  the  members  have  talked  to  me  about  other  legis  J»- 
lion.  I  am  not  asking  for  a  vote  on  the  bill,  but  I  am  requesting  tl  mat 
we  expedite  the  hearing. 

Mr.  MrtTEK.  You  are  not  asking  us.  Mr.  Chairman,  to  vote  on  c_7w 
hill  without  having  an  explanation  of  every  change  that  is  in  the  b  ill. 
are  you  f 

Tlie  Chairman'.  I  have  previouslv  stated  I  was  not  asking  for  a  vote. 
You  have  had  plenty  of  time,  Mr  Multer.  I  don't  think  you  are  the 
person  to  complain  at  all. 

Mr.  Mvi.ter.  I  do  complain  and  have  every-  right  to  complain,  and 
I  will  complain  at  the  right  time,  in  the  right  forum.  Mr.  Chairman. 

Mr.  Patman-.  Well.  I  will  certainly  complain.  Mr.  Chairman,  be- 
cause you  haven't  allowed  us  to  go  into  all  of  these  different  changes 
in  the  bill,  and  they  involve  fundamental  problems  which  have  piled 
up  here  for  20  years. 

You  know  we  have  been  denied  a  hearing  for  20  years  before  this 
committee,  and  now  you  crowd  it  all  up  in  a  250-pige  bill,  and  vou 
want  to  rush  it  through  as  if  it  were  the  District  of  Columbia  bill. 

The  Chairman.  1  am  not  rushing  it  through.  I  don't  expect  the 
hi"  to  ooir.e  up  this  session. 

Mr.  MriTER.  It  you  don't,  then  why  can't  we  go  on  and  get  all  of 
the  facts  »■,■  are  entitled  ro.  if  vou  are  not  goinc  to  bring  it  up  in  this 
ms:o"..  Wha:  is  there  that  these  witnesses  Who  represent  the  Gov- 
cv:\:c'-  <[.y.i.-\  withhold  from  \:s  about  the  bill  j 

The  Chairman-.  I  thir.k  you  are  in  r.o  position  to  complain. 

Mr.  Mvlti'R.  I  .v:t:'.::.!y  am  and  will  continue  to  complain,  and 
v."!  i.v.-y'a::'.  :::  the  proper  forum,  if  you  try  to  brine  this  bill  before 
:':  e  li.y.se  w:.;;;n::  ,-xr  opportunity  to  examine  all  of  these  witnesses 

Mr.  Patman.  Mr.  Chairman,  the  lf'55  act  required  6  or  T  weeks 
le.ore  th.is  co::::r.:iiee.  and  we  heard  individual  witnesses  over  several 

O::  '  he  OP  A  hi"  we  had  A  n'.or.rhs  of  hearir.es  in  this  committee. 
Y ■.<■.:  see.  i:  depends  upon  the  iciportar.ee  of  the  Bill.  One  member  on 
the  ::::r.or::v  side.  Mr.  Crawford  of  Michigan,  asked  questions  for 
i  ••;".  days. 

Nobody  cor-r'air.evt  about  that  because  all  of  the  questions  were 
per:  ir.er.t.  They  were  material.  We  appreciated  it.  As  long  as  a 
cumber  of  the  co:"::i:t;ee  wants  to  ask  a  question  that  is  germane  to 
the  bill — that  is.  abov.t  changes  that  are  proposed  to  be  made — I  think 
the  chairman  should  permit  ks  to  do  it. 

The  Ch.ukmax.  I  intend  to  have  the  bill  properly  ■ 
There  will  be  a  roUeall  in  the  House. 
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Mr.  Gidney,  yon  are  now  discharged. 

Mr.  Patman.  Are  you  going  to  ask  him  to  answer  questions  for  us 
in  writing,  Mr.  Chairman  ?  Will  it  be  all  right  for  the  members  to 
submit  questions  in  writing? 

The  Chairman.  Mr.  Gidney,  you  have  no  objection  to  answering 
any  questions  that  are  posed  to  you  in  writing? 

Mr.  Patman.  To  be  inserted  at  this  point  in  the  record. 

Mr.  Gidnby.  Those  will  be  questions  which  are  pertinent  to  the 
bill? 

The  Chairman.  Pertinent  and  relevant  questions,  yes. 

Mr.  Molteh.  Who  is  going  to  determine  the  pertinency  of  the  ques- 
tions asked  in  writing? 

Mr.  Patman.  The  member  asking  them. 

The  Chairman.  The  chairman  will  decide  that. 

Mr.  Patman,  In  case  of  doubt. 

(Whereupon,  at  11:10  a.  m.,  the  committee  adjourned,  to  recon- 
vene at  the  call  of  the  Chair.) 

(The  following  is  information  supplied  by  the  Office  of  the  Comp- 
troller of  the  Currency  in  answer  to  questions  incorporated  in  a  letter 
from  Hon.  Wright  Patman,  dated  September  16, 1957 :) 

OoramB,  1057. 
Hon.  Wright  Patman, 

House  of  Representatives,  Washington,  D.  C. 

Dkau  Mb.  Patman  :  We  have  your  letter  of  September  16, 1957,  Inquiring  Into 
the  audit  and  management  programs,  procedures,  and  objectives  of  the  Office  of 
the  Comptroller  of  the  Currency.  In  accordance  with  your  request,  we  have 
assembled  the  enclosed  schedules  and  exhibits  to  which  we  refer  In  oar  com- 
ments which  follow  In  the  order  of  the  outline  of  your  letter. 

(1)  Copies  of  audit  programs  and  procedures,  including  minimum  scope  and 
objectives,  currently  being  used  by  the  internal  auditor  in  connection  with  his 
audit  of  the  following  areas : 

(a)  Asset,  liability,  expense,  income,  collateral,  custody,  and  safekeeping  ac- 
counts In  connection  with : 

(I)  Washington  operations. 

(II)  Field  operations. 

(6)  Comptroller  of  the  Currency's  responsibility  for: 

(I)  Unissued  Federal  Reserve  bank  notes  and  Federal  Reserve  bank  notes 
In  his  custody. 

(II)  Redeemed  Federal  Reserve  notes,  Federal  Reserve  bank  notes,  and  na- 
tional bank  notes  in  his  custody. 

(III)  Unfit  United  States  or  Federal  Reserve  currency. 

(iv)  Fragments  and  charred  Federal  Reserve  nnd  national  bank  notes, 
(v)  Any  other  currency  responsibilities. 

During  the  recent  hearings  conducted  by  the  Banking  and  Currency  Committee 
of  the  House  of  Representatives,  the  reports  of  audits  of  this  office  by  our 
Internal  auditor,  and  those  made  by  the  Bureau  of  Accounts  in  response  to  our 
requests,  covering  a  period  of  5  years  were  loaned  for  examination.  We  under- 
stand that  these  reports  have  not  been  returned  to  us  so  we  assume  that  they 
are  still  available  for  further  study  should  you  so  desire. 

All  of  the  fiscal  activities  of  the  Comptroller  of  the  Currency  are  centered  in 
the  Washington  office  and  there  Is  no  receipt  of  income,  disbursement,  or  han- 
dling of  funds  in  the  field.  In  fact,  not  even  petty  cash  or  postage  stamps  belong- 
ing to  the  Comptroller's  Office  are  In  the  custody  of  any  of  our  field  offices. 
Therefore,  in  dealing  with  fiscal  matters  our  Internal  auditor  and  the  Bureau 
of  Accounts  are  concerned  only  with  the  Washington  office.  Likewise,  none 
of  the  Comptroller's  currency  functions  are  bandied  in  the  field. 

With  respect  to  audit  programs  and  procedures  dealing  with  the  various  fiscal 
and  currency  activities  of  the  office,  please  refer  tci  sehiilule  I  accompanied  by 
exhibits  A  through  F. 
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jvninu   mill   piNwdiircfc   inclndinp  minimum  scope  ud  ob- 
■lint  n«ed  in  ismnortirtn  with  your  reriew  of  tie  openunr 
nn.v  wuh  lowtl  wq,nimuenrs  in  the  following  areu: 
-n  .iveMhWft. 

iv  *!•  >mn"  *nd  wvV.  iMeprareu  that  the  Comptroller  ud 

k.>v  «v'.:  ir.r.-aw.'.  .■Mn^cnuW  its  adequacy,  the  qaalirj, 
i  .,-«*■  ;v  f.v.-;..sn-f  tT>f.  conitilibnc*  with  leal  Mgnire- 
,%  ■ :  ;wn£oV.  *■»  ■«;»•■;  ""**-  omr-itls  tr*  held  each  we*  ftf 
.%%,  j  ■  V'V  sr.w  "isw  nrMiienw  end  matters  jeiliMK 
■V  'vi  'lie  rflv -!(*!'..'■  of.  XM-"  naW  &nfi  its  ibmhk!* 
V  fit"'!  S  ■■''■■>  ■«'"  T"*  "'  B"T  ajaicrain  minute*  of  Ik* 
•.,ir-' .'.  .  t*  if.—  •.:..  '■«■!>•  Tie  staff  si  this  level  *■» 
..  .'*,«  !«•  ■'  ■-•*»  »*■■  l«*f- heen  selected  beatMeiE'ttBf 
'  >,.  -V-.  .w4:*:;iri*»  "?  their  positions  nnd  mtrdEB- 
,  .... .- -..>.  :  .-)m  "ill  *1»  operating  problems.  eflemtT 
,  .!..,iK,    *»»viB-i'4i  with  Final  I  working  mat  rf 

^  ■  ->.-    ■—..-.-  »•»•■"  dlstw  snperrision  so  that  they  a- in* 

.".  i"  -i.-  .-».«■'•&-  efficiency  on  a  day-to-dny  bub 

,,■-.-.-,  .-   wii  ■>''*  sbf  examining  staffs  In  ench  of  ue  - 

"\._  i.     •       >"  n>ore  of  the  administrative  staff  ■■*■ 

:  -v-:    Aanprmller  «r  the  Chief  National  law 

'  ,  ..j.  .'  .Wnrrire   of  efficiency   in   examination  p- 

'  *^.j*iu«-  and  understanding  of  mutual  nrobfev 

..    j*fX  chief  national  bank  examiners  are  he*         1 

"■;         .      •*    rcT-pose  of  discussing  problems  of   geneis" 

.    *■£<*;:  to  management,  personnel,  and  the  super- 

._         ~ ■    >e  wen  to  point  out  here  that  the  12  dimts 

*n  who  have  been  hi  alienated  because  of  their 

.«««,  i=d  dt-monstrated  ability  to  carry  out  toe  ie- 

^■-    ■    maintain  close  control  of  the  Comptroller'*  ur- 

.j..h.*;mt!"ii    ;*    (■entered    at    the    Washington    itnv.t 

...  .   i.. :    ■-j;il  1-r.ak  esdaiiner*  are  dej tended  ut>on  to  inter- 

!•■!.'■.•. ■;:,:t-i:Tivr  .-;v\-i^rvi..-e  ein  munitions  as  provided 

:=  f.s>>:ii-.:  t\:,-j  ;:;-t  apj«i;niiuents.  and  recommend 

i  ..■J-.-ii-.t:if'-:T.     Th-*v   h^so   recommend   appointment   nf 

-.»-..:■.■.:.'■.   ir,   :>:*   S*-M.     l'r .-■:i..--:i..ns  are  effected   l.y   the 

*■..:         ■::  re--  ■-'.:■  !-r;'l:-.;:.--r.s  of  ihe  disirict  chief  nad'tnal 

»■    .'.s  if"..l  ;*r~  ■:.:.*■■.  is  ••■■■ri-erinil.    As  required  by  law. 

v    *--y  c;;.  ;.  ■M<:rU:  .:.>f  La:i-.-nal  tiflnk  examiner  with  re- 

"v  r;i::ni  ■■'  e...-h  fTiipIOTee  in  his  disiric-t-     All  persoD- 

:.■   ,'s:;r.:L;;:;. ■*   y"-ri--<i:'-;,^y  ty  re^reeeiitatire*  of  the 

.*  cr  w:l:  :::  i-tj:-  ita":  ■□  resi-'nsiliilities  which  has  been 
"-■:  ji-.ir*.  It  rv.i*-'3  ■'•!  ;L-.-rei*ed  efficiency  the  orraiiiut- 
-.r  -f  :he  t,'-.:rr'-n-v  b-.t  1^-c  a:>;.:-  to  function  with  no 
':  i-.:  ;-^  'Vril  ::-.ssy  years  ac-...  I'iease  refer  to  exhibit  T 
:  "-■:*»  til «  i-lear'y 

."-"■ '.  e:-_j-; -■Trt'*  '  -.7  Waslitcr-n  and  field  offices  are  p*r- 
■>C;.:  rt»-:^:re::.i«:»  ^  ■".  .■t'.y  wi:h  resj-e-.-t  to  the  bank  snner- 
~«,*;>i-^s:l'::i::r*.  Vr.:  f  tivir  tl  i«ers->nal  responslbilitiea. 
"■re  -  s:-..s::  .■«_=..=.::-  -.  C  ■= .j«:ian.?e  with  the  lin  re- 
"^■:.'.•:.•.L:.\.i\,.  ••.:.}.--  iilz.  ■*:  .-r-sTar-:  ^urreillaiice. 
•■'C  ;.a::k  fi..:.  :-rr>  sre  i-  direct  ■-harge  of  the  exainlnera 
-- :-i:i7s  ■„  :Lt-:-  rri|v  r.Tj-  iL>rr:.-:s  and  do  not  make  ex- 
rtrt.^vrt  is.-;-:  v.:.ir7  ex rra ordinary  circumstances. 
^"MiT'.r-r?  ..-:■■  ur.*;7  Tie  i-.^eJ:2Te  superrislon  of  the  cx- 
■  .-irf  ::*>. £:.,■'.  .-.;.,*  wv  V'.itTf  ;hs:  There  Is  sufficient  mt»- 
«:*  :.  :..i.-  "r..^f  ...  ::-->;  -  S  Tari-a  also  permiU  dejdred 
■  lir-lf*  .?  ***.*:.'.-:  iiA=.:-ers  ss  I:  broadens  their  tnln- 
"■  :;-.rt\;  ::;  :^:.r  c\?.;.. .-;.;. .--  «ss:im=;en»  so  that  no  *x- 
■■  ::-.-.:  ^i  w.;;  ;;  :.t.*  :v#  _elt  fla— inarios  of  any  hank. 
■:  r>  s-:  :::r.sT*ry  ,v. .i  w*et  s^.-b  itinerarie*  are  filed 
>v  :h,~  .'.:::-.i.  r.-.-.-.e*  iri  '.  vj :: ;-s«  f  all  banks  examined 
»v..!  :t.--*s-  V.vis  *.r:f-.!y.>«  ;.-;  examination  the  comlnf 
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"week/  '  IRmh  weekly  reports  also  show  special  assignments  and  days  off  duty  on 
Annual  or  sick  leave.  The  district  chief  national  bank  examiner  Is  in  frequent 
communication  with  the  examiners  and  assistant  examiners  In  his  district  to 
(five  them  their  assignments  from  time  to  time.  By  reason  of  rotation,  weekly 
reports,  and  close  personnel  supervision,  we  believe  that  there  is  adequate  pre- 
caution and  reasonable  assurance  agalnBt  undetected  violations  of  law  dealing 
with  personnel. 

Cases  of  dismissal  because  of  violations  of  law  or  moral  turpitude  are  few 
and  far  between.  We  believe  that  this  record  can  be  attributed  largely  to 
oar  requirement  of  a  thorough  charucter  Investigation  of  every  assistant  exam- 
iner employed.  All  examiners  are  commissioned  from  the  ranks  of  assistant 
examiners  who  hare  already  been  Investigated  and  hold  exemplary  records. 
These  Investigations  are  independently  made  for  us  by  Internal  Revenue  Inspec- 
tion ■  Service.  We  employ  or  retain  no  one  whose  investigation  has  resulted  in 
findings  which  raise  doubt  as  to  his  Integrity. 

Under  our  defense  program,  all  key  members  of  the  Comptroller's  adminis- 
trative staff  and  their  secretaries  in  the  Washington  office,  and  all  district 
chief  national-bank  examiners,  their  emergency  alternates,  and  their  secretaries, 
must  be  cleared  for  access  to  material  classified  up  to  and  including  "top  secret." 
This  clearance  Is  Issued  by  the  personnel  security  officer  of  the  Treasury  De- 
partment on  the  basis  of  a  satisfactory  report  of  Investigation  mnde  by  Internal 
Bevenue  Inspection  Service.  Thus,  in  meeting  this  requirement,  these  key  people 
are  subjected  to  the  more  searching  character  and  loyalty  investigation  necessary 
to  obtain  this  security  clearance. 

Under  title  12,  United  States  Code,  section  481,  the  Comptroller  is  required 
to  examine  every  national  hank  twice  in  each  calendar  year,  but  in  the  exercise 
of  his  discretion  he  may  waive  1  such  examination  not  more  frequently  than 
once  during  any  2-year  period.  Each  district  chief  national-hank  examiner 
maintains  a  record  of  all  national  hanks  in  his  district.  As  each  bank  is  exam- 
ined, tbe  date  of  examination  Is  recorded,  and  this  record  Is  used  as  a  basis  for 
scheduling  examinations  of  national  banks  In  order  to  meet  legal  and  adminis- 
trative requirements.  Each  district  chief  national-bank  examiner  is  Informed 
of  the  Comptroller's  waiver  of  any  examination  es  permitted  by  law,  and  he 
la  required  to  furnish  the  Comptroller  with  monthly  reports  of  the  status  of  the 
work  in  his  district. 

The  Comptroller's  Office,  likewise,  maintains  a  record  of  the  national  banks 
in  each  district  and,  as  reports  of  examination  are  scheduled,  actually  made, 
and  reports  received,  these  facts  are  recorded.  By  means  of  reports  Hied  each 
week  by  each  national-bank  examiner,  reports  of  the  status  of  the  work  in 
each  district  filed  monthly  by  the  district  chief  national-bank  examiners,  and 
our  own  records  of  examination  reports  received,  we  are  aware  of  the  current 
status  of  examinations,  so  that  appropriate  plans  can  he  made  to  see  that  tbe 
legal  responsibility  of  the  Comptroller  in  this  connection  is  carried  out 

Under  the  foregoing  described  safeguards  and  procedures,  we  have  found  no 
need  for  supplemental  audit  programs  or  surveys  to  deal  with  the  matter  of 
legal  responsibilities. 

(3)  Copies  of  reviews  or  surveys  made  In  connection  with  your  review  of  the 
operating  efficiency  and  compliance  with  legal  requirements. 

In  keeping  with  our  general  but  not  formalized  program  for  Improving  opera- 
tions and  efficiency,  we  have  conducted  surveys  of  the  office  of  the  special  dis- 
bursing agent,  Statistical  Division,  and  the  Federal  Reserve  Issue  and  Redemp- 
tion Division.  The  first  two  named  are  still  In  progress.  Some  machine  opera- 
tions have  been  installed  In  the  office  of  the  special  disbursing  agent,  and  further 
progress  has  been  delayed  because  of  our  participation  in  a  Treasurywide  study 
of  the  feasibility  of  establishing  an  electronic  data-processing  unit  to  service  the 
accounting  and  data-processing  needs  of  all  Treasury  bureaus.  This  study  has 
not  been  completed.  We  plan  to  extend  these  surveys  to  all  units  of  our  organi- 
zation as  time  permits  consistent  with  the  need  for  maintaining  bank-supervisory 
work  In  current  order.  The  enclosed  exhibit  U  Includes  a  number  of  copies  of 
memorandums  covering  the  above-mentioned  surveys. 

As  previously  stated,  compliance  with  legal  requirements  is  under  almost  con- 
stant surveillance  and,  therefore,  we  have  found  no  need  for  special  surveys,  nor 
have  any  been  made. 

(4)  A  copy  of  your  organization  chart,  Including  brief  comments  as  to  how 
accounting  data  are  accumulated  and  controlled. 

We  are  enclosing  a  copy  of  our  organization  cbnrt  with  comments  concerning 
accounting  data.     Please  see  schedule  II  and  exhibit  O. 
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(5)   Copies  of  your  agreements  with  the  Bureau  of  Accounts  with  regard  to  t^r 
maximum  scope  and  objectives  of  their  audits  for  the  years  1953  through  1956-   __ 

There  is  no  requirement  In  law  that  the  fiscal  affairs  of  the  Comptroller  of  Saai- 
Currency  be  audited  by  an  outside  auditor ;  however,  in  keeping  with  sound  hi — ^ 
ness  practice,  It  was  concluded  some  years  ago  that  such  an  audit  would  , 
advisable.  We  have,  therefore,  arranged  each  year  with  the  Bureau  of  Accou_  :», 
of  the  Treasury  Department  to  have  Its  auditors  conduct  an  audit  of  the  accou»  Bt 
int:  records  and  funds  operations  of  this  Office.  The  scope  iind  objectives  of  faj^ 
audits  are  largely  determined  by  the  Bureau  of  Accounts  and  its  audlt«3i* 
ulthougli  we  have  asked  that  these  audits  not  be  expanded  Into  the  fleldl  0t 
management,  i'lense  refer  to  schedule  III  and  exhibits  H  through  K  for  a  listfar 
of  letters  requesting  such  annual  audits.  These  constitute  the  only  agreement! 
between  the  Comptroller  and  the  Bureau  of  Accounts. 

I  (J)  List  of  all  recommendations  made  by  the  Bureau  of  Accounts  since  iseo, 
the  date  the  recommendation  was  first  made,  the  subsequent  dates  the  recoa- 
luendutlou  was  made,  the  date  of  adoption  of  the  recommendation,  and,  In  Uw 
case  of  recommendations  which  were  not  adopted  or  were  adopted  only  in  part  ■ 
statement  as  to  the  reasons  why  the  recommendation  was  not  adopted. 

As  a  result  of  our  careful  consideration  of  all  recommendations  received,  net 
only  since  1950,  but  since  1936,  those  which  have  appeared  to  offer  Improvement 
of  operating  procedures  and  efficiency  have  been  adopted.  In  1966,  we  Inti*11"* 
a  complete  new  machine  income-accounting  system  which  resulted  In  economic, 
closer  control  of  Income,  and  Improved  efficiency.  The  1956  audit  report  «a- 
tnined  only  three  recommendations,  all  of  which  have  been  favorably  conslderat 
We  adopted  measures  to  insure  more  prompt  deposit  of  remittances  received,  ni 
a  procedure  to  effect  better  control  of  remittances  in  transit.  Aa  recommended, 
we  now  have  under  study  the  regulations  of  the  General  Accounting  Office  raltt- 
ing  to  payroll  operations  and  accounting.  For  Information  relating  to  the  reesB- 
ui eudati mis  of  the  Bureau  of  Accounts  made  since  1950,  please  refer  to  schedule 
IV  with  exhibits  L  through  8. 

In  view  of  the  fact  that  the  enclosed  schedules  and  exhibits  reread  the  iepps 
of  audit  procedures  employed  for  tbe  protection  Of  this  Office,  we  request  But 
they  be  retained  for  your  use  on  a  confidential  basis  and  not  be  made  a  part  of 
any  public  document. 
Sincerely  yours. 

Rat  M.  Dinner, 
Comptroller  of  the  Cermet- 
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TUESDAY/,  AUGUST  13,  1657 

House  of  Represent ativeb, 
Committee  on  Banking  and  Currency". 

Washington,  D.  C. 

The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman) 
presiding. 

Present:  Chairman  Spence  (presiding),  Messrs.  Brown,  Patman, 
Multer,  Barrett,  Mrs.  Sullivan,  Mrs.  Griffiths,  Messrs.  Vanik,  Coad, 
Anderson,  Breeding,  Talle,  Beits,  McVey,  Bass,  Seely-Brown,  Hen- 
derson, and  Cliamberlain. 

The  Chairman.  The  committee  will  be  in  order.  We  will  pro- 
ceed with  the  hearing  on  S.  1451  and  H.  It.  7026*.  This  morning  we 
have  Chairman  Cook  of  the  Federal  Deposit  Insurance  Corporation, 
and  Mr.  Cohurn,  General  Counsel.  I  understand  t-licy  both  have 
statements.  You  may  rend  each  statement  without  interruption  and 
then  you  will  be  subject  to  interrogation. 

Mr.  Cook,  you  may  proceed. 

Mr.  Cook.  Thank  you,  Mr.  Chairman. 

STATEMENT  OF  HON.  H.  E.  COOK,  CHAIRMAN,  BOARD  OF  DIRECTORS 
OF  THE  FEDERAL  DEPOSIT  INSURANCE  CORPORATION 

Mr.  Cook.  Mr,  Chairman,  gentlemen  of  the  committee,  I  appreciate 
the  privilege  ami  opportunity  of  participating  in  the  consideration  of 
the  pending  legislative  proposals  and  to  lend  encouragement  to  the 
enactment  of  the  imposed  revision  of  the  Federal  banking  laws. 
The  Corporation  is  in  full  accord  with  the  objectives  of  codifying 
the  present  banking  laws,  with  such  revisions  as  may  lie  (teemed  neces- 
sarv,  elimination  of  obsolete  material,  clarilieation  of  ambiguous  pro- 
visions, and  the  arrangement  of  the  material  in  a  more  orderly  man- 
ner. In  a  few  instances  substantive  changes  of  merit  have  been 
made. 

In  general,  we  approve  the  contents  of  the  Financial  Institutions 
Act  of  1U57  as  it  was  passed  by  the  Senate.  However,  in  a  bill  cov- 
ering such  n  broad  subject  matter,  there  arc  certain  details  in  which 
we  believe  there  could  be  further  improvements,  either  by  inclusion, 
exclusion,  or  amendment.  We  shall  point  out  those  instances  as  we 
proceed  with  the  discussion  of  the  more  important  features  of  the  re- 
vision of  the  bill  as  it  pertains  to  the  federal  Deposit  Insurance 
Act. 

In  section  1,  relating  to  definitions,  there  have  been  eliminated  obso- 
lete provisions  defining  mutual  savings  banks  and  savings  banks. 

The  term  "deposit"'  has  been  amended  to  eliminate  both  from  in- 
surance and  assessment,  trust  funds  deposited  by  an  insured  fiduciary 
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bank  in  noninsured  banks.  We  recommended  this  change  because  r.^- 
d<>  not  believe  that  such  trust  funds  should  be  insured  when  deposit*  3 
in  a  noninsured  bank.  "When  trust  funds  are  retained  by  the  fiduciu  _^ 
insured  bunk  or  when  they  are  deposited  by  the  fiduciary  insur —  ■ 
bunk  in  another  insured  bank,  they  would  be  insured  and  nssessal-Jfc 
as  under  the  existing  law. 

The  provision  in  the  definition  of  the  term  "deposit"  under  wliii^c 
mainland  insured  banks  may  exclude  from  deposit  insurance  the  1  fc 
posits  in  their  branches  in  Alaska,  Hawaii,  and  the  Virgin  Islar-Mrji 
has  been  eliminatCHl.  There  are  no  mainland  insured  banks  now  map. 
crating  brandies  in  Alaska,  Hawaii,  or  the  Virgin  Islands.  Furth  «r. 
more,  we  do  not  believe  that  insured  banks  should  l»e  permitted  to 
exclude  from  deposit  insurance  any  deposits  in  places  where  -*.Ae 
statute  provides  for  insurance. 

The  term  "insured  deposits"  has  been  amended  in  accordance  with 
the  recommendations  of  the  Corporat  ion  to  include  in  the  net  amount 
of  the  insured  deposit  interest  accrued  on  time  and  savings  deposit; 
to  the  date  of  the  closing  of  the  bank.  Heretofore,  interest  accrued 
but  not  credited  to  such  deposits  has  not  been  included  in  the  insured 
deposit. 

The  definition  of  "branch  bmik';  bus  been  changed  to  include  a 
branch  anywhere  rather  than  a  branch  located  in  any  State.,  anv  Terri- 
tory of  the  United  States,  Puerto  Rico,  Guam,  or  the  Virgin  Islands. 
An  insured  State  nonmember  bank  must  now  obtain  the  consent  of  the 
Corporation  to  establish  or  move  a  branch.  Because  of  the  risks 
involved  to  the  bank,  such  consent  should  be  required  to  the  establish- 
ment of  such  a  branch  anywhere. 

The  definition  of  branch  bank  has  also  been  amended  to  exclude 
from  the  definition  the  operation  of  a  school  thrift  or  savings  plan  at 
a  school.  The  National  Bank  Act  contains  a  similar  amendment. 
Both  of  these  amendments  were  recommended  by  the  supervisor}- 
agencies. 

In  section  (1,  providing  for  the  management  of  the  Corporation,  the 
present  proposal  contains  provision  for  a  staggered  term  for  the  di- 
rectors of  the  Corporation.  This  is  in  accord  with  not  only  the  ree- 
ommendal  ions  of  the  Corporation  to  the  Senate  committee,  but  also  is 
in  line  with  the  recommendations  made  by  the  General  Accounting 
Office  in  their  audit  report  to  the  Congress. 

In  this  connection  the  present  net  provides  that  in  the  event  of  "a 
vacancy  in  the  Office  of  the  Comptroller"  or  "during  the  absence  of 
the  Comptroller  from  Washington,"  the  Acting  Comptroller  shall  be 
a  monitor  of  the  Board.  The  Corporation  recommended  to  the  Sen- 
ate committee,  but.  its  recommendations  were  not  adopted,  that  this 
sentence  be  amended  to  authorize  the  Acting  Comptroller  to  serve  as  a 
member  of  the  Board  "in  the  absence  of  the  Comptroller,"  whether 
or  not  the  Comptroller  is  in  Washington.  It  has  occurred  in  the  past, 
and  can  well  lie  expected  to  occur  in  the  future,  that  on  occasions  the 
Comptroller  is=  occupied  with  bis  duties  as  Comptroller,  or  he  may  be 
ill  or  otherwise  unavailable  to  serve  as  a  director  of  the  Corporation, 
even  though  he  may  be  physically  present  in  Washington. 

Accordingly,  we  herein  renew  our  prior  recommendation.  We  also 
suggested  that  more  appropriate  language  could  be  used  for  the  last 
sentence  in  this  subsection,  which  should  provide  that  each  member 
of  iard  "shall  certify  under  oath  that  he  is  not  an  officer  or 
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director  of  any  insured  bank  or  Federal  Reserve  bank,  and  does  not 
hold  any  stock  in  any  insured  bank."  This  amendment  would  merely 
prescribe  a  more  precise  and  accurate  statement  of  the  contents  of 
the  director's  certificate. 

In  section  7  (c)  there  are  added  provisions  that  permit  photo- 
graphs, microphotogranhs,  photographic  films  and  other  true  copies 
of  records,  papers,  and  documents,  certified  by  the  secretary  of  the 
Corporation,  to  be  treated  as  original  records  for  the  purpose  of  ad- 
missibility as  evidence  in  State  and  Federal  courts  and  in  hearings 
before  administrative  agencies.  This  amendment  is  in  accord  with 
provisions  of  the  Code  of  Civil  Procedure  of  the  Federal  Courts. 

Section  8 :  During  the  debates  on  the  bill  in  the  Senate,  an  amend- 
ment was  added  thereto  that  appears  in  the  bill  as  subsection  8  (b). 
This  provides  that  in  any  case  in  which  the  Board  deems  it  necessary, 
either  because  of  inadequacy  of  examination  or  for  any  other  reason 
arising  in  the  course  of  supervision,  the  Hoard  may  require,  at  such 
times  as  it  deems  necessary,  that  such  bank  shall  have  an  audit  by  an 
independent  individual  or  firm  approved  by  the  Corporation. 

"We  are  in  full  accord  with  this  provision.  We  believe  that  under 
proper  circumstances  banks  should  be  required  to  submit  to  the  super- 
visory authorities  an  adequate  or  complete  audit  report.  The  dis- 
cussions in  reference  to  this  proposal  indicates  that  pome  of  the 
smaller  banks  fear  that  the  Corporation  may  exercise  this  authority 
too  freely  and  too  frequently,  and  because  there  are  no  restrictions 
on  its  exercise  they  have  opposed  the  provision.  While  I  wish  to 
assure  the  committee  and  the  bankers  alike  that  such  fears  are  un- 
founded, nevertheless  we  believe  that  the  proposal  made  by  the  Cor- 
S oration  to  the  Senate  committee  on  this  subject  would  allay  the 
oubts  that  have  been  expressed  in  reference  to  this  provision,  and, 
therefore,  we  are  attaching  a  copy  of  the  legislative  language  that  we 
Submitted  to  the  Senate  committee  at  the  time  it  has  wis  bill  under 
consideration. 

Section  10,  which  pertains  to  the  confidentiality  of  the  records  of 
the  Corporation,  is  in  accord  with  the  recommendations  of  the  Corpo- 
ration until  we  reach  the  proviso  near  the  end  of  the  section.  It  is 
most  vital  to  the  Corporation  in  its  examination  techniques  and  in  its 
supervision  of  banks  that  reports  of  examination  and  reports  of  in- 
vestigation of  banks  remain  confidential  and  privileged.  To  this  end 
it  is  essential  to  maintain  the  confidence  of  bankers  in  the  inviolate 
confidentiality  of  such  reports.  Basic  to  the  examination  process  is 
the  knowledge  by  the  bank,  by  its  customers,  and  by  the  examiner, 
that  the  report  which  results  will  be  entirely  confidential.  Only  on 
Bnch  basis  can  the  Corporation  obtain  full  cooperation  in  accumulat- 
ing information  for  the  completed  report. 

Information  contained  in  examination  reports  often  is  of  a  nature 
which,  if  made  public,  could  seriously  affect  the  interests  and,  in  some 
cases,  the  reputations,  of  institutions  or  individuals  who  chance  to  be 
customers  of  the  bank.  In  this  connection,  I  would  point  out  that  the 
examination  report  contains  not  only  the  usual  details  relating  to 
bank  matters  and  to  loans  to  individuals  but  also  contains  the  per- 
sonal conclusions  and  opinions  of  the  examiner  concerning  the  bank 
and  its  personnel,  pustoniein,  and  community — conclusions  and  opin- 
ions which  may  not  1«  fully  shared  by  others. 
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Also  that  under  present  procedures  bankers  feel  free  to  ma!:'  full 
disclosure  to  the  examiner  of  their  records,  problems,  and  opinions, 
including  intimate  and  confidential  expressions  relating  to  institu- 
tions and  citizens  in  the  community.  There  would  not  be  the  slight- 
est chance  of  securing  full  and  thorough  examination  reports  if  they 
are  permitted  to  be  circulated  outside  of  the  customary  bank  super- 
vision channels. 

The  criticized  proviso  contemplates  extending  an  exception  to  per- 
mit access  to  the  otherwise  confidential  records  to  the  General  Account- 
ing Office  and  to  committees  of  Congress.  Insofar  as  the  proposal 
affects  GAO,  it  should  be  noted  that  for  many  years  the  GAO  has 
conducted  its  annual  audit  of  the  Corporation  pursuant  to  a  negoti- 
ated agreement  with  the  Corporation  that  permit  GAO  auditors  to 
have  restricted  access  to  certain  reports  of  examination.  The  pro- 
cedure presently  followed  in  reference  thereto  permits  the  confidenti- 
ality of  reports  of  examination  to  remain  inviolate  and  at  the  same 
time  allows  GAO  to  fully  discharge  its  audit  responsibilities. 

Further,  under  section  88  (a)  hereof,  representatives  of  the  General 
Accounting  Office  are  expressly  given  access  to  all  records  of  the  Cor- 
poration pertaining  to  its  financial  transactions  and  necessary  to  facil- 
itate their  annual  audit. 

We  believe  that  this  specific  authority  is  sufficiently  broad,  when 
considered  in  the  light  of  past  experience,  to  remove  any  need  for  an 
exception  in  this  section  as  it  pertains  to  GAO. 

In  reference  to  committees  of  Congress,  including  this  committee, 
it  is  a  fact  well  recognized  by  all  Government  agencies,  including  this 
Corporation,  that  they  are  subject  to  the  control  of  Congress  and  its 
committees.  Any  disregard  of  or  disrespect  to  any  committee  can 
readily  lie  remedied  by  Congress,  to  the  end  that  there  be  no  repeti- 
tions thereof. 

Through  the  years  the  Corporation  has  experienced  no  difficulty 
with  this  committee  or  any  other  committee  in  maintaining  the  priv- 
ileged status  of  reports  of  examination  and  other  confidential  material, 
while  at  the  same  time  the  committees  have  obtained  from  the  Corpo- 
ral ion  all  material  essential  for  legislative  purposes. 

Thus,  we  can  tind  no  valid  reason  or  need  for  the  proviso,  and  since 
it  docs  jeopardize  the  proper  functions  of  the  Corporation,  we  ur- 
"vutlv  recommend  ihat  the  proviso  be  removed  from  the  statute. 

Section  10:  In  subsection  16  (b),  again  acting  upon  the  recom- 
mendation of  the  Corporation,  the  bill  provides  that  no  insured  bank 
shall  be  required  to  maintain  assessment  records  for  a  period  in  excess 
of  r>  vcars.  This  provision  eliminates  a  present  burden  upon  insured 
banks  of  maintaining  records  indefinitely  to  support  the  assessment 
liability  as  shown  on  their  certified  statements. 

Section  18.  pertaining  to  "assessment  credit-,''  contains  recom- 
mended technical  revisions  on  this  subject,  which  will  eliminate  obso- 
lete provisions  and  will  facilitate  the  handling  of  underpayments 
ami  overpayments  of  assessments,  both  for  the  banks  and  for  th« 
corporation'.  The  procedures  prescrilwd  in  this  bill  have  generallv 
been  followed  by  the  Corporation,  although  not  expressly  provided 
for  in  the  present  act.  From  our  experience  we  heartily  recommend 
these  amendments. 

In  section  28,  relating  to  mergers  and  consolidations,  we  come  to 
whal  probably  is  the  most  discussed  section  in  the  entire  act.    In  the 
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last  session  of  Congress  the  Senate  passed  the  so-called  Fulbright  bill, 
which  contains  identical  language  with  the  present  section  23.  With 
the  passage  of  the  current  bill,  the  Senate  has  now  proposed,  debated, 
and  adopted  this  section  of  the  statute  on  two  different  occasions. 

Under  the  present  Federal  Deposit  Insurance  Act  a  bank  merger, 
consolidation,  or  deposit  assumption  between  insured  banks,  resulting 
in  an  insured  State  bank,  must  now  have  the  prior  approval  of  the 
appropriate  banking  supervisory  agency  only  if  the  capital  stock 
or  surplus  of  the  resulting  bank  will  be  less  than  the  aggregate  capital 
stock  or  aggregate  surplus  of  the  merging  and  consolidating  units. 

Because  of  the  limited  scope  of  the  present  statute,  many  mergers 
involving  insured  State  banks  do  not  now  require  prior  approval 
by  any  Federal  agency.  The  proposed  amendment  would  fill  this  gap 
by  requiring  approval  of  all  merger,  consolidation,  asset  acquisition, 
or  deposit  assumption  transactions  between  insured  banks,  irrespec- 
tive of  diminution  of  capital  or  surplus,  by  the  Comptroller  of  the 
Currency  if  the  resulting  bank  be  a  national  bank,  by  the  Board  of 
Governers  if  the  resulting  bank  be  a  State  member  bank,  and  by 
this  Corporation  if  the  resulting  bank  be  a  State  nonmember  insured 
bank. 

The  provisions  of  the  present  statute  do  not  expressly  require  con- 
sideration of  the  competitive  effects  of  merger,  consolidation,  or  as- 
sumption transactions.  It  is  desirable,  as  contemplated  by  this  sec- 
tion, that  the  appropriate  agency  be  specifically  required  to  consider 
not  only  the  usual  banking  factors  {that  is,  financial  condition,  ade- 
quacy of  capital,  character  of  management,  and  needs  of  the  com- 
munity), but  also  whether  the  proposed  transaction  would  tend  un- 
duly to  lessen  competition  or  tend  unduly  to  create  a  monopoly. 

In  order  to  promote  a  substantially  uniform  approach  to  the  prob- 
lem of  competition,  the  statute  requires  the  appropriate  banking 
agency  to  ask  the  views  of  each  of  the  other  two  hanking  agencies, 
with  respect  to  the  impact  of  the  proposed  transaction  upon  competi- 
tion or  monopoly,  and,  in  addition  thereto,  the  appropriate  agency 
•would  be  authorized  (but  not  required)  to  ascertain  the  attitude  of 
the  Department  of  .Justice  regarding  the  competitive  or  monopolistic 
aspects  of  the  proposed  transaction. 

This  proposal  has  three  essential  features : 

(1)  It  places  the  Federal  jurisdiction  to  determine  the  pro- 
priety of  bank  merger  and  assumption  transactions  in  the  bank 
supervisory  agencies; 

(2)  The  authority  and  the  standards  are  fixed  in  the  banking 
code;  and 

(3)  The  standards  for  agency  action  are  fixed  in  terminology 
apt  to  banking  transactions. 

Congress  has  had  under  consideration  during  the  last  several  ses- 
sions bills  which  sought  to  meet  the  problem  presented  by  bank  mergers 
through  an  amendment  to  section  7  of  the  Clayton  Anti-Trust  Act, 
by  extending  that  section  to  cover  acquisitions  of  assets  of  banks, 
as  well  as  acquisitions  of  hank  stock.  These  bills  would  apply  only 
the  test  now  contained  in  the  Clayton  Act,  that  is,  substantial 
lessening  of  competition. 

Because  of  the  nature  of  banking,  it  is  essential  that  the  soundness 
of  the  banks  involved,  the  adequacy  of  banking  facilities,  the  needs 
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of  the  community,  and  other  banking  factors,  be  given  consideration, 
us  well  ;is  the  effect  of  the  proposed  transaction  upon  competition. 

It.  is  desirable,  therefore,  as  contemplated  by  this  section,  that  the 
test  of  such  a  transaction  should  not  lie  solely  whether  or  not  the 
transaction  would  unduly  lessen  competition,  but  rather  that  the 
competitive  factors  be  weighed  with  the  banking  factors,  und  a  de- 
cision reached  on  a  determination  as  to  whether  or  not  the  transaction 
is  in  the  public  interest.  Thus,  the  real  test  should  be  whether  or  not 
tlm  transaction  is  in  the  public  interest. 

There  is  one  phase  of  this  proposal  about  which  I  wish  to  remove 
any  existing  doubts.  Under  the  provisions  of  this  section,  the.  Cor- 
poration could  not  and  would  not  approve  any  transaction  thereunder 
involving  a  State  bank  unless  the  prior  approval  of  the  State  banking 
authority  had  first  been  obtained,  if,  under  State  law,  an  approval  of 
the  transaction  is  required.  In  the  event  that  the  State  authority 
has  disapproved  the  transaction,  no  action  by  the  Corporation  could 
revive  it. 

We  deem  this  section  to  he  one  of  the  key  provisions  in  the  act.  The 
section  has  the  unqualified  approval  of  the  three  bank  supervisory 
agencies.  We  recommend  the  provisions  of  this  section  without  stint 
or  reservation. 

Section  27,  in  reference  to  the  disclosure  of  ownership  of  bank  stock, 
was  inserted  in  the  bill  by  the  Senate  committee  after  the  hearings 
had  concluded.  During  the  debates  in  the  Senate  the  provisions  of 
this  section  were  modified  by  amendments  from  the  floor.  Thecurrent 
hearings  provide  the  first  opportunity  for  either  bankers  or  the  public 
to  express  their  views  in  reference  to  these  provisions. 

In  view  of  the  fact  that  subsection  (b)  hereof  requires  the  record 
owner  of  any  stock  in  an  insured  nonmember  bank  to  report  in  writing 
to  the  Corporation  the  names  of  any  person  or  persons  having  a 
beneficial  or  equitable  interest  in  such  stock  in  excess  of  5  percent, 
with  a  corresponding  provision  in  the  National  Hank  Act  for  like 
reporting  of  stock  in  national  banks  to  the  Comptroller,  and  to  the 
Hoard  of  Governors  in  case  of  like  stockholders  in  State  member  banks, 
we  doubt  very  much  that  the  public  will  understand  and  recognize 
the  responsibility  of  this  penal  section. 

I  suggest  to  you  that  many  well-educated  people  do  not  understand 
the  division  of  supervisory  authority  among  the  several  Federal  bank- 
ing agencies,  nor  will  they  recognize  the  like  distinctions  which  an 
applicable  to  the  present  requirement  in  reference  to  reporting  of 
beneficial  interest. 

Further,  it  ocelli's  to  me  that  this  provision  might  well  discourage 
the  <reneral  public  from  freely  participating  in  the  ownership  of  bank 
stock.  We,  therefore,  suggest  that  the  reporting  requirements  may 
be  quite  confusing,  and  that  there  will  be  many  violations  of  the  sub- 
section without  knowledge  or  intent.  Since  the  violation  of  this  sub- 
section carries  with  it  a  fine  of  not  more  than  $5,000,  we  urge  the 
committee  to  give  careful  consideration  to  the  views  that  may  be 
expressed  in  reference  hereto  before  enacting  it  into  law. 

Section  20,  which  relates  to  administrative  proceedings  of  the  Cor* 
poralion  which  provide  collective  programs  in  earlier  stages,  but 
which  mav  in  later  stages  become  punitive  to  the  extent  of  the  termina- 
tion of  I  tie  insured  status  of  the  bank,  has  been  modified  in  this 
revision  of  the  law.     Since  proceedings  under  this  section  have  been 


byGoogle 


FINANCIAL   INSTITUTIONS   ACT   OF    1957  711 

under  the  general  authority  of  our  General  Counsel,  I  am  going  to 
ask  that  he  present  to  you  the  views  of  the  Corporation  on  this  and 
other  related  legal  matters. 

We  believe  that  a  simple,  but  very  important,  amendment  to  the 
present  law  is  contained  in  section  30.  In  order  to  mature  the  in- 
surance liability  of  the  Corporation  under  present  law,  the  hank  must 
be  closed  for  the  purpose  of  liquidation.  It  must  be  borne  in  mind 
that  the  Corporation  does  not  have  the  authority  to  close  any  bank. 
This  can  only  be  done  by  the  State  banking  authority  in  the  case  of 
State  banks,  or  by  the  Comptroller  of  the  Currency  in  the  case  of 
national  banks. 

Under  the  proposed  amendment  the  insurance  liability  matures 
when  the  bank  is  closed  for  any  purpose,  without  adequate  provision 
for  payment  of  the  insured  deposits.  The  authority  of  the  Corpora- 
tion in  reference  to  the  payment  of  insured  claims  is  further  aug- 
mented by  the  addition  of  subsection  (c),  which  provides  that  in  the 
event  the  control  of  an  insured  bank  is  assumed  by  a  receiver,  con- 
servator, or  other  statutory  authority,  without  adequate  provision 
being  made  for  the  payment  of  insured  deposits,  then  the  Corporation 
shall  promptly  pay  to  depositors  their  insured  deposits  therein. 
These  amendments  were  recommended  to  prevent  a  recurrence  of  the 
situation  that  occurred  some  years  ago  when  a  hank  was  closed  by  the 
State  banking  authority  "for  investigation  and  audit"  (as  distin- 
guished from  being  closed  "for  liquidation'*),  and,  therefore,  the 
Corporation  was  not  able  to  discharge  its  responsibility  to  the  insured 
depositors.  These  provisions  will,  in  our  opinion,  enable  the  Corpora- 
tion to  act  more  promptly  and  with  precision  in  situations  where 
banks  are  closed  for  any  reason  without  the  depositors  being  able  to 
have  prompt  access  to  their  insured  deposits. 

The  provisions  of  section  32,  which  relate  to  the  organization  of  n 
new  national  bank  by  the  Corporation  as  a  means  of  discharging  its 
insurance  obligations  by  making  the  insured  deposits  available  in  such 
new  bank,  have  been  amended  to  liberalize  and  extend  the  powers  of 
such  new  bank. 

By  this  amendment,  the  Comptroller  of  the  Currency,  in  his  discre- 
tion, may  authorize  the  new  bank  to  transact  such  other  business  as  a 
national  bank  may  transact,  while  under  present  law  it  is  limited  to 
acting  as  a  cash  depositary  and  cash  exchange.  The  new  authority 
•would  permit  the  bank  to  make  loans  and  perform  other  services  normal 
to  national  banks.  It  likewise  permits  the  Corporation  to  extend  the 
life  of  the  new  bank  beyond  the  2-year  period  fixed  in  the  present  law 
by  extensions  of  periods  of  6  months,  but  in  no  event  to  exceed  an  addi- 
tional 2  years. 

In  section  38,  subsection  {c),  the  fiscal  year  of  the  Corporation  is 
fixed  as  the  calendar  year,  rather  than  the  fiscal  year  ending  on  June 
30  as  now  provided.  This  change  was  recommended  by  the  Corpora- 
tion to  the  committee,  and  the  proposed  change  has  the  general  endorse- 
ment of  the  General  Accounting  Office. 

Section  40  (d)  is  a  provision  in  relation  to  the  conflict  of  interest, 
by  the  terms  of  which  it  is  unlawful  for  any  employee  of  the  Corpora- 
tion to  accept  employment  in  an  insured  hank  within  2  years  after 
terminating  his  employment  with  the  Corporation,  except  with  the 
approval  of  the  Hoard  pursuant  to  regulations  prescribed  by  the 
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Board.  This  provision  replaced  a  more  onerous  provision  hi  the  print 
bill  first  proponed  by  the  Senate  committee.  We  feel  that  the  Corpora- 
tion and  its  personnel  can  function  within  the  provisions  of  this  pro- 
posal. 

May  I  now  direct  your  attention  to  mutters  which  are  not  presently 
contained  in  the  act,  but  which  we  believe  should  be  included.  The 
Corporation  made  several  suggestions  to  the  Senate  committee,  which, 
for  one  reason  or  another,  were  not  incorporated  in  the  bill  as  passed 
by  the  Senate.  We  still  believe  that  several  of  these  proposals  then 
made,  are  meritorious  and  worthy  of  further  consideration.  Hence, 
we  renew  our  recommendations  in  reference  to  them. 

The  lirst  of  these  refers  to  the  amendment  of  proposed  section  5. 
The  Corporal  ion  recommended  that  this  section  should  expressly  pro- 
vide that  I  he  Corporation  shall  have  power,  without  regard  to  the  pro- 
visions of  any  law  relating  to  the  employment,  separation  or  compensa- 
tion of  officers  or  employees,  to  appoint,  by  its  Hoard  of  Directors, 
officers,  employees,  attorneys  and  agents,  and  to  dismiss  at  pleasure 
any  officer,  employee,  attorney  or  agent;  to  define  their  duties,  us 
their  compensation,  require  bonds  of  them,  and  fix  the  penalty  thereof. 

The  original  authority  of  the  Corporation  was  patterned  after  the 
authority  vested  in  each  of  the  12  Federal  Reserve  banks.  In  view 
of  the  reenactment  in  1050  of  the  original  authority,  the  Corporation 
has  maintained  that  the  appointment  and  dismissal  of  employees  are 
not  now  subject  to  civil-service  laws  and  regulations. 

However,  the  Corporation  has,  in  the  main,  followed  the  spirit  of 
civil-service  laws  and  regulations.  The  purpose  of  this  amendment 
is  to  remove,  any  doubt  as  to  the  Corporation's  authority  in  this  re- 
spect. It  is  to  he,  noted  that  the  language  we  propose  is  substantially 
identical  with  the  language  presently  contained  in  this  act  relating 
to  the  authority  vested  both  in  the  Federal  Home  Loan  Bank  Board 
and  in  the  Federal  Savings  and  Txian  Insurance  Corporation. 

Thus,  we  are  asking  that  the  Corporation  be  placed  on  an  equal 
footing  with  the  Federal  Home  Loan  Bank  Board  and  the  Federal 
Savings  and  Loan  Insurance  Corporation  in  reference  to  personnel 
matters. 

During  the  hearing  before  the  Senate  committee,  testimony  was 
given  establishing  the  impracticality  of  present  civil-service  regula- 
tions in  the  employment  of  examiner  personnel.  During  the  hearings 
inquiry  was  made  as  to  the  procedures  followed  by  the  Comptroller  of 
flu;  Currency  in  recruitment  of  the  examiner  personnel  of  that  office. 
Mr.  Jennings,  the  Deputy  Comptroller,  who  was  present  during  the 
hearings,  advised  the  committee  that  the  Civil  Service  Commission 
had  reluctantly  permitted  the  Comptroller's  Office  to  operate  under 
schedule  B.  and  that  the  procedures  thereunder  were  reasonably  satis- 
factory. Schedule  B  was  explained  in  nontechnical  terms  by  Mr. 
Jennings  at  the  heanngs,  as  follows : 

Now.  Killed i! If  I*,  in  effect  has  n  closed  front  door  but  an  open  back  door. 
In  oilier  words,  we  have  to  Rive  an  examination  to  each  assistant  examiner 
we  employ.  That  examination  Is  prp]iurcd  by  us,  hut  it  must  be  approved  bj 
the  Civil  Service  Commission.  The  Civil  Service  Commission  can  come  In  and 
look  over  our  records*.  and  we  send  copies  of  the  examination  reports  that  an 
prepared  hy  the  assistant  examiner  to  the  Civil  Service  Commission. 

So  thiii  we  lisivc  thai  closed  front  door.  They  have  to  take  an  examination, 
hut  we  are  responsible  for  preparing  it  and  RivliiK  the  examination. 
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Bat  so  far  as  eliminating  people  from  our  force  we  do  not  have  to  follow 
all  the  rituals  prescribed  by  Civil  Service.  If  we  think  a  man  is  not  doing  his 
job  properly,  we  tell  him  so,  give  him  a  chance  to  defend  himself,  but  we  can 
eliminate  him. 

During  the  course  of  the  hearings,  it  was  suggested  that  the  Cor- 
poration discuss  with  the  Civil  Service  Commission  the  applicability 
of  this  schedule  to  examiner  recruitment  of  the  Corporation.  The 
informal  recommendations  of  the  committee  have  been  followed,  in 
that  the  Corporation  has  had  discussions  with  representatives  of  the 
Civil  Service  Commission  in  reference  to  recruitment  practices  and 
policies,  particularly  in  reference  to  Corporation  examiner  personnel. 

The  corporation,  however,  has  obtained  no  benefits  or  relief  whatso- 
ever from  its  meetings  with  the  Commission.  The  discussions  have 
further  revealed  that  the  permission  extended  to  the  Comptroller 
to  operate  under  schedule  B  is  subject  to  change  at  the  discretion  of 
the  Commission.  We  urge  the  committee  to  take  cognizance  of  the 
fact  that  the  present  status  creates  a  severe  handicap  for  the  cor- 
poration in  the  recruitment  of  new  personnel.  The  corporation  now 
finds  itself  unable  to  satisfactorily  recruit  qualified  men  under  present 
procedures. 

Therefore,  we  sincerely  request  that  the  committee  approve  the 
recommendations  heretofore  made  to  the  effect  that  the  corporation 
have  power  to  employ  without  regard  to  civil-service  rules  and 
regulations. 

In  conclusion  on  this  matter,  we  call  the  attention  of  the  committee 
to  the  fact  that  the  corporation  must  compete  in  recruitment  not  only 
with  industry,  but  witn  other  supervisory  agencies.  Under  present 
law  the  Board  of  Governors  of  the  Federal  Reserve  System  and  its  12 
Federal  Reserve  banks  are  not  in  any  way  restricted  by  civil-service 
laws  or  regulations.  The  Comptroller  of  the  Currency,  as  has  been 
stated,  has  been  extended,  at  least  temporarily,  the  permissive  use  of 
schedule  B  in  his  recruiting  practices.  The  Federal  Home  Loan 
Bank  Board  and  the  Federal  Savings  and  Loan  Insurance  Corpora- 
tion will  be  entirely  free  from  civil-service  restrictions  in  recruitment 
if  the  current  act  is  passed  in  its  present  form.  We  respectfully  sub- 
mit that  the  corporation  cannot  continue  the  high  standard  which 
it  has  established  and  maintained  through  the  years  if  it  cannot  coin- 
pete  on  a  more  equal  basis  with  other  employers  of  similar  personnel. 

The  corporation  recommended  that  its  act  should  be  amended  so  as 
to  provide  (a)  for  the  payment  by  the  corporation  of  the  Govern- 
ment's share  of  the  cost  of  civil-service  retirement  and  disability 
benefits  from  the  creation  of  the  corporation  to  the  first  day  of  the 
first  pay  period  beginning  after  June  30,  1957,  when  agency  con- 
tributions of  6^  percent  of  salaries  are  required  to  be  paid  to  the 
Treasury  under  section  4  (a)  of  the  Civil  Service  Retirement  Act  of 
May  29,  1930,  as  amended,  (b)  for  the  payment  into  the  employees' 
compensation  fund  of  the  amount  of  the  benefit  payments  made  from 
such  fund  on  account  of  the  corporation's  officers  and  employees  prior 
to  January  1, 1957,  and  thereafter  annually  the  amount  of  such  benefit 
payments  made  on  the  account  of  the  corporation's  officers  and  em- 
ployees, and  (c)  extend  the  benefits  of  the  Federal  Employees  Com- 
pensation Act  and  the  Federal  employees'  unemployment  compensa- 
tion benefits  of  title  XV  of  the  Social  Security  Act  to  the  officers  and 


,yGoogIe 


714  FINANCIAL    INSTITUTIONS   ACT   OF    1957 

employees  of  the  corporation.  We  again  renew  our  recommenda- 
tions (lint  these  provisions  lie  included  in  the  net. 

We  further  recommend  that  the  provisions  of  the  criminal  sections 
pertaining  to  loans  to  bulk  examiners  be  amended  in  a  manner  that 
would  permit  examiners  of  tlte  corporation  to  make  limited  loans  from 
national  hanks  or  State  banks  which  ate  members  of  the  Federal 
Reserve  System,  which  banks  are  not  regularly  examined  by  cor- 
poration examiners. 

At  the  present  time,  by  virtue  of  the  pertinent  sections  of  the  crimi- 
nal laws,  the.  bank  examiners  of  this  Corporation  may  not  borrow 
from  any  insured  banking  institution,  because  the  Corporation  is 
authorized  to  examine  all  insured  banks.  We  sincerely  believe  that 
this  is  an  unfair  restriction  upon  our  examiner  personnel,  and  that  it 
should  be  related  in  a  manner  to  permit  loans  within  the  limits 
herein  suggested.  It  would  be  the  policy  of  the  Corporation  to  in 
no  instance  permit  an  examiner  to  examine  a  bank  in  which  his  loan 
was  then  located. 

Before  concluding.  I  wish  to  inform  the  committee  that  the  Cor- 
poration and  its  staff  have  made  a  continuing  study  to  devise  a  simpli- 
fication of  the  determination  and  reporting  of  the  assessment  base 
upon  which  the  banks  make  assessment  payments.  Continuous  discus- 
sions between  the  Corporation  and  representatives  of  the  American 
Bankers  Association  and  the  National  Association  of  Bank  Auditors 
and  Comptrollers  have  been  conducted,  with  the  purpose  of  reaching 
a  unanimity  of  thought  on  the  subject. 

I  can  report  to  you  that  substantial  progress  has  been  mode,  al- 
though we  are  not  in  a  position,  at  this  time,  to  say  that  a  complete 
accord  has  been  reached,  nor  has  the  legislative  language  for  the  sev- 
eral proposals  been  determined.  However,  we  are  sufficiently  opti- 
mistic about  the  prospects  of  a  complete  accord  on  the  subject  to  pre- 
dict that  by  the  opening  of  the  second  session,  the  Corporation  can 
present  to  your  committee  a  legislative  proposal  having  the  fall  en- 
dorsement, of  the  industry  that  will  simplify  substantially  the  proce- 
dures in  reference  to  assessment  liability,  together  with  legislative 
language  covering  the  matter. 

In  addition  to  the  foregoing  suggestions  and  recommendations,  our 
General  Counsel  has  several  technical  legal  provisions  pertaining  to 
the  pending  bill  and  recommendations  of  like  character  for  additions 
to  the  bill,  which  he  will  be  glad  to  present  and  discuss  with  you. 

I  wish  to  again  express  my  appreciation  for  the  privilege  or  present- 
ing my  views  on  this  important  legislation. 

The  Chairman.  I  think  we  should  hear  the  statement  of  the-  Gen- 
eral Counsel,  Jlr.  Coburn,  and  when  he  has  completed  you  can  sub- 
ject yourself  to  examination. 

STATEMENT  OF  ROYAL  L.  COBURN,  GENERAL  COUNSEL,  FEDERAL 
DEPOSIT  INSURANCE  CORPORATION 

Mr.  Coiu'rn.  Mr,  Chairman,  ladies  and  gentlemen  of  the  commit- 
tee, I  appreciate  the  opportunity  afforded  me,  in  behalf  of  the  Cor- 
poration, to  present  our  additional  views  relating  to  the  Financial 
Institutions  Act  of  11*57,  with  particular  reference  to  matters  having 
legal  implications. 
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The  first  subject  pertains  to  a  proposed  addition  to  the  act.  A  re- 
cent case  in  which  the  Corporation  was  acting  as  receiver  of  a  na- 
tional bank  has  pointed  up  the  fact  that  there  is  totally  lacking  any 
express  authority  for  the  Corporation,  once  it  is  appointed  receiver 
of  a  closed  insured  bank,  to  return  the  bank  and  its  assets  to  the 
original  board  of  directors  of  the  bank  if,  during  the  interim  of  the 
receivership  and  prior  to  the  payment  of  insured  deposits,  the  appro- 
priate supervisory  agency  has  found  that  the  bank  has  been  restored 
to  solvency  and  that  it  has  adequate  capital  funds  and  capable  man- 
agement personnel  to  enable  it  to  reopen  for  general  banking  busi- 
ness. In  the  instant  case,  the  Corporation,  upon  the  certification  of 
the  foregoing  facts  by  the  Comptroller  of  tie  Currency,  returned 
the  affairs  of  the  bank  to  its  board  of  directors,  and  upon  the  follow- 
ing day  the  bank  reopened  for  business.  In  view  of  the  fact  that 
the  Corporation  is,  by  statute,  the  receiver  of  all  closed  national 
banks,  and  may  be  receiver  of  closed  insured  State  banks,  we  believe 
that  the  authority  for  the  Corporation  to  effect  the  return  of  the 
assets  should  be  directed  by  specific  provisions  of  the  statute.  We  are 
submitting  herewith  appropriate  terminology  to  carry  out  this 
purpose. 

The  second  matter  to  which  we  wish  to  direct  your  attention  con- 
cerns the  provision  in  section  59  (b)  of  the  National  Bank  Act,  which 
requires  that  the  Corporation  obtain  the  approval  of  "a  court  of 
record  of  competent  jurisdiction"  to  any  sale  of  assets  or  compromise 
of  claims  arising  out  of  the  liquidation  of  the  assets  of  a  national 
bank.  This  provision  in  the  National  Bank  Act  has  been  carried 
forward  for  almost  100  years,  and  has  been  the  subject  of  interpreta- 
tation  and  comment  by  the  Federal  Circuit  Courts  of  Appeal  and  the 
United  States  Supreme  Court  in  a  substantial  number  of  cases. 

However,  when  the  matter  of  the  approval  of  the  sale  of  receiver- 
ship assets  was  presented  to  the  Federal  Court  in  New  York  last 
December,  Judge  Palmieri  stated  that,  in  his  opinion,  the  provision 
of  the  law  requiring  court  approval  was  unconstitutional,  in  that  the 
legislative  branch  of  the  Government  could  not  impose  upon  the  judi- 
cial branch  purely  administrative  functions. 

I  am  submitting  herewith  for  the  benefit  of  the  committee  ami  its 
counsel  a  copy  of  Judge  Pahnieri's  memorandum.  And,  by  the  way, 
it  is  reported  in  147  Federal  Supplement;  389.  I  may  say,  inciden- 
tally, that  in  the  instant  case  the  court  signed  an  appropriate  older 
that  permitted  the  sale  to  be  consummated,  notwithstanding  the 
court's  doubts  as  to  the  constitutionality  of  the  statutory  provision. 

The  legal  division  of  the  Corporation  and  our  associate  counsel  have 
made  a  thorough  study  of  the  problem  that  has  thus  been  raised  by 
the  court.  From  our  research  we  are  not  able  to  find  a  single  case 
that  could  be  cited  in  support  of  the  constitutionality  of  the  provision 
of  the  law  in  question.  Apparently  the  issue  of  constitutionality  has 
never  been  raised  in  the  appellate  or  Supreme  Courts.  I  am  advised 
by  the  legal  staff  of  the  Comptroller  of  the  Currency  that  they  have 
likewise  studied  this  problem,  and  their  research  has  not  resulted  in 
finding  any  legal  support  for  the  statute. 

The  consequences  of  this  situation  are  that  the  Corporation,  as 
receiver  in  the  liquidation  of  the  ussets  of  a  closed  national  bank,  may 
find  itself  in  the  dilemma  of  being  required  by  the  statute  to  obtain 
a  court  approval  of  the  sale  of  assets,  and  the  court  refusing  to  grant 
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such  approval  on  account  of  lack  of  jurisdiction.  While  we  do  not 
think  it  is  proper  fur  an.  administrative  agency  to  take  the  position 
that  an  act  of  Congress,  supported  by  decisions,  as  is  this  provision, 
is  unconstitutional,  nevertheless  we  do  find  that  we  are  unable  to  locate 
any  legal  support  for  its  validity,  while  confronted  with  the  present 
contention  of  its  invalidity.  There  are  similar  requirements  of  court 
approval  in  section  61  (b)  of  the  National  Bank  Act,  relating  to 
the  winding  up  of  the  business  of  a  national  bank  by  a  stockholders' 
agent  after  completion  of  a  receivership,  and  in  section  33  (b)  of  the 
Federal  Deposit  Insurance  Act,  relating  to  loans  or  purchases  by 
the  Corporation  in  connection  with  a  closed  insured  bank  in  any  case 
in  which  the  Corporation  is  acting  as  receiver  of  the  bank.  This 
matter  was  called  to  the  attention  of  the  Senate  committee,  with  the 
suggestion  that  the  provisions  in  reference  to  court  approval  be  elim- 
inated from  the  sections  of  the  new  act.  We  deem  it  proper  that 
we  make  the  same  request  of  this  committee,  and  we  further  urge  that 
the  constitutionality  of  the  section  be  given  serious  attention. 

Secion  2S),  referred  to  generally  by  Mr.  Cook,  reenacts  the  present 
provisions  relating  to  administrative  procedures  for  the  termination 
of  the  insured  status  of  hanks,  with  two  changes  recommended  by  the 
Corporation,  and  one  change  which  was  not  recommended,  and  to 
which  we  wish  to  express  our  opposition.  First  directing  attention 
to  the  former  provisions,  the  present  law  provides  for  a  notification 
to  a  bank  if  the  Corporation  finds  that  the  bank  or  its  Board  of 
Directors  have  continued  unsafe  and  unsound  practices  and  violations 
of  law. 

The  present  proposal  eliminates  the  word  "continued,"  and  provides 
for  action  if  the  Corporation  finds  the  bank  has  engaged  or  is  engaging 
in  "unsafe  and  unsound  practices."  The  use  of  the  word  '•continued 
raises  the  question  of  how  long  a  time  such  practice  must  lie  continued 
before  the  Corporation  is  justified  in  instituting  corrective  proceed- 
ings. Inasmuch  as  the  bank,  simply  by  engaging  in  unsafe  and  un- 
sound practices,  uiav  in  a  very  brief  interval  substantially  increase 
the  Corporation's  risk,  this  change  in  terminology  is  recommended. 

Further,  although  the  present  statutory  correction  period  of  ISO 
days,  subject  to  being  shortened  by  the  appropriate  supervisory  au- 
thority, has  worked  well  in  most  cases,  it  is  desirable  and  preferable 
that  an  alternative  statutory  20-day  correction  period  be  provided 
for,  with  its  application  being  limited  to  those  cases  where  the  Board 
of  Directors  of  the  Corporation,  in  its  discretion,  has  determined 
that  the  insurance  risk  in  the  bank  is  unduly  jeopardized.  An  ob- 
vious example  of  such  a  situation  would  be  where  the  capital  structure 
of  the  particular  bank  is  so  depleted  that  a  deposit  exposure  exists; 
or  a  situation  where  only  a  small  amount  of  sound  capital  remains. 
In  these  emergency  situations,  where  the  bank  continues  operations 
in  such  an  unsafe  and  unsound  condition,  the  insurance  risk  is  marked- 
ly increased. 

"  It  is  de.-uruble  that  this  alternative  20-day  correction  period  be 
specified  in  the  statute,  so  that  the  Board  can  take  prompt  action  to 
protect  the  depositors  as  well  as  the  insurance  fund.  Further,  un- 
der this  provision  the  responsibility  of  shortening  the  present  120- 
duy  period  in  such  an  emergency  is  not  placed  exclusively  on  the  ap- 
propriate supervisory  authority,  but  rather  is  shared  with  the  Cor- 
poration. ■ 
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The  Senate  committee  further  amended  this  bill  to  provide  that 
the  hearing  conducted  under  and  pursuant  to  the  provisions  of  this 
section  shall  be  in  accord  with  the  provisions  of  the  Administra- 
tive Procedure  Act,  and  shall  be  subject  to  review  as  therein  pro- 
vided, except  that  the  review  by  the  court  shall  be  upon  the  weight  of 
the  evidence. 

In  the  final  stages  of  a  proceeding  for  the  termination  of  the  in- 
sured status  of  a  bank,  there  is  provision  for  a  hearing  before  a  hear- 
ing examiner,  who  is  authorized  to  make  findings  of  fact  and  recom- 
mended decisions,  and  upon  the  basis  thereof  the  Board  of  Directors 
of  the  Corporation  is  required  to  "make  written  findings  which 
shall  be  conclusive."  The  Senate  bill  adds  to  the  existing  law  the 
following  sentence : 

The  hearing  sbaU  be  held  in  accordance  with  the  provisions  of  the  Admin- 
istrative Procedure  Act  and  shall  he  subject  to  review  as  therein  provided  ex- 
cept that  the  review  by  the  court  shall  be  upon  tlie  weight  of  the  evidence. 
A  similar  addition  has  been  made  to  the  provisions  under  which  the 
Board  of  Governors  of  the  Federal  Reserve  System  hold  administra- 
tive hearings  for  the  removal  of  officers  and  directors  under  section  29 
of  the  Federal  Reserve  Act  and  of  the  National  Bank  Act 

In  reference  to  this  sentence,  it  is  well  to  note  that  the  first  part  of 
the  sentence,  to  the  word  "except,"  does  not  change  the  existing  law. 
In  other  words,  the  provisions  of  the  Administrative  Procedure  Act 
are  sufficiently  broad  to  be  applicable  to  the  proceedings  under  sec- 
tion 29,  even  though  there  be  no  specific  reference  to  the  Administra- 
tive Procedure  Act.  It  is  the  exception  to  which  we  strenuously  ob- 
ject. 

The  Administrative  Procedure  Act  was  enacted  by  Congress  after 
long  and  extended  studies  of  the  proper  nature  and  scope  of  hearings 
and  decisions  by  administrative  agencies.  In  its  enactment  Congress 
adopted  the  principle  that  it  is  the  proper  function  of  the  adminis- 
trative agencies  to  make  the  findings  of  fact,  and  that  the  judicial  re- 
view of  issues  of  fact  should  be  limited  to  a  consideration  as  to 
whether  such  findings  are  supported  by  substantial  evidence.  This 
rule  was  developed  by  the  courts  to  enable  them  to  test  findings  of  fact 
by  the  administrative   agencies  against  the  administrative  record. 

Therefore,  the  purpose  of  judicial  review  of  administrative  agencies 
is  not  to  substitute  the  judgment  of  the  court  for  that  of  the  uguncy, 
but  rather  to  correct  errors  as  they  are  customarily  corrected  by 
appellate  courts  on  appeals  from  decisions  of  trial  judges. 

Since  this  matter  deals  with  the  appellate  procedures  provided  for 
in  the  Administrative  Procedure  Act,  I  would  like  to  review  with  you 
briefly  the  pertinent  provisions  of  this  act.  Section  10  thereof  (IS 
U.  S.  C.  A.  1009)  provides  in  substance  that  any  person  suffering  legal 
wrong  because  of  any  agency  action,  or  adversely  affected  or  ag- 
grieved by  such  action  within  the  meaning  of  any  relevant  statute, 
shall  be  entitled  to  judicial  review  thereof. 

So  far  as  is  necessary  to  a  decision  and  where  presented,  the  re- 
viewing court  shall  decide  all  relevant  questions  of  law,  interpret 
constitutional  and  statutory  provisions,  and  determine  the  meaning 
or  applicability  of  the  terms  of  any  agency  action. 

In  addition,  it  shall  (a)  compel  agency  action  unlawfully  withheld 
or  -unreasonably  delayed;  and  <h)  hold  unlawful  and  set  aside  agency 
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action,  findings,  and  conclusions  found  to  be  (1)  arbitrary,  capricious, 
an  abuse  of  discretion,  or  otherwise  not  in  accordance  with  law; 

(2)  contrary  to  constitutional  right,  power,  privilege,  or  immunity; 

(3)  in  excess  of  statutory  jurisdiction,  authority,  or  limitations,  or 
short  of  statutory  right;  (4)  without  observance  of  procedure  re- 
quired by  law;  and  (5)  unsupported  by  substantial  evidence.  We  be- 
lieve that  the  rights  of  appeal  are  sufficiently  broad  and  proper  that 
there  is  no  need  that  they  be  modified  or  changed  in  reference  to 
proceedings  before  the  banking  agencies.  This  is  particularly  true  in 
reference  to  proceedings  under  the  subject  section  of  the  law.  The 
authority  vested  in  this  section  is  the  sole  authority  by  which  the 
Corporation  may  protect  its  insurance  fund  against  the  unsafe  and 
unsound  and  illegal  actions  of  insured  banks. 

I  suggest  to  the  committee  that  the  effect  of  this  provision  is  to 
render  proceedings  lief  ore  our  agency  under  this  section  a  complete 
nullify.  If  the  bank  inav  appeal  to  the  judiciary,  and  the  court  to 
which  the  appeal  is  carried  may  weigh  the  evidence,  the  findings  of 
our  Board  would  be  without  substance  or  meaning. 

In  any  case  a  bank  could,  in  effect,  bypass  the  findings  of  our  Board 
and  try  its  case  de  novo  before  the  court.  Such  is  contrary  to  the 
whole  concept  of  administrative  agencies  and  hearings  by  them.  We 
insist  that  the  rights  of  banks  are  fully  protected  by  the  aforemen- 
tioned provisions  of  the  Administrative  Procedure  Act,  and  these  pro- 
visions should  be  applicable  to  proceedings  subject  to  this  section  of 
the  Federal  l)eposit  Insurance  Act. 

If  there  is  to  be  a  change  in  the  overall  concept  of  the  effect  of 
determinations  of  administrative  agencies,  as  the  Corporation  and 
other  banking  agencies,  it  should  be  accomplished  by  amending  the 
Administrative  Procedure  Act,  and  not  by  subjecting  proceedings  of 
the  banking  agencies  to  a  novel  set  of  rules. 

I  now  wish  to  direct  your  attention  to  section  30  (e),  as  it  relates 
to  provisions  pertaining  to  stockholders'  double  liability  which  were 
eliminated  from  the  existing  law.  One  of  the.  purposes  of  extending 
Federal  deposit  insurance  was  to  remove  stockholders'  liability.  Un- 
der a  provision  added  in  1038,  the  Corporation's  right  to  receive  any 
recoveries  on  account  of  stockholders'  double  liability  is  waived  back 
to  the  stockholders. 

At  the  hearing  before  the  Senate  committee  the  Corporation  recom- 
mended that  the  provisions  in  reference  to  this  waiver  be  eliminated 
as  being  obsolete,  for  the  reason  that  each  of  the  48  States  had  enacted 
legislation  that  terminated  stockholders'  double  liability.  Minnesota 
and  Arizona  were  the  last  States  to  act  on  this  matter. 

However,  since  the  time  of  the  recommendation  our  attention  has 
been  called  to  a  study  that  has  been  made  of  the  statutes  of  the  sev- 
eral States  eliminating  this  liability.  As  a  result  of  this  study,  we 
are  now  aware  of  the  fact  that,  although  all  of  the  States  have  passed 
laws  which  enable  banks  to  eliminate  double  liability  of  stockholders, 
in  several  of  the  States  it  is  necessary  for  the  banks  to  take  some 
affirmative  action  in  order  to  accomplish  this  result.  The  study  indi- 
ciiies.  from  contacting  the  several  State  banking  authorities,  that  96 
Stale  banks  have  not  taken  the  necessarv  steps  to  eliminate  the  double 
liability  of  Iheir  stockholders. 

We  estimate  that  approximately  70  of  such  hanks  are  insured. 
Therefore,  in  order  not  to  mislead  the  committee,  and  in  order  that 
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the  Corporation  may  not  be  required  to  subject  to  double  liability  the 
stockholders  of  the  insured  banks  that  have  neglected  to  take  the  nec- 
essary steps  to  relieve  their  stockholders,  we  recommend  that  the  lan- 
e  of  the  present  law  be  restored  to  section  30  (e)  of  the  bill. 
Jne  proposed  bill  contains  a  new  subsection,  31  (e) ,  added  upon  the 
recommendation  of  the  Corporation,  to  make  clear  that  temporary 
employees,  employed  for  a  particular  receivership  of  a  closed  insured 
bank,  are  not  employees  of  the  Corporation,  so  that  such  employees 
will  be  eligible  for  the  same  benefits  of  workmen's  compensation  laws, 
social  security,  and  unemployment  laws  as  the  employees  of  banks 
and  other  private  businesses.  There  presently  exists  a  substantia] 
degree  of  confusion  and  conflict  in  these  areas  on  the  part  of  both 
State  and  Federal  agencies,  with  respect  to  the  status  of  temporary 
receivership  employees.  The  amendment  will  remove  this  confusion 
and  conflict,  and  clearly  fix  the  status  of  such  employees. 

Before  concluding,  I  deem  it  pertinent  to  call  your  attention  to  the 
fact  that  section  11  (b)  has  been  amended,  in  accordance  with  recom- 
mendations of  the  Corporation,  to  eliminate  the  authority  of  the  Cor- 
poration to  grant  immunity  from  criminal  prosecution  to  witnesses 
who  are  compelled  to  testify  concerning  bank  transactions  before 
Corporation  examiners. 

Under  present  law  this  authority  was  given  to  the  Corporation,  al- 
though it  has  never  been  used.  We  believe  that  the  authority  to 
grant  immunity  from  criminal  prosecution  should  be  vested  in  the 
Attorney  General  or  the  court.  Therefore,  we  recommended  to  the 
Senate  committee  that  this  authority  be  removed,  which  it  did  in  the 
drafting  of  the  proposed  bill. 

Finally,  the  Corporation  has  available,  and  will  submit  to  the  com- 
mittee on  request,  legislative  drafts  for  all  proposals  mentioned  by 
Mr.  Cook  or  myself. 

May  I  again  express  my  appreciation  to  you  for  this  opportunity 
to  further  state  the  views  of  the  Corporation  on  this  bill. 

The  Chairman.  You  may  proceed  under  the  5-minute  rule. 

Mr.  Multer.  Before  you  proceed  under  the  5-minute  rule,  may  I 
suggest  that  both  Mr.  Cook  and  Mr.  Coburn  give  to  us  the  documents 
referred  to  in  their  statements.  They  said  they  were  submitting  some 
documents,  but  they  are  not  attached. 

Mr.  CoBDHN.  We  have  them  here.    We  have  them  available. 

Mr.  Mtjltkr.  May  we  have  them,  please  ? 

Mr.  Coburn,  Yes. 

The  Chairman.  The  amendments  you  suggest  will  be  incorporated 
in  the  record. 

(The  attaclunents  referred  to  above  are  as  follows :) 

Poweb  To  Require  Audits  or  Insubed  Basks 

Section  10  of  tbe  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  8.  C. 
1820),  la  amended  by  redesignating  the  subsections  designated  aa  "(e)"  to  "(g)" 
as  "(f)"  to  "(h),"  respectively,  and  by  Inserting  as  new  subsection  (e)  the 
following : 

"(e)  Whenever  the  Board  of  Directors  shall  And  that  the  affairs  of  an 
insured  bank  are  In  such  state  that  Its  boobs  and  records  may  not  reveal  its  true 
condition,  and  the  Board  of  Directors  shall  further  find  that  an  audit  of  the 
affairs  of  the  bank  is  necessary  to  properly  appraise  the  Insurance  risk  of  the 
Corporation,  the  Hoard  of  Directors  may,  In  Its  discretion,  direct  the  bank  to 
cause  to  be  made  forthwith  an  audit  of  the  bunk  by  a  certified  public  accountant 
within  the  scope  ti\ed  by  the  Board  of  Directors  as  being  necessary  for  a  deter- 
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munition  of  the  true  condition  of  tile  bunk,  and  if  within  a  reasonable  time  there- 
lifter  to  bank  shall  fail  to  cause  said  audit  to  lie  initialed  or  shall  fall  to  file  a 
copy  of  Hie  completed  report  of  audit  with  the  Corporation,  then  the  Corporation 
may  cause  an  audit  of  the  bank  to  be  made  by  «  certified  public  accountant  selected 
hy  the  Board  or  Directors,  and  the  coats  of  the  audit  and  report  shall  be  ndded 
to  the  assessment  otherwise  payable  by  such  bank." 

Whenever  the  Corporation  has  been  appointed  Iteeeiver  or  Liquidator  of  a 
closed  insured  bank  and  thereafter,  but  prior  to  the  payment  by  the  Corpora- 
tion of  any  insured  deposit,  the  Comptroller  of  the  Currency  in  the  rape  of  a 
closed  national  or  District  batik,  and  Hie  State  bank  supervisory  authority  to 
Hie  case  of  a  closed  State  bank,  shall  certify  to  the  Corporation  that  snid  bank 
is  solvent,  aud  that  H  has  ndnpiate  cupllal  finals  and  capable  ma nn cement 
personnel  to  enable  it  to  resume  operations,  then  upon  receipt  of  Ibe  certitlcti- 
lion  of  such  facts,  the  Corporation  shall  forthwith  return  the  bank.  together  with 
nil  Die  assets,  properties,  and  liabilities  of  the  bank  then  in  the  possessltw  of  the 
Corporation,  ns  Receiver  or  Liquidator,  to  the  possession  of  the  appropriate 
supervisory  authority  or  to  the  Board  of  Directors  of  the  bank  If  the  suiiervisor 
so  directs,  aud  upon  such  delivery  the  receivership  shall  terminate. 
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In  tiif.  Mattck  ok  thk  ItwKivMtsinr  ok  tiik  IIomk  National  B.inx  of  Ei-t.KNvir.LE; 
Mtj.esviu.k,  N'kw  Yukk 

1'Al.MIEltI,  D.  J. 

I  am  Ming  an  order  herewith  granting  the  petition'  of  the  Federal  Deposit 
Insurance  Corporation  as  Heciever  of  The  Home  National  Bank  of  Ellenvllle, 
Kllcuvllle.  New  York,  to  enter  into  n  proposed  contract  for  the  sale  of  certain 
naselM  ol'  Hie  receivership  estate.  Tlie  express  pur|>ose  of  the  contract  is  to 
P-Tinif  the  newly  organized  Elleuville  National  Bonk  to  assume  the  deposit 
liabilities  of  the  dosed  bank  aud  to  provide  the  community  of  Ellenvllle  with  a 
sound  hanking  service,  now  unhappily  interrupted.  The  contract  appears  to  he 
fair  anil  equitable  and  reasonably  calculaled  to  effect  the  purposes  for  which  It 
is  intended.  I  have  had  the  benefit  of  detailed  reports  from  the  Chief  National 
Bank  Examiner  of  the  New  York  Region  and  I  have  supporting  statements  from 
ll.e  Kecciver  and  its  .-ounsel  as  well  as  other  Interested  parties. 

If  this  were  a  :n:iiter  of  lirst  impression.  I  should  feel  constrained  to  examine 
into  the  iiosslhle  application  of  Article  III.  Section  2  of  the  United  States  Con- 
stitution deiming  i he  Jurisdictional  isiwcr  of  the  Federal  courts.  I  am  assailed 
by  doubts  with  respect  to  the  propriety  n[  this  Court's  function  as  prescribed  by 
tl.c  statute  in  question.  What  I  am  asked  to  do  is  to  perform  a  single  administra- 
tive act.  lo  wit.  tht-  approval  of  the  contract  of  sale  submitted  by  the  IteeelTer 
in  a  matter  outside  the  scope  or  a  Justiciable  controversy  and  which  is  not  swb- 
.iiii  In  ilii'  u-mal  judicial  review.  (See.  <:  <j.,  C.rUw*  v.  Buumir.  130  P.  2d  889 
i:;.l  fir.  i!t42i:  ItitrluU  v.  Jimrpli,  117  V.  2d  233  17th  Cir.  lMlt  :  HuUc  V. 
.In/flKiii.trr,  Is  F.  -2d  944  (2d  fir.  1027)  :  cf.  Kr  Purte  Vhc.tirood,  165  O.  8.  44S 
i  1MI7I.1  In  effect,  (he  accomplishment  of  that  single  administrative  act  Is  the 
exorcise  of  a  su|>ervisr>ry  jiower  over  a  Federal  Agency — something  which  I 
[relieve  to  be  alien  to  tlie  Federal  judicial  function.  (See  Sat'l  Mutual  Int.  Co. 
v.  Ti'l'imlrr  Tiouxf.r  Co.,  3:17  V.  S.  SS2.  filMl.  004  I  concurring  opinion)  626 
i  ilisscntinu  opinion*)    (1!U0)  ;  Vnit'd  SI  a  teg  v.  Fi.rrcim,  13  How.  40  (1S5D.) 


t.  iilirtl  11X73).  ft*  .intended,  i!)  Stnt.  721  (1B3J1),  12  D.  8.  C.  (192).  which 


■  miri;;  MiiNfifil.  n-  it] Ified  In  Hnrtlnn*  131  nni!  132  or  thin  title,  that. 


iiiii   lias   refuse!   to  iibj   lis  elrrulnllne  antes  n»  th. 

«' T't'-olliT  of  tlie  CniT.-ncv  rnnv  fnrrlnvtth  appoint 

1    mid   Hi-riirlt?  n»   ho  dwms  iirnprr.      Surh  rpcetvci 
-.  *1inll  Ink*  |iosHPBBlnn  ef  the  hooka, 


defaii 


in  t  inn.  rnllirt  nil  rii-htu,  ilni'R,  and  rlnlms  belonging  to  It,  iind.  upon  the  order  of  a 
i.f  record  «f  rnmnetent  InrlmllrtltHI.  may  wit  or  componnd  nil  had  or  doubtful  debt*. 
i.n  n  like  nrdrr.  may  Nell  nil  the  rnnl  and  pprminnl  iiroprrfcr  nt  such  inundation  o> 
hTins  rin  Hie  cmirt  Bhnll  dlrcci  :  and  niny.  if  nercHsiiry  to  pay  tht  debts  of  ancb  aaao- 
m.  enforce  Hi.'  Individual  llohilltr  of  the  Ptockholdem." 
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However,  the  statute  upon  which  the  petition  is  baaed  is  of  ancient  vintage 
and  there  Is  a  long  line  of  precedents  in  which  the  statutory  function  therein 
prescribed  has  been  performed  by  a  Federal  court.1  Accordingly,  I  feel  it  is  wiser 
to  leave  to  the  side  any  temptation  to  examine  the  subject. 

Dated :  December  18, 1956. 

Edmund  L.  Palmiest,  V.  S.  D.  J. 

Loaks  to  Examiners  or  the  Corporation 

Title  18,  TJ.  S.  C,  Section  217,  is  amended  by  substituting  a  comma  for  the 
period  at  the  end  thereof  and  adding  the  following  words:  "or  to  loans  made  by 
a  national  bank,  by  a  bank  operating  under  the  Code  of  Law  for  the  District  of 
Columbia,  or  by  any  other  bank  which  is  a  member  of  the  Federal  Reserve  Sys- 
tem, to  examiners  and  assistant  examiners  of  Federal  Deposit  Insurance  Cor- 
poration, or  to  borrowings  made  by  such  examiners  or  assistant  examiners  from 
such  banks  when  such  loans  or  borrowings  are  made  in  accordance  with  regu- 
lations prescribed  by  the  Board  of  Directors  of  the  Federal  Deposit  Insurance 
Corporation." 

Employment,  Separation,  and  Compensation 

Section  9  Fifth  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  C. 
1810  Fifth),  is  amended  to  read  as  follows: 

"(e)  Without  regard  to  the  provisions  of  any  Civil  Service  laws  relating  to 
the  employment,  separation  or  compensation  of  officers  or  employees  of  the 
United  States,  to  appoint  by  its  Hoard  of  Directors  officers,  employees,  attorneys 
and  agents,  to  dismiss  at  pleasure  any  officer,  employee,  attorney  or  agent,  to 
define  their  duties,  fix  Iheir  compensation,  reipiire  bonds  of  them  and  fix  the 
penalty  thereof.  Nothing  in  this  or  any  other  Act  shall  be  construed  to  prevent 
the  appointment  and  compensation  as  an  officer  or  employee  of  the  Corporation 
or  any  officer  or  employee  of  the  L'uitod  States  in  any  board,  commission,  inde- 
pendent establishment,  or  executive  department  thereof." 


Civil- Service  Retirement 

Section  13  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  C. 
1823,  is  amended  by  adding  at  the  end  thereof  the  following  new  subsection: 

"(t|  The  Corporation  shall  pay  Info  the  civil-service  retirement  and  disabil- 
ity fund  such  sum  as  shall  be  acii'ed  upon  by  the  Civil  Service  Commission  and 
the  Corporation  as  the  Government's  share  of  the  cost  of  the  civil-service  retire- 
ment system  applicable  to  the  Corporation's  officers  and  employees  and  their 
l>enef] claries  for  the  period  from  the  creation  of  the  Corporation  to  the  first 
day  of  the  first  pay  period  which  liegtns  after  .Tune  3D.  V.I.7T.  The  benefits  of 
the  Federal  Employees  Compensation  Act  <5  U.  S.  C.  751-791  and  793),  as  now 
or  hereafter  amended,  and  of  the  utiemplovment  compensation  provided  in  Title 
XV  of  the  Sociai  Security  Act  (42  L\  S.  C.  1361-1370),  as  now  or  hereafter 
amended,  shall  extend  to  the  officers  and  employees  of  the  Corporation.  The 
Corporation  shall  pay  into  the  employees'  compensation  fund  such  sum  as  shall 
be  agreed  upon  by  the   Secretary  of  Labor  and  the  Corporation  as  being  the 

by  Federal  Judges  for 


JrtfiK 


The   New    Yr;rfc   Iltslri.'t ...    .... 

(  doubtful  Hnim-,  ujn.lier!  the  ftntiitf  In  ISO"  si, ri  decided  rl 
Platl,  11)  Ped.  Cub.  816, 


(S.  D.  N.  Y.  1807}).     Sinn,  thnt  tin,,.  8 

tbe  existence  of  the  power,  without  crltlclwn  althou 
in  an  admin! strati ve  rather  thou  a  Judicial  capacity 
Origan  v  Baumer,  2d  Cir.,  ««pro ;  Whr Ian  v.  blacken 

Witr  J.  Texas  Co.,  180  F.  2d    IK,  (Stli  Clr.  lllSO)  ;  h-.,.  ..  .,„,.,.,  ,,,,  ,.  ,,,  ,„„  ..... 

10391  :  Mitchell  y.  .,o.pE>,.  »un-a  .-  y-'i/M-  v.  Witli'im*.  u  F.  I'd  UK  6   (ijth  Clr.  1S2J)  ;  Gaek- 
(teller  v.  William*,  0  F.  2d  334  (fltb  Cir.  102.1) ). 

The  Supreme  Court  has  referred  to  tile  statute  at  teaat  four  times  without  ludtrntlng 
inly  doubt  of  Ito  validity  (Conk  Count,,  Sat'l  Hnvk  v.  Lniled  sratct,  107  II.  P..  44.1  (1K8.'(I  : 
p-  p.-,.  ,Tf„.„„.„,    „ mchardton,  180  U.  S.  87  (1901)  ;  Bo*er  v.  Behofletd, 
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amount  of  the  benefit  payments  made  from  such  fund  on  account  of  the  Cor- 
poration's officers  nnd  employees  prior  to  January  1,  1807.  The  Corporation 
shall,  after  January  1,  1957,  pay  luto  the  employees'  compensation  fund,  on  the 
basis  of  annual  billings  as  agreed  upon  by  Ihe  Secretary  of  Labor  and  the  Cor- 
poration, the  amount  of  the  benefit  payments  made  from  such  fund  on  account 
of  the  Corporation's  officers  anil  employees.  Tlie  am  nut  I  utilities  shnll  also  lli- 
clntle  a  fair  portion  of  the  cost  of  tbe  administration  of  the  employees'  cum- 
[ii'iisjitinn  fund,  which  portion  shall  lie  paid  by  tbe  Corporation  into  the  Treasury 
as  miscellaneous  receipts.  Any  payments  nutde  hereunder  applicable  to  period* 
prior  to  January  1,  1!!5T,  shall  be  paid  out  of  the  Corporation's  capital  nccount 
and  shall  not  affect  the  'net  assessment  Income'  computed  under  subsection  id) 
of  Section  7  for  such  periods.  Any  such  costs  applicable  to  periods  after  Janu- 
ary 1,  l'.i.r.7.  and  any  amounts  contributed  to  the  civil-sen- ice  retirement  ami 
disability  fund  pursuant  to  Section  4  (a)  of  the  Civil  Service  Retirement  Act  of 
.May  31.  1!MW.  as  amended  by  the  Civil  Service  Retirement  Act  Amendments  nf 
Hint!  (I'tib.  Law  SH-1.  ,S4tb  Cong.),  shall  be  Included  as  a  part  of  the  adminlstrn- 
tlve  and  operntlni;  costs  of  the  Corporation  fur  the  purpose  of  computing  'net 
assessment  income'  as  provided  lu  stilil  subsection  (dl  of  Section  7,  and  may  lie 
paid  upon  estimates  or  formulae  subject  to  subsequent  adjustment  nfter  «nii-n 
audit  or  other  verification,  and  the  amount  of  any  subsequent  adjustment  shall 
be  charged  or  credited  in  the  year  in  which  the  adjustment  Is  made.  Any  dis- 
agreement between  the  Corporation  nnd  the  Civil  Service  Commission  or  the 
Secretary  of  Labor,  as  tbe  case  may  lie,  as  to  the  propriety  or  amount  of  any 
sum  due  for  past  benefits  as  herein  provided  or  as  to  the  amount  of  any  annual 
billings  shall  be  determined  as  the  President  by  Executive  Order  shall  direct." 


SUHGESTED  MINOR  CHANCES  OF  FEDERAL  DEPOSIT  INBCBAHCB  ACT  IN  6.    1451 

Section  2  (e),  line  2,  page  149,  substitute  "Territory"  for  "territory". 

Section  11  <b).  Hue  8  page  150,  substitute  "person"  for  "persons". 

Section  13,  caption,  page  136,  substitute  "Insurance  without  application"  for 
"Member  banks". 

Section  14,  caption,  page  157,  substitute  "Insurance  by  application"  for 
"No  urn  ember  banks". 

Section  22.  line  1,  page  103,  substitute  "or"  for  "of". 

Section  23,  caption,  page  163,  substitute  "Mergers,  consolidations  and  capital 
reductions"  for  "Mergers  and  consolidations". 

Section  23,  line  21.  page  163,  substitute  "District"  for  "district". 

Section  27  (a),  line  7,  page  165,  substitute  "it"  for  "him". 

Section  29  (a),  page  108,  line  1,  substitute  "years  to"  for  "years,  to". 

Section  31  (b)  and  (c),  page  172,  lines  22  and  27,  substitute  "Distrlctr  for 

Section  38  (b),  line  5,  page  179,  substitute  "1057  or  1958"  for  "1956  or  1957" 

(If  bill  is  enacted  in  1058). 

Sir.  T alle.  Mr.  Chairman,  I  am  delighted  to  have  you  as  a  witness 
this  morning,  Sir.  Cook,  and  I  say  the  same  to  your  associates.  For 
the  moment  I  will  withhold  interrogation,  Sir.  Chairman. 

The  Chairman.  Sir.  Brown. 

Sir.  Brown.  Mr.  Cook,  some  State  chartered  banks  desire  that 
mergers  and  consolidations  be  left  with  State  banking  authorities 
rather  than  with  Federal  supervisory  authorities.  Do  you  have  any 
comment  on  this!  I  believe  you  stated  you  were  in  favor  of  section 
23  as  it  appeared  in  the  bill. 

Sir.  Cook.  I  will  have  to  check  my  statement  on  that.  On  that  I 
might  say,  Sir.  Congressman,  it  would  be  the  policy  of  the  Corpora- 
tion to  consult  with  the  State  banking  authorities  on  those  matters, 
just  as  we  have  in  the  past.  We  propose  to  work  with  the  State 
bunking  authorities  on  that.  Naturally,  from  our  exposure  to  insur- 
ance risk,  we  must  have  some  authority  to  make  some  decision  on  that, 
Imt  I  will  say  this :  In  my  experience  with  the  Corporation  for  many 


,yGoogIe 


FINANCIAL   INSTITUTIONS   ACT  Of    1957  723 

years  as  well  as  in  State  bank  supervision,  we  bare  never  had  any 
difficulty  with  the  State  authorities  on  matters  of  that  kind. 

Mr.  Bhown.  Why  do  you  want  to  change  it ) 

Mr.  Cobdrn.  Mr.  Brown,  at  the  present  time  there  is  no  authority 
vested  in  the  Corporation  or  the  Federal  Reserve  in  reference  to  State 
banks  to  pass  upon  merger  transactions,  unless  there  is  a  diminution 
in  capital  or  in  surplus,  and  we  believe  that  in  line  with  the  thought 
that  has  been  expressed  that  there  should  be  a  supervision  of  those 
transactions. 

Now,  as  Mr.  Cook  has  said,  under  the  law,  if  under  the  State  law 
in  reference  to  a  transaction  involving  State  banks  or  if  the  end  bank 
will  be  a  State  bank,  prior  approval  of  the  State  authority  would  be 
necessary  before  the  Corporation  could  act.  It  only  acts  after  the 
banks  have  obtained  such  State  approval. 

Mr.  Bkown.  Mr.  Chairman,  1  wish  to  insert  into  the  record  at  this 

Sint,  at  the  request  of  Congressman  Shuford  of  North  Carolina,  a 
ter  addressed  to  him  dated  June  7, 1957,  and  signed  by  Edwin  Gill, 
State  treasurer  and  chairman,  State  banking  commission.  He  is  very 
much  opposed  to  section  23  as  written  in  the  bill.  He  gives  bis  reasons 
for  it  in  the  letter. 

The  Chairman.  That  may  be  incorporated  in  the  record. 

Mr.  Brown.  He  addressed  this  same  letter  to  all  of  the  Members  of 
Congress  from  North  Carolina  and  all  of  them  have  contacted  me 
about  it. 

(The  document  referred  to  is  as  follows :) 

State  of  North  Carolina, 

Banking  Department, 
Raleigh,  H.  C,  June  27, 1957. 
Hon.  George  A.  Shuford, 

House  of  Representatives, 

House  Office  Building,  Washington,  D.  O. 

My  Dear  Mr.  Shuford:  The  State  Banking  Commission,  at  its  last  quarterly 
meeting,  requested  that  I,  as  chairman  of  the  commissi  on,  write  a  letter  to  each 
member  of  the  North  Carolina  delegation  In  Congress  in  opposition  to  section  23 
of  B.  1451  and  section  28  of  H.  R.  7026,  Mergers  and  Consolidations,  said  sections 
being  Identical  in  title  and  wording. 

loo  will  recall  that  the  North  Carolina  Commissioner  of  Banks  met  with  our 
congressional  delegation  in  Washington  last  January  in  opposition  to  several 
provisions  of  the  Financial  Institutions  Act  of  1957.  All  of  these  objectionable 
features  were  removed  with  the  exception  of  section  23,  the  merger  and  consolida- 
tion section,  which  remains  In  both  the  Senate  bill  and  the  House  resolution. 

It  Is  respectfully  requested  that  you  use  your  Influence  toward  the  passage  of 
an  amendment  to  each  of  the  cited  bills  as  It  applies  to  section  23  so  that  jurisdic- 
tion over  the  merger  and  consolidation  of  State-chartered  banks  will  remain  with 
the  respective  State  banking  authorities  rather  than  with  the  Federal  supervisory 
authorities. 

The  enactment  of  these  bills  as  they  are  now  written  would  be  a  serious  en- 
croachment of  States  rights ;  and  It  is  the  opinion  of  the  members  of  the  State 
banking  commission  that  application  for  authority  for  merger  and  consolidation 
of  banks  coming  under  their  supervision  should  be  left  for  their  determination 
and  discretion  as  to  whether  it  would  be  to  the  best  interests  of  the  people  of 
North  Carolina  to  approve  or  disapprove  such  applications.  This  would  be  true 
in  the  case  of  Individual  State  supervisory  authorities  in  regard  to  the  State- 
chartered  banks  In  the  respective  States. 

Counsel  for  the  Federal  Deposit  Insurance  Corporation,  In  a  letter  to  Senator 
J.  Strom  Thurmond  of  South  Carolina,  stated  that  the  Corporation  would  not 
override  State  decision  on  mergers  of  State-chartered  banks. 

If  the  provision  Is  enacted  as  now  written  in  the  bills,  this  statement  from  the 
Federal  Deposit  Insurance  Corporation  would  be  of  much  value;  at  least  as  long 
as  the  present  administration  is  in  office.    However,  in  view  of  this  statement, 
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(The  documents  referred  to  are  as  follows : ) 

Feuebal  Deposit  Ixbtoaxce  Cobposatiok, 

Office  of  the  Chairman, 
Washington,  D.  C,  August  16,  1957. 
Hon.  Wright  Patman, 

Banking  and  Currency  Committee, 

House  of  Representatives,  Washington,  D.  C. 

Dear  Refkese.ntative  Patman  :  The  enclosed  exhibits  are  In  response  to  jour 
reqoest  that  a  chart  and  certain  Utiles  In  the  hearings  on  H.  It.  1609  in  1943 
and  on  S.  2822  in  1930  be  brought  up  to  date. 

Exhibit  1 :  Capital  ratios  of  national  banks,  1885-1956.  This  is  the  chart  in 
the  hearings  on  H.  R.  1C99,  page  18,  extended  to  1956. 

Exhibit  2 :  Total  capital  accounts  per  $100  of  assets  of  national  banks,  1805- 
1956.  This  Is  table  4  in  the  bearings  on  H.  R.  1099,  page  19,  with  the  data  for 
1865-1942  shown  in  that  table  and  extended  to  cover  the  years  1943-56. 

Exhibit  3 :  Earnings,  expenses,  and  distribution  of  profits  of  insured  com- 
mercial banks,  1934-50.  This  Is  the  table  in  the  hearings  on  H.  R.  1699,  page 
32,  with  the  data  for  1934—11  shown  in  the  hearings  and  extended  to  cover  the 
years  1942-56. 

Exhibit  4:  Insured  commercial  banks — net  profit  after  taxes,  1934-50,  and 
earnings  on  obligations  of  United  States  Government,  1945-56.  This  Is  a  revi- 
sion of  table  I  in  the  hearings  on  S.  2822,  page  92.  It  gives  the  data  for  net 
profits  after  taxes,  1934-49,  and  earnings  on  obligations  of  United  States  Gov- 
ernment, 1945—19,  as  shown  in  the  hearings,  extended  to  cover  the  years  1950- 
56.  ;  It  omits  the  estimated  earnings  on  United  States  Government  obligations 
for  1934-44.  Prior  to  1945  earnings  on  United  States  Government  obligations 
were  not  reported  separately  from  Income  on  other  securities.  The  estimates 
of  earnings  on  loans  guaranteed  by  agencies  of  the  United  States  Government 
shown  for  the  years  1934-49  In  the  last  column  in  the  table  in  the  hearings  are 
also  omitted,  and  we  have  not  attempted  to  prepare  such  estimates  for  subse- 
quent years.  The  amounts  of  earnings  on  such  loans  are  not  reported  to  the 
Conwration  and  data  are  not  available  to  us  for  preparing  estimates. 

Exhibit  5:  Insured  commercial  banks'  capital  accounts.  December  31,  1940-56. 
This  is  table  VI  la  the  hearings  on  S.  2822,  page  94,  with  revised  figures  for 
1942  and  1943,  and  extended  to  cover  the  years  1950-56. 

Exhibit  6:  Comparison  of  Interest  paid  on  time  and  demand  deposits,  service 
charges  on  deposit  accounts,  and  Federal  Deposit  Insurance  Corporation  assess- 
ments, 1927-56,  Federal  Reserve  members  and  all  insured  banks.  This  la  the 
table  In  the  hearings  on  S.  2822,  page  95,  extended  to  cover  the  years  1950-56. 

xou  also  asked  for  the  amount  of  interest  paid  by  all  commercial  banks  and 
by  all  member  banks  on  demand  deposits  for  the  10  years  prior  to  1933.  It  Is 
not  possible  to  provide  Information  on  Interest  paid  by  all  commercial  banks  on 
demand  deposits  prior  to  1933  because  no  tabulations  are  available  of  earnings 
and  expenses  of  all  commercial  banks.  The  interest  paid  by  member  banks  for 
6  years  prior  to  1933  is  given  in  exhibit  6.  It  Is  not  possible  to  extend  this  series 
back  of  1927  because  prior  to  that  year  Interest  on  demand  deposits  was  not  re- 
ported separately  from  that  on  time  and  savings  deposits. 
Sincerely  yours, 

H.  E.  Cook,  Chairman. 
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CAPITAL  RATIOS  OF  NATIONAL  BANKS 
1865-1956 
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Total  capital  acooitttU  per  tlOO  of  atiet*  of  national  bank;  1865-1956 
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H10 
80.08 
HIS 
60.18 
30.43 

49.  ai 

40  SI 
6200 
31.  H 
48.83 

46  88 

44.  St 

46.30 

42.61 
43.29 
44.64 
43.48 

4l'81 

32.*  38 
32.41 
20.00 
30.66 
30.00 

a»'» 

27.09 
28.01 
27.87 
27.90 

1011 

(18.03 
18.27 
18.33 
17.83 

17.83 

13.30 

11.13 

13.03 
13.00 
13.40 

13.24 

13.34 

1203 
13.47 
13.77 
13.07 

14.87 
13.70 

11.83 

lata 
iaw 

10.22 
9.43 
4  71 
0.31 

0.40 
S.84 

6.47 

0  30 
650 
8.81 

689 
0.89 
679 

6.96 

7  16 
7.43 

027.72 

10.21 

m 

»» 

1.  B.  Government  obligations,  and  filed  and  miscellaneous  as 
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Year 

|    »„, 

oHtntlorj 

fJOVCTllICMll 

V- 

*=■ 

obllntunt 
•(U.S. 

Government 

1              3400 

1.188.0 

jm 

MS! 
711.4 
74S.1 

sai.4 
mi 

1,0260 
1,397.0 
L1UI 

i.nf.7 

11IS.1 

■                SSIJ 

330.6 

1,018.6 

a*  ; 

l.omi 

1,119.7 

1,3*18 

IBM 

ETftmrr  5 

Insured  commercial  banks'  capital  accoanU,  Dec.  31, l>t$-9t 

[Millions  of  dollars] 


,      Capital            SnrpltH 
Year                                 stock           paid-in  and 
note*  and      accumulated 
debenture! 

ts&- 

■thudHtiar 
dra 

Total 

19*1 Z87ll'           2.5613 

886.1 

1,000.4 

1,109.4 
1,298.1 
1,405.3 
1,660.2 

l!  984.3 
2.0BS.3 
1298.0 

14B8.9 

teas 

3.770.3 

308.9 

41 L0 
4318 
488.0 

682.1 

373.1 

619.7 
406.7 
480.0 
43L1 
404.1 
4111 
4810 
458.3 
440.0 

46711 

Mtt.1 

t.«3*.i 

7.433.7 
7.  SOD.  8 
8.672.4 
9,898.1 
9,788.(1 
10,100.4 
10,648.7 
U.M0.0 
11,093.8 

IMS 2,874.3                6.0SB-8 

I9M... 2.9126             3,402.0 

vm'.'.'..                                     n,i*i.»l        4.050.0 

IOC 1,198.9,           4.316.4 

MV 3.305.S                4.8011 

l««l 1             3.S1S.1   |             8.300.5 

ltdl...     3,000.0  1           3.3018 

U.3M.I 

14.178.7 
11,000.1 
19,020.1 

IVM...     4.2B0.9  !           0.896.3 

1W8... 4.507.4  1           V.  30K..1 

IM6.  ..                                                                 4.872.2;             7.760.0 

;:  Annual  reports  of  the  Federal  Deposit  Insurance  Cnrpmttan. 
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Comparison  of  Merest  paid  on  time  rind  demand  deposits,  service  ehargrs  on 
deposit  accounts,  and  FDIC  assessments,  1927-56,  federal  Reserve  members 
and  all  insured  bank! ' 


I  Amounts  In  tl 

usands  of  dollars) 

Interest  payments 

deposit  accounts ' 

Tear 

■»-'—'— 

Hy  Fodeml  Reserve 
numbers 

FDIC 

On  time  and 
deposits 

On  demand 

deposits 

deposits 

On  demand 
deposit* ' 

All  Insured 

Federal 

members 

Insured 

MOT.  

1408,711 
439,384 

uniau 

ML  803 
231,785 
227,371 

196,490 

175.  164 
174,448 
171.046 

607.127 
310, 278 
814, 624 
208,127 

111!  481 
■68.228 
16,092 
11.093 
0.312 
8.878 

834,800 
45.804 

L 

98,332 
107.375 
109,789 
124.806 
147,701 
173.701 
194.013 

230.307 

usIsta 

388.017 

120,  574 
27.610 
35,834 

5ft553 

84,889 

78,  355 

87.409 
09.834 
119,154 
141.133 

187,058 
172,489 
186,872 
1B7.734 

218,831 

274.024 

tan  mm 

284,380 

Mi,  613 

348,933 
ML  787 
MM 
110,  HO 

207,883 
281.  886 
310.203 

ni«7i 

42S.75B 
479.490 
512,860 
583,810 
000.810 
867.870 
SB.  MO 
040,444 
1,084,460 
1.214,403 
1,415,192 

>«.-    383 

19B3 - 

1038. 
1H7 

311,480 
35,887 
38,813 

147,470 

ram 

128. 1H 

123.470 
143,  078 
182.721 
211,439 
238.793 

J7o!774 
305.268 
384,193 
424.398 
403.288 
842  704 
849,222 

1  The  Insurance  of  bank  deposits,  by  (he  Federal  Deposit  Insurance  Corporation  liccam*  effective  it 


>  Includes  some  Interest  paid  on  Interbank  tune  deposits.    The  ai 
tolaL  hnl  It  15  known  to  be  small, 
-  "'    ■  ■  -         rateiy  In  1933.    Prior  to  that  time  It  Mas  not  i 


'  Flnit  reported  se 
neb  diaries. 
•  Not  published  separately  for  F 


imori  practice  for  banks  to  make 
>r  1050  and  subsequent  years  art 


•  Not  available. 


SonriM:  Intel-Kit  |iiivTiicii(.s— Bi.tlklilc 
System,  p.  282,  and  Federal  Deposit  Ins 
Banking  nnil  Monetary  St-itlsi  Sri,  l»..*r< 
the  Federal  Deposit  Insurance  Corpora! 


1  Monetary  Slatlstlcs,  Board  of  flovemois.  Federal  Reserve. 

i«  C'lrimrnsSfiri  re]i,.-.r:s.  .Jtrvk.;  rbarjtil  n::  deposit  ucmuuls— 
Onvhmrjrs,  Fedenl  Kcserve  Svslcm,  ij.  282,  annual  renort!  'if 
.  FDIC  assess  men  Is— Federal  Deposit  Insurance  Corporation 
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Mr  r>m«\  M-  l\vk.  1  know  Mr.  Erie  Cocke.  I  am  sure  he 
i-.  i  in.'  v..  it-  x.  -..:  I  .vnair.ly  have  r.o  desire  to  make  any  derogatory 
•  i  u.Min—i  .%•••.-,•:■•'••.:■:  hiii.  but  lie  is  president  of  the  American  Bank- 
,-i-.  V-.s  ■.:■..■■.:  :.:-.\  I  understand  !:<•  his  been  appointed  as  your  suc- 
,-,-.•■       Hi-'.-  iivr.  tvntifiiiou  by  Uie  ivt;at#! 

Mi  i'.s-u  lie  ».«.:ld  not  W  my  su-ves^r.  Mr.  Harl  died  and  his 
i,  ■•■■■  w.-.iM  ■.!«.•  .\i-u\i  ;\t  the  sai-.-.e  :':•:■.«•. 

Mi  I'miw.  Titero  ':?  oi.e  lhu-.£  I  ':*:i  vou  would  comment  on. 
S-.v  i  v  \wv,  r.  Iferkor*  .W  - ■..;::.■:.  !*;*««  that  the  FDIC  as- 
.,•••■■:. -*i-  s;.,.';I,i  >v  ivd'-i.'*'.:  a::.'.  ?::  -■  :'  o  Fi'U  IVr-jrd  ha  =  an  "ppo- 
..-,»•  ['.•-  ■  .••:.  .!.•.-■';  ::  uvk  r.iti;»*r  w:.::?::*'.  f--r  "..:r.i  to  take  a  place  on 
i  ■.■  \'::::\\  ::  \  .•«  .■::',  fa.*:  :'..:;•  :\-  :>  ;•„  «  i-:.s:.lent  of  the  American 
i;.- ...--  \~o,  .i: -..-.* 

U  ,v.--:--  :.•  •.::?  :':...:  ;:  v v.;,;  ;,.  Vtr>-  ::■/.:■•..  I;k?  the  p*.e-:'l>i/  of 
. '■■■  V-  '.■*.;:  .**  ••:'  A:.-.r  ...:*.  n.*„"waar.  w"»  :«  :r.  favor  of  higher 
iu-  .-m  m.is.  !v .:  ^  !••.".  i  ••  '.  :.-  :*.  :...:*.•.*:*  r  ■  :  :..-.■  Interstate-  l.*o!f.tr.fr>* 
i '..n  <■.:■•.. •,«:•  »"  .—  :*  .  lr.:r>:at#  Cer.*.::*.«*"#  Co::*jr.:s*ion  b  trying  to 
:,.•.•!'  ii.'wi  vv  .:  .:  •.*.%:<*. 

M;  r.vi.  -1  -•  -  :'..  >  ixv".  M".  iV:  _-?**.■=: ■*--.  a_d  that  i*  tiiis: 
I    ■  uo  *::,•"•*.  V.-    i'  •  \-.         ■<  ••■  ■■".  :*  *.  :    .:.t  years.     I  hold  \v.m  in 

•  *.  :vi.;:v.  .:-  '.  1  .*.:.:  :*:'.  :■:".:  •'*.'.:  •*':.■:-  :*..■?  rr«!dect  made  the 
.,..,_.    •■■,•■:  .      _•*     v.:    :'  "..'.?  •.:**•::*■*  .'."i  ?.>  fa-  a-=  having 

••*.'.'•  .•'  :*.t-  v*  '  .;■*.«.  I.  -.  ':'■  ■'.  ".  :.■.'.•■  -■>:■:■..:.>-■•  a^air_<r  a  redi:c- 
.■  ■.  .•'"  ..—.'—■■  .  ■  ■  .'   •  _•.--*  :...*."  **.*.  :•:  ~~  r::-.'<*  i;  or  :t  <xuld  be 

>.•  : ■  •'  ■     -."■■•    ».--  ?•'**.*  -■  :'.;-.  -V.#  V.ar  I?  of  the 

*".-    *■.'--      V      V  ■'  "    --.•.•-••-;  ■*  :'v:  X-.-'.-rr:'.  T^r-^-t  Irs'innc* 

,".•    •  *   *        ■     •.  ■  *"•.  ■•-     '.t   :  :l:s  rsr*:-rijl»r 
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of  our  Board  until  ho  has  been  sworn  in  after  his  terra  expires  as 
president  of  the  association. 

Mr.  Patman.  I  doubt  that  that  strengthens  the  defense  any  because 
he  is  president  of  the  American  Bankers  Association  now  at  the  time 
he  is  appointed,  and  that  is  his  background.  He  is  committed  to  a 
reduction  of  assessments  to  the  banks  for  the  Federal  Deposit  Insur- 
ance Corporation,  and  I  repeat  it  is  very  much  like  the  president  of 
the  Association  of  American  Railroads,  who  represents  the  railroads 
this  year,  and  whose  term  will  expire  later  on,  being  appointed  to  the 
Interstate  Commerce  Commission  when  the  Association  of  American 
Railroads  wants  freight  rates  raised,  and  the  Interstate  Commerce 
■Commission  is  holding  the  line  against  raising  them. 

It  seems  just  that  inconsistent,  Mr.  Cook.  Do  you  have  any  com- 
ments on  that  that  would  clear  up  the  problem  in  my  mind  and  make 
me  feel  the  other  way  ?     If  so,  I  would  like  to  have  them. 

Mr.  Cook.  Well,  I  would  like  to  convince  you  of  the  contrary,  sir. 
As  I  say,  I  have  known  Mr.  Cocke  for  many  years.  I  regard  him  as 
a  man  of  high  character  and  excellent  ability. 

Mr.  Patman.  That  is  not  involved,  Mr.  Cook,  I  didn't  ask  you 
anything  about  that.     I  am  not  questioning  that. 

Mr.  Cook.  In  all  of  the  conversations  I  have  had  with  Mr.  Cocko 
lie  never  once  has  mentioned  anything  about  the  reduction  of  the  as- 
sessment for  the  Corporation.  There  is  a  committee  in  the  American 
Bankers  Association  on  Federal  Deposit  Insurance,  they,  of  course, 
are  active,  but  he  has  taken  no  part  in  that  to  my  knowledge. 

The  Chairman.  Your  5  minutes  have  expired.     Mr.  McVey. 

Mr.  McVey.  I  have  one  question  or  two  lo  ask  Mr.  Cook.  I  have 
ibeen  examining  your  recommendations  and  I  notice  you  recommend 
that  the  Corporation  be  permitted  to  appoint  by  its  Board  of  Directors, 
attorneys,  officers,  agents,  and  to  dismiss  any  officer,  attorney,  or  agent. 
Then  further  yon  ask  that  the  Corporation  be.  placed  on  an  equal 
footing  with  the  Federal  Home  Loan  Bank  Board,  and  Federal  In- 
surance Corporation  on  similar  matters.  1  assume  the  committee  did 
not  agree  with  you  in  this  respect. 

Would  you  tell  us  the  reason  for  disapproving  your  recommenda- 
tions ? 

Mr.  Coburn.  Mr.  McVey,  at  the  hearings  as  indicated  in  our  state- 
ment, Mr.  Jennings  was  present  during  the  hearings  and  related  the 
procedures  followed  by  the  Comptro]  ier,  and  it  was  suggested  that 
the  Corporation  confer  with  Civil  Service  to  see  if  we  could  have 
available  to  us,  to  the  Corporation,  the  schedule  (b)  processes. 

We  were  not  able  to  obtain  those,  and,  therefore,  we  are  renewing 
our  recommendation. 

Mr.  McVky.  Was  that  the  only  reason  they  gave  ? 

Mr.  Coburx.  Yes;  now  it  was  indicated' at  the  hearings  that  the 
Comptroller — this  pertains  primarily  to  recruiting  examiner  per- 
sonnel, and  the  Compt roller.  And  Mr.  Jennings  for  the  Comptroller's 
office  testified  they  found  it  reasonably  satisfactory,  and  I  think  we 
suggested  or  stated  positively  that  they  felt  we  could  live  within  the 
limitations  of  such  processes,  but  since  that  time  they  have  not  been 
available  to  us,  and  we  also  found  out  that  insofar  as  the  Comptroller's 
Office  is  concerned,  those  procedures  were  only  temporary  and  were 
not  in  any  way  permanent. 
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is  one  of  the  things  very  evident  from  all  of  the  statements  by  each  of 
the  witnesses  who  have  thus  far  appeared  before  this  committee  on 
tliis  very  important  bill.  I  think  they  put  the  banks  first,  and  the 
law  is  very  precise  that  their  duty  is  to  protect  the  depositor  first  and 
the  stockholder  second  and  the  bank  management  not  at  all  but  I  think 
their  viewpoint  and  their  attitudes  as  reflected  bv  their  recommenda- 
tions here  as  to  the  existing  statute  and,  as  to  changes,  is  all  with  a 
view  to  protecting  bank  management  and  the  depositor  comes  last  and 
the  stockholder  comes  in  between.     I  think  that  is  very  bad. 

Mr.  Cook.  I  believe,  Mr.  Congressman,  that  you  have  known  me 
for  very  many  years 

Mr.  Mttlter.  Yes,  I  have. 

Mr.  Cook.  And  the  interest  of  the  depositor  is  primary.  That  is 
the  purpose  of  the  Federal  Deposit  Insurance  Corporation,  which  in 
turn  protects  the  economy  of  a  community  in  which  a  bank  gets  into 
difficulty,  and  for  that  reason  I  am  confident  that  any  comment  on  Mr. 
Cocke,  he  would  be  just  as  zealous  of  the  reputation  of  the  Corporation 
as  lie  would  be  of  bank  management  and  when  we  consider  bank 
management,  that  is  one  of  the  things  we  consider  most  important  in 
insuring  the  quality  of  the  management  of  the  bank,  because  you  can 
judge  the  quality  of  the  management  by  the  quality  of  the  assets  side 
of  the  balance  sheet. 

Mr.  Multer.  T  can  hardly  make  my  case  under  the  5-minute  rule 
but  I  am  going  to  try  to  develop  it  when  we  get  beyond  the  5-minute 
rule, 

Mr.  Seely-Brown.  Will  the  gentleman  yield  at  that  point? 

Mr.  Multeh.  Yes. 

Mr.  Seely-Brown.  Isnt  it  true  that  a  bank  can't  exist  without  de- 
positors? 

Mr.  Mdxter.  Right. 

Mr.  Seely-Brown.  If  a  bank  doesn't  do  a  good  job  for  its  depositors, 
then  the  bank  goes  out  of  business.  As  a  result^  a  bank,  as  I  understand 
it,  always  tries  to  do  a  good  job  for  its  depositors.  If  they  don't  do 
that,  they  go  out  of  business. 

Mr.  Multer.  But.  the  difference,  Mr.  Seely-Brown,  is  this:  The 
only  job  they  do  for  the  depositors  today  is  to  take  his  money  and 
let  check  it  out.  That  is  all  they  do  for  the  depositors.  The  rest 
they  do  for  the  stockholders  and  themselves  by  investing  and  reinvest- 
ing the  money  of  the  depositor,  the  demand  accounts  and  the  time 
accounts.  The  bank  management  takes  that  money  and  invests  and 
reinvests.  From  the  moment  of  deposit  except  for  the  checking  facili- 
ties and  some  other  incidental  facilities,  the  depositor  is  the  last  one 
in  the  world  they  consider.  That  is  why  we  need  these  supervising 
agencies,  whose  primary  function  is  to  make  sure  they  will  protect 
the  depositor's  money. 

I  see  all  through  this  bill — I  have  not  yet  been  convinced  that  many 
of  these  recommendations  do  not  come  from  the  banking  fraternity — 
a  letting  down  the  bars  that  we  have  been  writing  into  the  statutes  for 
the  protection  of  the  depositors  and  the  stockholders  during  the  past 
years.  We  are  letting  down  the  restrictions  and  going  hack  to  the 
days  before  the  depression  when  the  bankers  were  unrestricted  and 
unlimited;  when  they  did  what  they  pleased  with  the  depositors' 
money  that  helped  bring  about  in  large  part  the  terrible  economic 
debacle  that  we  experienced  at  that  time. 
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Since  FDIC  went  into  effect,  Mr.  Cook,  how  many  insured  banks 
have  failed? 

Mi-.  Cook.  432,  I  think,  most  of  them  in  the  period  of  about  the 
first  15  years  of  the  life  of  the  Corporation. 

Mrs.  Griffiths.  Were  there  more  or  fewer  banks  that  were  not 
insured  that  failed,  do  you  know? 

Mr.  Cramfji.  About  105, 1  believe,  noninsured  banks. 

Mrs.  Griffiths.  Noninsured  banks  that  failed? 

Mr.  Cramer.  Yes. 

Mrs.  Griffiths.  I  presume  you  have  some  sort  of  audit  powers  or 
you  check  up,  yon  do  some  type  of  supervisory  work. 

Mr.  Cook.  We  examine  the  banks,  which  is  not  a  complete  audit. 

Mrs.  Griffiths.  Now  if  you  find  one  that  you  think  is  about  to 
fail,  do  yon  have  the  power  to  withdraw  the  insurance  or  just  what 
do  you  do  ? 

Mr.  Cook.  If  there  is  a  continuity  of  unsafe  and  unsound  practices 
on  the  part  of  the  management,  we  serve  notice  upon  them.  In  the 
event  the  insurance  is  terminated  bemuse  of  the  faulty  management, 
the  deposits  which  are  then  in  the  bank  are  insured  for  a  period  of  2 
years,  but  after  that — once  the  notice  is  served  of  the  deposit  insur- 
ance being  withdrawn,  it  is  a  foregone  conclusion  that  the  bank  will 
not  be  able  to  live. 

Mrs.  Griffiths.  And  do  you  notify  every  depositor  and  all  of  the 
public  in  that  area  that  that  insurance  has  been  withdrawn  ? 

Mr.  Cook.  Kverv  depositor  is  notiiied. 

Mr.  Cobi-rk.  That  is  a  requirement  of  law  that  the  depositors  all 
he  notified,  and  the  then  deposits  that  are  in  the  bank  at  that  lime 
continue  to  be  insured  for  a  period  of  2  years  thereafter,  not  any  new 
deposits,  bul  the  deposits  in  the  bank  at  the  time  the  public  notice  is 
given  and  it  is  a  public  notice  plus  an  individual  notice  to  each  depos- 
it ro. 

Mrs.  Griffiths.  And  in  your  judgment,  would  this  language  that 
you  wanton  N  (b)  give  you  a  better  control  over  these  banks? 

Mr.  Cubi'rx.  The  language  that  we  have  recommended  in  this  is 
one  to  remove  the  word  "continued.'"  I*t  me  outline,  in  more  detail 
than  Mr.  Cook  has,  the  procedures.  If  we  find  the  bank  is  pursuing 
unsafe  and  unsound  practices  or  violations  of  law  which  jeopardize 
(he  depositors  or  our  insurance  risk,  then  we  notify  the  bank  of  those 
practices  in  which  they  are  engaged. 

Now  we  have  had  some  cases  in  which  there  has  been  a  question 
where  there  were  only  I  or  '2  or  3  transactions  that  have  caused  sub- 
stantial risk  and  use  of  the  word  "continued"  made  it  questionable 
as  to  whether  or  not  they  came  within  the  specific  terms  of  our  statute; 
si)  we  are  asking  that  that  he  removed,  which  makes  our  statute  more 
workable. 

From  there  we  give  the  bank  the  specifications  of  the  acts  we  think 
are  unsound  and  then  to  make  this  a  corrective  procedure,  we  not 
only  tell  them  the  things  of  which  we  complain,  but  also  outline  to 
them  the  corrective  program,  the  things  that  they  must  do  in  order 
to  maintain  their  insurance.  Then  after  a  ]>eriod  of  120  days,  unless 
that  is  shortened  by  the  State  hanking  authority  or  the  Comptroller 
or  the  Federal  Reserve,  depending  on  what  kind  of  bank  it  is.  and 
now  in  this  case  we  also  can  shorten  it  to  dO  days  in  the  event  we  find 
our  insurance  risk  at  jeopardy 
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Mrs.  Griffiths.  How  many  people  do  you  have  doing  these  in- 
spections* 

Mr.  Cook.  About  760.    Is  that  correct,  Mr.  GreensidBs  ? 

Mr.  Green  sides.  No ;  we  have  about  630. 

Mrs.  Griffiths.  How  many  banks  are  insured* 

Mr.  Cook.  That  changes  about  each  week,  but  it  is  approximately 
13,400  banks. 

Mrs.  Griffiths.  How  much  time  would  these  people  have  to  examine 
the  banks,  each  individual  one  a  year? 

Mr.  Cook.  I  am  going  to  ask  Mr,  Greensides,  who  is  Chief  of  our 
Division  of  Examination,  to  answer  that. 

Mr.  Greensides.  We  examine  just  the  nonmember  insured  banks, 
and  there  are  about  6,700  of  those,  and  we  have  a  present  force  of 
about  630  examiners.  You  can't  give  an  average  time  for  the  exami- 
nation of  a  bank.  It  depends  on  the  size  of  the  bank  and  the  quality 
of  the  bank.  A  small  bank  will  be  examined  by  2  or  3  men  in  maybe 
a  week's  time.  A  large  bank  may  take  a  very  large  crew  and  the 
examination  may  not  be  completed  for  several  weeks. 

Mrs.  Griffiths.  In  my  personal  judgment  this  FDIC  law  is  prob- 
ably one  of  the  best  ones  that  was  ever  put  on  the  books  to  maintain 
stability  in  this  country.  It  seems  to  me  that  the  acid  test  for  the 
banker  used  to  be  those  long  lines  forming  in  front  of  bonks  wanting 
their  money  back.  Then  you  found  out  if  the  banker  was  a  fool  or 
a,  knave,  or  a  misguided  honest  man,  so  I  hope  you  do  this  job  well, 
because  I  think  you  have  taken  over  the  testing  apparatus,  and  the 
thing  that  has  been  worrying  me  all  of  these  years  is  you  don't  have 
enough  people  to  do  it  and  you  don't  have  enough  money  to  do  it 
and  you  don't  do  a  good  enough  job. 

Mr.  Cook.  We  have  enough  money  to  do  it  if  we  can  get  the  people. 
But,  as  has  been  mentioned  here,  our  problem  is  recruitment,  because 
of  the  restrictions  placed  on  our  ability  to  recruit,  has  handicapped 
us  in  keeping  staffed  up  with  the  proper  kind  of  men.  We  have  Deen 
doing  all  we  can  to  improve  the  quality,  and  we  have  quality  men, 
but  to  get  men  of  quality  we  have  to  compete  with  industry,  with 
banks,  even  other  supervisory  agencies,  so  our  difficulty  is  recruitment. 
We  are  continually  trying  to  improve  the  quality  of  our  staff,  and  we 
are  getting  that  done. 

I  would  like  to  make  one  more  statement  to  Mrs.  Griffiths,  and  that 
is  this :  In  the  over  20  years  of  life  of  the  Corporation,  432  banks  we 
have  had  to  pay  out  on.  That  is  a  lesser  nuniber  than  failed  in  any 
1  year  during  the  10  years  preceding  the  creation  of  the  Federal 
Deposit  Insurance  Corporation. 

Mrs.  Griffiths.  My  answer  to  that  is  you  can't  say  necessarily  that 
that  is  because  you  are  good.  That  may  be  only  because  the  people 
have  more  faith. 

Mr.  Cook.  Well,  in  addition  to  that,  the  holocaust  we  had  in  1933 
removed  from  bank  management  thousands  of  incompetent  bank  man- 
agers. We  had  too  many  banks— at  one  time  nearly  30,000.  We 
wound  up  with  less  than  15,000  banks.  So  we  weeded  out  in  that 
process,  or  the  change  weeded  out  in  that  process,  incompetent  and  in- 
capable management.  We  still  have  occasions  of  that  kind,  recent 
banks  we  have  had  to  take  over,  very  few  in  number.  Nevertheless, 
it  was  theproblem  of  management  and  the  people  had  confidence  in  the 
banks.    We  haven't  had  a  real  run  on  a  bank,  as  I  recall. 
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Mrs.  Griffiths.  The  test  is  no  longer  as  devastating  a  test  of  man- 
agement. 

Mr.  Cook.  No.  Another  thing,  the  comptroller  of  the  currency  and 
the  Federal  Reserve  watch  management  and  appraise  management 
very  carefully  in  their  examination.  If  we  find  management  that  is 
apparently  weak  our  examiners  may  call  the  Board  of  Directors  in  and 
point  out  the  weaknesses  of  certain  individuals  with  the  thought  in 
mind  of  improving  management  to  save  the  banks  themselves  and  the 
stockholders  as  you  mentioned,  Mr.  Multcr.  Our  primary  responsi- 
bility is  to  the  depositor  but  nevertheless  we  like  to  save  the  stock 
holders  whenever  we  can. 

Mrs.  Griffiths.  But  you  aren't  necessarily  examining  every  bank 
evety  year. 

Mr.  Cook.  We  try  to  examine  every  State  nonmember  bank  each 
year  if  we  have  staif  enough  to  do  it  but  of  course  we  know  pretty 
well  from  our  records  the  quality  of  some  banks.  There  are  sonic 
hanks  if  yon  never  examined  them  would  still  be  good  banks  because 
of  good  management. 

Mrs.  Griffiths.  You  have  a  lot  of  faith. 

Mr.  Chamherlaix.  If  I  may  inquire  along  the  line  of  Mrs.  Griffiths' 
questions,  what  is  the  salary  range  for  these  examiners  who  are  doing 
this  job  for  you,  Mr.  Cook? 

Mr.  Cook.  Do  you  have  that,  Mr.  Greensides? 

Mr.  Gref.xsii»es.  The  starting  salary  is  $4,485  and  the  top  salary  is 
$12,600, 1  believe. 

Mr.  Chamberlain.  And  how  are  these  630  people  distributed, 
mostly  in  the  lower  brackets? 

Mr.  Greexsides.  Mostly  in  the  lower  brackets. 

Mr.  Chamberlain.  How  about  your  personnel  turnover  in  these 
jobs? 

Mr.  G»f.exsii>es.  The  personnel  turnover  is  about  12  percent,  it  is 
causing  us  great  difficulty. 

Mr.  Chamrkrlaix.  Do  you  think  the  salaries  are  adequate  for  the 
jolts  your  personnel  are  doing  ? 

Mr.  Grf.exsides.  Recently  the  Corporation  boosted  the  salary  to 
$4,485  whirh  is  competitive  for  a  trainee.  However,  it  does  not  take 
into  consideration  the  constant  travel  status  tlie  men  are  obliged  to 
undergo  and  the  travel  requirement  is  the  thing  which  causes  most  of 
our  men  to  leave. 

Mr.  Chamberlain.  Briefly,  what  kind  of  experience  does  a  mnn 
have  when  he  conies  to  you  for  $4,400  to  examine  banks* 

Mr.  Gheexsides.  We  have  to  look  to  the  colleges  for  our  recruits. 
We  hope  to  get  them  as  they  come  right  out  of  school.  We  used  to 
draw  fhem  from  Ihr  hanks  but  we  can  no  longer  draw  young,  capable 
men  from  the  hanks,  with  bank  experience,  so  we  depend  upon  grad- 
uates from  colleges  who  have  majored  in  banking  finance  and  account- 
ing, business  administration,  and  so  forth. 

Mr.  Bitowx.  Mr.  Chamberlain,  will  you  yield  to  me? 

Mr.  Chamberlain*.  I  am  not  going  to  have  much  time  left.  I 
yielded  most  of  iny  time  to  Mrs.  Griffiths.     Go  ahead,  Mr.  Brown. 

Mr.  Brown.  I  just  want  to  make  one  statement.  The  operating 
expenses  of  FDTC  come  from  assessments  from  banks. 

Mr.  Ciiambkrlaix.  That  may  be  so,  but  if  we  have  a  problem  here 
of  personnel  and  this  turnover,  it  may  be  because  wn  are  not  paying 
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them  adequately.  Could  you  tell  me  what  group  it  is,  where  these 
boys  are  as  a  rule  when  they  leave,  at  a  salarly  level  and  where  do 
they  go  when  they  leave  you  f 

Mr.  Greexsides.  Of  the  majority,  about  two-thirds  of  our  men 
leave  us  within  3  and  4  years  and  most  of  them  do  not  take  jobs  at 
substantial  increases  in  salary  over  what  we  are  then  paying  them. 
Primarily  it  is  the  travel  requirement  that  causes  young  men  to  leave 
to  take  positions  where  they  do  not  have  to  travel  and  they  can  be 
with  their  families. 

Mr.  Chamberlain.  I  have  some  other  questions  I  would  like  to  ask, 
bat  my  time  is  running  out.  I  would  like  to  direct  one  final  question 
here  to  Mr.  Cook.  This  gentleman  that  was  mentioned,  Mr.  Cocke, 
I  believe,  I  have  never  heard  of  him  before,  I  don't  know  him,  have 
had  no  connection  with  the  American  Bankers  Association;  but  what 
is  the  position  that  he  is  to  be  appointed  to,  sir  ? 

Mr.  Cook.  As  a  member  of  the  Board  of  Directors.  You  see,  it  is 
a  3-man  board,  a  bipartisan  board,  at  present  there  are  2  Republicans, 
Mr.  Gridney  and  myself;  Mr.  Harl,  the  Democratic  member,  died. 
And  Mr.  Cocke  is  being  appointed  to  take  up  the  term  he  would  have 
filled. 

Mr.  Chamberlain.  Wouldn't  you  say  whoever  is  to  be  placed  on 
this  Board  should  bring  to  it  a  vast  amount  of  bank  experience? 

Mr.  Cook.  It  is  desirable  that  he  have  an  understanding  of  banking 
problems,  bank  management,  and  so  on. 

Mr.  Chamberlain.  Do  you  have  any  other  source  of  personnel 
available  outside  of  private  banking  here  that  you  feel  would  be  better 
than  the  bankers  association? 

Mr.  Cook.  Mr.  Chamberlain,  that  decision  was  entirely  up  to  the 
President  of  the  United  States,  to  pick  a  man  he  felt  was  qualified 
and  could  fill  the  place  and  I  think  ne  has  shown  excellent  judgment 
in  his  appointment. 

The  Chairman.  Mr.  Coad 

Mr.  Coad.  Thank  you,  Mr.  Chairman. 

Mr.  Cook,  you  said,  did  you  not,  that  there  are  13,400  member- 
insured  banks? 

Mr.  Cook.  Well,  insured  banks.  There  are  about  4,700  national 
banks,  approximately  1,900  State  banks,  members  of  the  Federal  Re- 
serve System,  and  they  are  the  banks,  as  Mr.  Greensides  said,  about 
6,700,  as  I  recall,  of  State  banks  not  members  of  either  the  Federal 
Reserve  System — of  course,  not  national  banks. 

Mr.  Coad.  Well,  then,  the  total  number  of  insured  banks  are  13,400  ? 

Mr.  Cook.  Approximately,  yes ;  that  varies. 

Mr.  Coad.  How  many  depositors  on  an  average  are  depositors  to 
these  13.400  banks? 

Mr.  Cook.  I  think  the  latest  estimate  Dr.  Cramer  was 

Mr.  Cramer.  Was  the  question  the  number  of  depositors!  Ap- 
proximately 130  million  accounts.  Of  course,  some  depositors  have 
more  than  1  account,  but  approximately  130  million. 

Mr.  Coad.  Thank  you.  Could  you  give  me  any  estimate,  and  I  am 
sure  that  you  can,  of  the  total  amount  of  funds  that  are  protected  by 
the  FDIC  in  these  13,400 banks? 

Mr.  Cook.  Dr.  Cramer,  of  my  research  division,  has  those  figures. 
Doctor,  will  you  present  them  ? 

Dr.  Cramer.  Will  you  repeat  the  question,  please? 
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Mr.  Coad.  What  is  the  total  amount  of  funds  protected  in  the 
13,400  insured  banks  ? 

Dr.  Cramer.  The  total  deposits  in  insured  banks 

Mr.  Cook.  Do  you  mean  the  insured  part? 

Mr.  Coad.  In  other  words,  it  would  be  $10,000  times  130  million, 
would  it  not? 

Dr.  Cramer.  Well,  some  of  those  130  million  have  only  a  few  dol- 
lars in  an  account,  so  the  total  amount  of  insured  deposits  we  estimate 
it  would  be  about  $120  billion;  that  is,  the  insured  portion  of  the  de- 
posits in  insured  banks. 

Mr.  Coad.  What  is  the  total  amount  of  the  FDIC  reserves? 

Mr.  Cook.  About  $1,800  million ;  isn't  that  correct,  doctor? 

Dr.  Cramer.  Yes- 
Mr.  Mui.ter.  Would  you  yield  there? 

Mr.  Coad.  I  would  rather  ask  two  more  questions,  please.  Where 
are  these  funds,  the  $1,800  million  ? 

Mr.  Cook.  With  the  exception  of  the  cash  balance  which  we  carry 
for  operating  expenses,  the  remainder  is  all  invested  in  United  States 
Government  securities. 

Mr.  Coad.  What  is  the  total  amount  of  currency  outstanding  in  the 
United  States? 

Mr.  Cook.  About  $28  billion  of  currency  outstanding,  and  a  lot  of 
that  will  never  be  redeemed  either,  because  it  has  been  burned  and  lost. 

Mr.  Mflteb.  I  didn't  hear  the  amount. 

Mr.  Cook.  About  $28  billion  of  currency  in  circulation  was  the  last 
estimate  that  I  have  seen. 

Mr.  Coad.  These  United  States  securities  that  you  have  this  $1.8 
billion  invested  in,  what  length  maturities  are  these  f 

Mr.  Cook.  They  vary,  I  don't  have  a  breakdown  with  me.  I  think 
possibly  Mr.  Loeffler  could  give  you  a  breakdown  of  our  maturity 
schedule. 

Mr.  Loeffler.  I  could  furnish  you  firm  figures. 

Mr.  Coad.  Could  you  place  those  in  the  record  at  this  point? 
(The  data  requested  above  are  as  follows :) 
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Book  values 

n»M™ 

Maturity 

Special  2-pcr- 

(nonmBTket- 
able) 

and  bands 

total 

"— 

Ratio  to 
(peroant) 

801.800,000 

165,400,000 
IT.  TOO,  000 
104.800,000 
;>  300,  ooo 

8180,480,000 
4.  WO,  000 
118,014,000 
30,299,000 

11.67 

is!  os 

8343,800,000 

34s[:oo!coo 

427!  850, 000 

13  66 

718.  MO,  000 

KIMS,  000 
14S.730.000 

7!  81 

1,350,950,000 

US,  850,  1100 

718.S00.00O 

fi7B.384.000 
'451,920,000 

73.93 
'33.64 

t.  390, 800, 000 
1  457,  BOO,  000 

718.000,000 

1,131.304,000 

96.57 

1,854,400,000 
6S.flO0.O0O 

718,  MO,  000 

1, 1W1,  936,  000 
718.  S00, 000 

1,  SIS,  430, 000 

100.00 

1,930,000.600 

'  Sea  the  following: 


Book  values 

Maturity 

Other  notes 
and  bonds 

Ratio  to 
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(percent) 

A— 

Ratio  to 
(percent) 

1  to  B-ycar  maturities 

81,251, 148,000 
344.080,000 

13.74 

$1,250,950,000 

65  IS 

2%-t>;::<svii  bonds,  Investment  series  Tl,  mn- 
tnrlty,  Apr.  1,  1980,  convertible  to  in-per- 
cent 5-year  Treasury  notes.  Included  In 

1,495,338,000 

78.06 

1.495,950,000 
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Mr.  TjOf.ffi.kr.  Offlmnd  I  would  say  we  have  around  75  or  80  percent 
in  less  than  fi-vcnr  maturities. 

Mr.  Coao.  1/ess  than  .r>  years? 

M  r.  Lokffi.kr.  Less  than  a  years ;  yes. 

Mr.  Chap.  Have  you  noticed  any  interest -rate  change,  any  dis- 
counting procedures  affecting  this  s^l.S  billion  fund? 

Mr.  IjOKFri.m  ]  don't  know  that  I  follow  your  question  exactly. 

Mr.  Coai>.  In  other  words,  are  higher  interest  rates  adding  to  your 
protective  fund  or  is  inflation  outstripping  your  protective  fund* 

Mr.  IjOkfflkk.  Of  course,  our  investments  being  in  Governments, 
whatever  the  mtes  are,  we  have  some  as  low  as  2  percent  and  then  we 
have  some  of  the  most  recent  issue  at  4  jiercent. 

Mr.  (V\n.  Ijet  inn  ask  this :  Inasmuch  as  there  is  £120  billion  in  funds 
protected  and  there  are  $28  billion  in  currency,  if  there  were  such  a 
ease,  and  it  is  hypothetical  to  be  sure,  that  $28  billion  worth  of  cur- 
rency were  pocketed  all  in  a  given  day,  what  would  vou  use  to  pay  the 
$1.K "billion  worth? 

Mr.  I/OKFFLKR.  I  just  doirt  know  how  I  could  answer  that. 

Mr.  Cook.  There  is  no  relationship  to  my  mind  between  the  $28  bil- 
lion of  currency  outstanding  because  that,  is  in  people's  pockets  and 
wifely  deposit,  boxes  and  things  of  that  kind.  If  we  come  to  a  payoff, 
we  have  certain  Government  lionds  we  can  redeem  on  notice. 

Mr.  Coai).  Are  you  saying  that  these  bonds  that  you  have  are  the 
same  as  cash? 

Mr.  IjOkffi.kr.  No,  sir;  they  are  not.  We  have  some  special  notes 
in  which  some  of  our  funds  are  invested;  about  40  percent. 

The  Chairman.  The  gentleman's  time  has  expired. 

Mr.  Anderson 

Mr.  Mui.TEit.  There  is  an  answer  pending.  May  I  suggest  that  the 
gentleman  be  permitted  to  linish  his  answer? 

The  Chairman.  If  you  were  not  through  answering,  you  may  con- 
tinue. 

Mr.  LoKi'FUTR.  All  right.  About  40  percent,  of  our  funds  are  in 
special  notes  in  which  we  have  an  arrangement  with  the  Treasury 
where  we  can  get  these  funds  on  very  short  notice,  as  a  matter  of  fact, 
it  is  frequently  done  in  an  hour's  time.  In  addition  to  the  securities 
which,  of  course,  are  beyond  that,  we  would  lie  subject  to  market  trans- 
act ions  and  so  forth.  Tlowever,  we  have  authority  to  borrow  $3  billion 
from  the  Treasury  whenever  in  the  judgment  of  our  Board  of  Directors 
it  might  be  needed.  Incidentally,  that  authority  has  never  been  used 
or  any  part  of  it. 

Mr.  Coad.  Thank  you. 

The  Chairman.  Mr.  Anderson 

Mr.  Anderson.  Mr.  Chairman,  do  I  understand  Mr.  Coburn,  that 
vou  favor  the  wording  of  section  29  as  it  is  written  in  the  bill  we  are 
'now  considering?  With  reference  to  continued  unsafe  and  unsound 
practices? 

Mr.  Cobdrm.  With  the  one  exception  of  the  proviso  in  reference  to 
appeals  from  the  board. 

Mr.  Anpfrron.  But  you  are  agreeable  to  the  wording  "con- 
tinued"-  

Mr.  Counts-.  The  proposed  wording  takes  out  "continued"  and 
that  was  eliminated  at.  our  recommendation. 
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Mr.  Anderson.  "Have  engaged  or  are  engaging"  is  satisfactory? 
■  Mr.  Coburn.  Yes. 

Mr.  Anderson.  Then,  again,  Mr.  Coburn,  with  respect  to  your 
testimony  on  the  weight  of  the  evidence  in  your  testimony  you  said 
that  that  in  effect  meant  a  trial  de  novo.  On  what  do  you  base  that 
conclusion  ? 

Mr.  Cobuhn.  Because  if  it  is  to  be  submitted  on  review  and  the 
court  is  given  the  authority  to  weigh  all  of  the  evidence,  it  is  much 
in  legal  terminology  like  a  new  trial  and  therefore  such  findings  as 
the  administrative  agencies  may  make  is  not  at  all  weighted  nor  is  the 
trial  court  in  any  way  bound  by  it? 

Mr.  Anderson.  Might  it  not  also  be  made  on  the  record  of  the 
previous  trial,  on  the  basis  of  the  evidence  in  the  record  ?  Why  would 
it  mean  a  trial  de  novo  ? 

Mr.  Coburn.  Well,  it  could  be  either  way.  As  a  matter  of  fact 
the  provision  in  my  judgment  is  ambiguous  and  we  don't  know 
exactly  what  it  means  but  even  though  it  would  be  on  the  record,  the 
conclusions  our  Board  made  on  the  record  would  not  in  any  way  be 
binding  upon  the  trial  court.  The  trial  court  would  come  to  its  own 
decision  and  give  different  weight  to  the  evidence.  Where  you  weigh 
the  evidence,  the  triers  of  the  fact  which  in  our  ordinary  legal  provi- 
sions is  the  function  of  the  jury,  that  is  the  determiner  of  the  facts, 
therefor,  it  becomes  a  trial  de  novo. 

Mr.  Anderson.  Do  you  think  that  would  involve  a  substantially 
different  approach  than  that  portion  of  the  section  which  already 
provides  that  the  court  may  decide  whether  or  not  the  decision  was 
arbitrary,  capricious,  or  an  abuse  of  discretion? 

Mr.  Coburn.  Yes,  sir.  In  other  words,  it  is  the  concept  of  admin- 
istrative law  that  the  findings  of  fact  shall  be  made  by  the  administra- 
tive agency.  The  appellate  court  shall  look  to  see  whether  or  not  they 
are  arbitrary  or  capricious  or  whether  or  not  they  are  supported  by 
substantial  evidence  and  if  they  are  supported  by  substantial  evidence 
the  weighing  of  the  evidence  under  the  administrative  procedures  act 
comes  within  the  province  of  the  administrative  agency.  That  is 
the  whole  concept  of  administrative  law. 

Mr.  Anderson.  In  order  to  decide  whether  it  were  or  were  not 
arbitrary  or  capricious,  would  they  not  have  to  make  that  decision 
on  the  weight  of  the  evidence? 

Mr.  Coburn.  So;  they  wouldn't  weigh  the  evidence;  they  would 
determine  whether  or  not  there  was  any  substantial  evidence  to  support 
it.  That  wouldn't  be  weighing  it.  That  is  your  same  issue  in  trial 
courts,  that  is  the  jury's  function.  In  other  words,  in  our  jury  system, 
the  appellate  court  does  not  try  the  facts.  That  is  for  the  jury.  But 
they  do  determine  whether  or  not  there  is  any  substantial  evidence  on 
which  the  jury  could  have  found  certain  facts.  Now,  it  is  the  contem- 
plation of  the  administrative  law  that  the  administrative  agency  shall 
make  that  weight  of  the  evidence  and  then  the  appellate  court  deter- 
mines whether  or  not  they  have  acted  arbitrarily  or  capriciously  or 
whether  or  not  it  is  supported  by  substantial  evidence,  and  the  substan- 
tial evidence  is  something  different  than  a  scintilla  of  evidence. 

Some  statutes  have  used  the  word  "scintilla."  Now,  we  don't  ask 
that  our  findings  be  bottomed  on  scintilla  rule,  but  rather  on  substan- 
tial.   There  must  be  substantial  evidence  to  support  it. 

Mr.  Anderson.  Thank  you,  Mr.  Chairman. 
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The  Chairman.  Mr.  Breeding 

Mr.  Breeding.  Mr.  Chairman.  Mr.  Cook,  you  made  the  statement 
here  that  there  were  13,400  banks  presently  insured. 

Mr.  Cook.  That  is  an  approximate  number.  That  changes  each 
week. 

Mr.  Breeding.  I  would  like  to  know  how  many  banks  in  America 
that  are  not  insured. 

Mr.  Cook.  I  think  there  are  about  five  or  six  hundred  noninsured 
banks. 

Dr.  Cramer.  A  few  more. 

Mr.  Cook.  Approximately  700  not  insured. 

Mr.  Breeding.  Can  you  give  me  any  reason  why  they  are  not 
insured  ?     What  is  their  position  ?     We  think  it  is  a  good  program. 

Mr.  Cook.  Some  of  the  banks  in  some  States,  especially  mutual 
savings  banks,  have  their  own  fund — that  applies  particularly  to 
Massachusetts ;  then  there  are  some  States  that  still  have  a  few  commer- 
cial banks  not  insured,  and  some  of  them — they  are  gradually  coming 
in,  one  State  particularly  that  had  quite  a  number,  a  few  years  ago, 
that  had  a  couple  of  hunk  failures  there  which  inspired  the  banks  to 
come  into  the  insurance  fund ;  but  there  are  certain  qualifications  they 
must  meet  before  we  can  insure  them:  the  proper  capitalization,  the 
needs  and  convenience  of  the  community,  especially  management  which 
we  stress,  and  all  of  those  factors  are  taken  into  consideration.  If  a 
bank  which  is  principally  operating  and  is  not  insured  wants  to  come 
in  it  must  meet  the  six  factors  whicli  our  law  enumerates  and  one  of 
the  things  there  is  convenience  of  the  community  and  capitalization 
and  projier  management. 

Mr.  Breeding.  In  order  to  protect  all  depositors,  shouldn't  they 
meet  these  regulations  and  participate  in  the  program  1 

Mr.  Cook.  1  don't  quite  get  your  question. 

Mr.  Breeding.  We  have  a  few  banks  which  aren't  insured. 
Shouldn't  there  be  some  mandatory  act  to  encourage  them  to  meet 
the  requirements  and  come  under  this  program  of  FDICf 

Mr.  Cook.  National  banks  of  course  must  be  under  it  As  to  State 
banks,  it  would  be  within  the  power  of  the  States  to  control  that.  We 
still  have  a  system  of  free  enterprise  and  we  can't  compel  them  to 
come  in  unless  they  want  to,  but  if  the  States  make  it  mandatory,  of 
course,  they  would  have  to  meet  the  requirements  or  still  we  wouldn't 
insure  them. 

Mr.  liRKEniNG.  I  mention  that  because  I  believe  there  are  many 
banks  in  our  States  that  don't  participate  in  the  program. 

I  have  one  case  here  from  constituents  in  my  district  and  they 
point  out  in  chapter  6,  under  title  III,  in  regard  to  shareholders  lists, 
they  say  to  leave  out  entirely  this  portion  because  FDIC  should  not 
ho  burdened  with  this  requirement,  that,  it  will  call  for  duplication. 
What  is  your  feeling  in  regard  to  that?  That  is  title  III,  chapter  6, 
section  27. 

Mr.  Cook.  That  is  on  reporting  stockownership, 

Mr.  Breeding.  They  call  it  shareholders  lists. 

Mr.  Cook.  We  were  not  a  party  to  putting  that  into  the  act 

Mr.  Breeding.  Who  was  the  party  that  did! 

Mr.  Cook.  I  think  that  arose  because  of  a  situation  in  Chicago 
where  there  was  undisclosed  ownership.     In  other  words,  the  real 
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ownership  was  not  indicated  in  the  stock  list  and  that  was  the  reason 
that  was  included,  was  it  not  ? 

Mr.  Cobdhn.  The  final  proposal  is  from  an  amendment  that  came 
on  the  floor.  It  was  included  in  the  bill.  The  committee  wrote  the 
provision  originally  and  then  it  was  subsequently  amended  on  the 
Senate  floor  during  the  debates. 

Mr.  Henderson.  Would  you  yield  for  a  moment? 

Mr.  Breeding.  Yes. 

Mr.  Henderson.  Does  that  have  anything  to  do  with  the  possibility 
of  some  American  funds  being  invested  by  persons  behind  the  Iron 
Curtain?  I  understand  there  lias  been  some  suggestion  that  some  of 
that  undisclosed  ownership  may  be  that  of  persons  behind  the  Iron 
Curtain. 

Mr.  Cook.  That  could  be  and  there  has  been  some  comment  that 
there  is  considerable  funds  invested  through  Switzerland  in  situations 
of  this  kind.    But  as  to  how  that  is  disclosed,  I  am  not  sure. 

Mr.  Breeding.  That  is  all.   Thank  you. 

The  Chaikman.  Mr.  Bass 

Mr.  Bass.  No  questions. 

The  Chairman.  Mr.  Vanik 

Mr.  Vanik.  I  have  no  questions,  Mr.  Chairman. 

The  Chairman.  That  completes  the  5-minute  rule. 

Mr.  Cook,  I  was  a  Member  of  Congress  when  the  Federal  Deposit 
Insurance  Corporation  was  created.  It  was  organized  at  the  time  of 
deepest  depression  when  banks,  railroads,  and  insurance  companies 
were  all  going  into  liquidation  and  the  average  citizen  was  in  just  as 
great  financial  difficulty.  The  effect  it  lias  had  on  the  economy  of  the 
Nation  I  don't  think  can  be  exaggerated.  It  saved  the  banks  and  it 
stabilized  the  economy.  Since  that  time  there  have  been  very  few 
bank  failures.  It  is  not  because  of  the  immense  resources  you  have 
but  the  confidence  the  people  have  in  the  FDIC  and  their  Government. 
It  established  a  new  era  in  the  financial  history  of  America.  I 
think  that  the  administrators  are  entitled  to  the  gratitude  of  the 
people.  Many  of  the  people  who  were  opposed  at  that  time  said  it 
was  highly  socialistic  and  it  wouldn't  work.  I  remember  a  candidate 
for  President  who  made  a  speech  and  said  it  had  been  tried  out  in  his 
State,  of  which  he  had  been  Governor,  and  that  it  had  proved  a  failure. 
But  in  our  Government  with  the  diversified  resources  and  interests, 
I  think  it  has  grown  in  the  confidence  and  the  respect  of  the  people. 
I  congratulate  you  on  being  the  head  of  such  an  institution. 

Mr.  Patman.  Mr.  Chairman,  in  approving  of  your  statement  may 
I  make  a  short  observation?  I  agree  with  what  you  have  said. 
In  1913  when  the  Federal  Beserve  Act  was  written  the  coauthor  of  the 
act,  Senator  Robert  L.  Owens,  tried  to  write  protection  for  depositors 
into  the  Federal  Reserve  Act.  It  was  beaten  down.  If  Senator 
Owens'  amendment  had  prevailed  we  probably  would  not  have  bad  the 
trouble  with  the  banks  and  banking  that  we  hud  in  the  depression. 

The  Chairman.  And  there  was  plenty  of  opposition  to  the  Federal 
Deposit  Insurance  Corporation. 

Mr.  Cook.  May  I  pay  tribute  to  you,  sir,  for  having  had  a  substan- 
tial part  in  bringing  this  into  being  and  just  to  make  one  further 
comment,  the  original  act  looking  forward  to  some  form  of  protection 
to  depositors  goes  back  as  far  as  1886.     It  took  150  bills  introduced  into 
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the  Congress  before  we  had  the  present  form  of  the  Federal  Deposit 
Insurance  Corporation.  So  there  is  a  lot  of  history  back  of  this  and 
we  could  elaborate  on  that  going  back  to  the  secured  currency  of  the 
New  York  State  banks  as  far  as  1829. 

Mr.  Brown.  May  I  make  this  comment :  I  made  several  speeches  in 
my  State  in  regard  to  FDIC  before  it  came  into  life.  Since  then  I 
have  been  a  friend  of  FDIC. 

Mr.  Cook.  I  give  you  full  credit,  sir. 

Mr.  Patman.  I  remember  apetition  requesting  that  we  not  adjourn 
Congress  until  wo  passed  an  FDIC  bill.  I  think  that  had  something 
to  do  with  it. 

Mr.  Cook.  Well,  it  has  been  working. 

The  Chairman.  Can  you  gentlemen  come  back  tomorrow  morning 
at  10  o'clock? 

Mr.  Cook.  If  it  is  your  desire  we  will  he  here. 

The  Chairman.  We  will  adjourn  to  meet  tomorrow  morning  at  10 
o'clock. 

(Whereupon,  at  12 :  05  p.  m.,  the  committee  adjourned  to  reconvene 
at  10  a-  m.  Wednesday,  August  14,  1957.) 
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WEDNESDAY,  AUGUST   14,   1957 

House  or  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  C. 
The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman) 
presiding. 

Present:  Chairman  Spence,  Messrs.  Brown,  Patman,  Multer,  Mrs. 
Griffiths,  Messrs.  Coad,  Anderson,  Breeding,  Talle,  Widnall,  Betts, 
Mumma,  Bass,  Seely-Brown,  Henderson,  and  Chamberlain. 

FURTHER  STATEMENT  OF  HON.  H,  E.  C00E,  CHAIRMAN,  BOARD  OF 
DIRECTORS,  FEDERAL  DEPOSIT  INSURANCE  CORPORATION 

The  Chairman.  The  committee  will  be  in  order.  We  will  pro- 
ceed with  the  hearing.     Mr.  Cook  is  the  present  witness. 

With  respect  to  consolidation  and  the  assumption  of  deposit  liabil- 
ity, the  only  power  you  would  have  in  connection  with  the  merger  of 
insured  nonmember  State  banks  would  be  to  consider  whether  or  not 
there  was  a  diminution  of  the  capital  structure;  isn't  that  true? 

Mr.  Cook.  That  is  one  of  the  factors ;  yes,  sir,  the  major  factor. 

The  Chairman.  Under  the  bill  you  could  consider  several  factors 
as  to  the  need  for  the  consolidation,  if  there  is  a  service  to  the  people,  i 
and  its  desirability  generally,  and  also  whether  it  substantially  less- 
ened  competition  or  tended  to  create  a  monopoly.  If  you  would  find 
that  it  substantially  lessened  competition  or  tended  to  create  a  monop- 
oly, would  the  other  factors  outweigh  that?  Would  you  still  approve 
of  the  merger  notwithstanding  that  you  might  consider  that  it  would 
substantially  lessen  competition  or  tend  to  create  a  monopoly? 

Mr.  Cook.  Mr.  Chairman,  take  especially  in  the  smaller  towns,  the 
smaller  communities,  there  may  be  two  banks.  It  may  be  necessary  to 
merge  them  because  of  the  age  of  the  management,  all  of  those  factors 
enter  into  it  J  it  may  be  left  with  one  bank  and  you  might  say  there  will 
be  no  competition.  Nevertheless,  the  community  would  be  well  served 
by  1  bank,  probably  better  than  by  2  weak  banks.  If  you  have  1  strong 
bank  it  is  better  than  to  have  2  or  3  weak  banks  in  the  community. 
And  the  trend  of  the  economy  is  such  that  those  things  are  bound  to 
occur. 

The  Chairman.  Don't  you  think  that  it  is  desirable  to  have  com- 
petition in  the  smaller  communities  if  they  can  support  two  banks? 

Mr.  Cook.  It  is  desirable  and  I  have  been  on  the  operating  side 
and  we  have  had  plenty  of  competition,  but  we  always  run  good  clean 
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The  Chairman.  Then,  those  other  factors  would  outweigh  the  fact 
that  it  might  substantially  lessen  competition  or  tend  to  create  a 
monopoly  i 

Mr.  Cook.  May  I  give  you  a  concrete  illustration,  Mr.  Chairmnn, 
and  this  is  a  matter  of  public  record  so  it  is  not  revealing;  any  secrets 
and  that  is  this :  Back  in  1948  word  came  to  us  in  the  afternoon  that 
the  Columbus  Trust  Company,  of  Newark,  X.  J.,  was  in  trouble. 
There  was  a  shortage  there  of  over  $600,000.  The  capital  wns  practi- 
cal ly  wiped  out.  1  called  a  friend  of  mine  in  Newark  and  told  him  the 
situation.  I  said,  "You  don't  want  the  bunk  to  close  there  because  it 
was  in  a  community  that  was  quite  close  and  the  people  would  become 
excited."  1  said  I  wanted  him  to  arrange  with  another  bank  in 
Newark  to  take  them  over  the  next  morning.  He  called  me  2  o'clock 
in  the  morning  and  said  it  is  nrranged  they  will  be  token  over  by 
another  strong  bank  in  the  morning.  You  might  say  that  lessened 
competition.  On  the  other  hand  I  don't  think  it  did.  It  made  a 
stronger  bank  and  the  competition  was  just  as  keen  among  the  banks 
in  Newark  after  the  absorption  of  this  failed  bank  as  it  was  before. 

The  Chairman.  What  city  was  that? 

Mr.  Cook.  Newark,  N.  J. 

The  Chairman.  That  is  quite  a  large  city.  There  were  still  many 
other  bunks  there  i 

Mr.  Cook.  Yes.  But  we  have  had  it  happen.  I  can't  give  you 
from  memory  a  concrete  illustration,  where  there  were  possibly  2 
banks  in  a  town,  1  would  fail,  but  when  it  was  put  in  with  the  other 
bank  it  made  a  strong  bank  and  as  the  things  are  now,  competition  is 
keen.  If  they  don't  like  a  bank  in  one  town  they  only  need  to  drive  a 
few  miles  to  a  bank  in  another  town,  so  this  matter  of  competition  is 
keen  and,  as  I  say.  with  the  transportation  as  we  have  it  now  if  it  is  a 
one-bank  town  and  they  don't  like  that  bank  a  few  miles  away  there 
may  he  one  they  like  better  and  they  can  do  that. 

The  Chairjian.  Isn't  it  a  fact  if  a  man  can't  get  accommodations 
in  his  own  town,  the  first  question  asked  of  him  when  he  goes  some- 
place else  would  be,  "Why  don't  you  get  the  accommodation  where 
you  live  f"   Isn't  that  a  handicap  to  him ! 

Mr.  Cook.  Not  necessarily.  This  is  still  free  enterprise  and  if  they 
don't  like  the  bank  that  they  are  dealing  with,  as  I  say.  a  short  dis- 
tance away,  a  few  miles  away,  there  may  be  one  they  like  better,  but 
there  is  plenty  of  competition. 

The  Chairman.  Don't  you  think  that  question  of  lessening  com- 
pel it  ion  or  tending  to  create  a  monopoly  should  be  submitted  to  the 
Justice  Department  ?    Under  this  bill  it  is  optional. 

Mr.  Cook.  In  my  opinion,  Mr.  Chairman,  the  banking  authorities, 
both  State  and  Federal,  are  better  equipped  to  decide  those  things 
than  nnv  other  agency. 

The  Chairman-.  Not  to  decide  the  question  of  monopoly,  are  they! 

Mr.  Coos.  Well,  that  would  enter  into  it. 

The  Chairman-.  That  is  one  of  the  functions  of  tlie  Justice  De- 
partment ordinarily,  although  it  is  exempted  from  deciding  these 
questions. 

Mr.  Cook.  In  my  opinion,  sir,  the  banking  industry  as  a  whole  lias 
taken  very  good  care  of  those  situations,  with  the  State  authorities 
and  the  Federal  authorities. 
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The  Chairman.  You  don't  think  these  things  ought  to  be  sub- 
mitted to  the  Justice  Department ! 

Mr.  Cook.  I  think  that  the  banking  agencies  are  amply  capable  of 
taking  care  of  those  situations  with  all  fairness  to  the  public  and 
without  creating  a  monopoly  because  the  natural  trend  of  the  econ- 
omy will  take  care  of  that. 

The  Chairman.  If  there  is  no  mandatory  provision  to  submit  them 
to  the  Justice  Department,  do  you  think  they  would  ever  be  sub- 
mitted? 

Mr.  Cook.  I  didn't  quite  get  your  question. 

The  Chairman.  I  say,  if  there  was  no  mandatory  provision  that 
these  questions  be  submitted  to  the  .Justice  Department  by  the  super- 
visory agencies,  do  you  think  those  questions  would  ever  be  submitted 
to  the  Justice  Department  ? 

Mr.  Cook.  Not  unless  it  were  a  marginal  case ;  no. 

The  Chairman.  Whether  or  not  you  consult  the  Justice  Depart- 
ment ispurely  optional ;  is  it  not  ? 

Mr.  Cook.  I  presume  so. 

The  Chairman.  Yes;  under  this  law  it  is.  Another  question  I 
want  to  ask  is,  what  is  the  opinion  of  your  Department  on  cumula- 
tive voting  of  the  shares! 

Mr.  Cook.  I  will  give  you  my  own  opinion,  sir.  We  have  never 
discussed  that  as  a  matter  of  policy  in  the  Board  but  I  will  give  you 
my  own  opinion  and  that  is  this:  I  think  each  bank  should  decide 
for  itself  whether  it  wants  to  have  cumulative  voting  or  not. 

The  Chairman.  Would  your  opinion  be  based  on  your  experience? 

Mr.  Cook.  Yes.  Fortunately  I  never  had  the  question  arise  in  my 
operating  experience  because  I  had  a  very  harmonious  board  and  a 
very  harmonious  group  of  stockholdei-s,  and  the  question  of  cumu- 
lative voting  never  arose,  but  I  am  still  of  the  opinion  that  each  bank 
should  decide  for  itself  whether  it  wants  to  have  cumulative  voting 
or  not 

The  Chairman.  Now  there  is  another  question  that  has  been  sub- 
mitted to  us  recently.  It  concerns  the  authority  of  banks  to  under- 
write revenue  bonds.  Does  vour  department  "have  an  opinion  on 
that! 

Mr.  Cook.  We  have  never  discussed  that;  no. 

The  Chairman.  Do  you  have  any  personal  opinion  on  it  ? 

Mr.  Cook.  In  my  operating  experience,  I  bought  some  revenue 
bonds  which  turned  out  very  satisfactorily,  but  I  think  banks  that 
would  underwrite  them  should  i«  banks  qualified  to  judge  the  quality 
of  the  credit  as  well  as  the  prospects  of  the  revenue  being  ample  to 
support  the  debt. 

The  Chairman.  The  banks  now  have  the  authority  to  purchase  an 
amount  equal  to  10  percent  of  their  capital  and  surplus. 

Mr.  Cook.  I  believe  so. 

The  Chairman.  Of  course,  that  is  a  very  different  matter  from 
underwriting  an  issue. 

Mr.  Cook.  Oh,  yes;  entirely  so. 

The  Chairman.  Don't  you  think  there  is  an  element  of  gambling 
in  underwriting  an  issue? 

Mr.  Cook.  Pardon;  I  didn't  quite  get  that. 

The  Chairman.  Don't  you  think  there  is  an  element  of  gambling  in 
the  underwriting  of  an  issue  ?     They  don't  buy  them  for  their  port- 
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folio,  they  buy  them  for  sale,  and  don't  you  think  that  is  a  rather 
hazardous  thing  for  a  bank  to  engage  in  ? 

Mr.  Cook.  I  would  like  to  have  Mr.  Greensides  answer  that  because 
he  was  closer  to  that  phase  of  it  than  I  was  at  that  time.  That  goes 
back  to  1933. 

The  Chairman.  I  am  just  looking  for  information  on  the  subject. 

Mr.  Greensides.  Well,  of  course,  the  separation  of  banking  func- 
tions and  underwriting  functions  was  legislated  in  the  acts  of  1934  and 
1 935, 1  believe,  and  many  of  us  in  the  practical  side  of  bank  supervision 
feel  that  that  separation  was  all  to  the  good  and  that  there  are  not 
many  institutions  that  could  mingle  the  two  functions  and  do  them 
successfully  and  properly,  and  hence  many  of  us  down  in  the  staff  line 
much  prefer  the  existing  arrangements  whereby  banks  are  not  per- 
mitted to  enter  the  underwriting  business. 

The  Chairman.  There  is  an  element  of  hazard  in  underwriting;  is 
there  not? 

Mr.  Greensides.  Yes,  a  strong  element  of  hazard. 

The  Chairman.  It  is  usually  performed  by  investment  brokers 
now  ? 

Mr.  Greensides.  Yes,  sir. 

The  Chairman.  It  seems  to  me,  at  first  impression,  that  it  is  putting 
a  bank  in  a  position  that  cannot  be  justified  if  they  are  using  the 
money  of  the  depositors  in  a  hazardous  venture  from  which  the  de- 
positors receive  no  benefit. 

Mr.  Greensides.  Well,  as  an  examiner,  I  much  prefer  the  present 
arrangement. 

The  Chairman.  There  is  another  provision.  If  an  insured  bank, 
acting  as  a  fiduciary,  deposits  its  trust  assets  in  an  uninsured  bank, 
they  are  uninsured.     Why  is  that  provision  in  the  bill? 

Mr.  Greexsii«.:s.  I  would  like  to  pass  to  our  general  counsel  on  that, 
Mr.  Chairman. 

Mr.  CoisriiN.  That  is  a  situation  that  has  arisen,  that  problem,  par- 
ticularly in  Connecticut,  where  the  mutual  banks  are  not  insured  by 
the  Corjxnation,  they  have  their  own  insurance  fund,  and  we  under- 
stand the  strict  legal  terminology  of  our  law  has  held  that  those  funds 
that  were  deposited  in  the  mutual  banks  which  were  for  our  purposes 
uninsured,  were  subject  to  assessment. 

Xow,  they  are  insured  in  an  unsatisfactory  way.  However,  in  the 
present  statute  that  matter  is  taken  care  of  completely  and  to  the  sat- 
isfaction of  the  Connecticut  bankers  by  the  recommendations  we  made, 
they  were  minor  recommendations,  but  taking  the  word  "insured"  out 
of  the  law  in  two  different  places  it  makes  the  situation  so  that 
deposits  in  an  uninsured  bank  are  not  insured  by  the  Corporation  nor 
are  the  insured  banks,  that  is,  the  fiduciary  bank,  making  the  deposits 
subject  to  an  assessment  on  that  bank. 

The  Chairman.  Your  contention  is  that  if  the  insured  bank  trans- 
fers fiduciary  funds  to  the  uninsured  bank  they  still  are  insured  under 
the  provisions  of  some  other  law? 

Mr.  Count  n.  Under  the  technical  provisions,  our  legal  division  is 
not  just  sure  of  their  status  and  we  have  written  reams  of  opinion 
on  it  and  given  it.  close  study.  I  think  personally  that  there  is  an 
element  of  insurance,  although'  it  is  not  insurance  to  the  same  extent  as 
trust  funds  deposited  in  an  insured  bank. 
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However,  we  believe  that  it  was  not  the  intent  that  that  kind  of 
funds  should  be  insured,  in  other  words,  that  there  should  be  insur- 
ance of  any  deposits  in  an  uninsured  bank  over  which  we  have  no 
powers  of  examination  or  supervision.  And,  therefore,  the  present 
proposal  completely  changes  that,  Mr.  Spence,  and  I  think  we  have  a 
very  satisfactory  arrangement,  the  kind  that  was  intended  by  all. 
That  is,  that  trust  funds  deposited  in  an  uninsured  bank  will  not  be 
insured,  by  the  Corporation,  nor  will  the  funds,  the  deposit,  be  subject 
to  assessment  against  the  depositing  or  fiduciary  bank. 

The  Chairman.  If  the  trust  fund  of  the  insured  bank  is  deposited 
in  an  uninsured  bank,  will  the  beneficiaries  know  that  there  is  no 
deposit  insurance  on  the  fund? 

Mr.  Coburn.  Well,  where  the  situation  has  arisen,  they  are  not 
actually  deposited  in  an  uninsured  bank.  The  mutual  banks  are  in- 
sured in  the  sense  that  they  are  insured  by  their  own  insurance  scheme 
under  State  law,  available  for  mutual  savings  banks. 

It  is  true  that  in  those  instances  the  fiduciary  hank  acts  under  the 
powers  that  are  given  to  it  by  the  industry,  whether  it  be  a  trust  agree- 
ment, a  living  trust,  or  a  will,  in  reference  to  the  investments  that  it 
makes. 

The  Connecticut  law  provides  that  such  deposits  shall  be  treated  or 
shall  be  deemed  investments,  and  the  powers  of  the  fiduciary  trustee 
over  such  deposits  are  the  same  as  they  would  have  in  reference  to  the 
investment  generally  of  the  assets  in  the  trust. 

The  Chairman.  But  the  beneficiaries  have  no  knowledge  of  this 
transfer  and  have  no  knowledge,  usually,  of  its  change  in  status. 

Mr.  Coburn.  We  wouldn't  know  that.  I  would  say  that  was  prob- 
ably a  fair  presumption. 

The  Chairman.  You  think  that  is  justified,  do  you? 

Mr.  Coburn.  We  are  not  changing  it.  The  present  bill  proposes  a 
change  which  I  think  is  very  satisfactory.  I  think  it  is  proper  for 
the  beneficiaries,  and  for  the  administration  of  our  insurance  func- 
tions that  deposits  made  in  an  uninsured  bank  be  not  insured.  It 
would  be  the  same  as  if  they  bought  stock  or  made  any  other  invest- 
ment   If  they  have  general  investment  powers  and  rights 

The  Chairman.  Even  the  trustee,  himself,  might  not  know  that 
the  funds  had  been  transferred. 

Mr.  Coburn.  Well,  the  trustee  bank  is  making  the  deposits,  if  any, 
in  them.  The  fiduciary  bank  is  controlling  the  administration  of  the 
trust  estate.  The  situation  as  it  now  exists  is  that  the  insured  bank 
that  is  acting  as  fiduciary,  if  it  makes  a  deposit  in  an  uninsured  bank, 
there  is  serious  question  as  to  the  insurance  coverage  by  the  corpora- 
tion of  that  deposit. 

Now  due  to  the  fact  that  we  would  have  no  supervision  over  the 
uninsured  bank,  no  authority  to  supervise  its  affairs,  we  don't  think 
it  is  sound  and  neither  do  the  bankers  of  Connecticut. 

Now  it  is  the  trustee  bankers  that  are  asking  for  this.  The  fiduciary 
takes  the  responsibility  of  making  sound  investments  of  trust  funds, 
and  what  they  are  doing  is  investing  them  in  savings  deposits,  they 
are  legally  called  investments,  they  are  really  deposits  in  the  mutual 
banks,  which  are  insured  under  the  State  fund. 

The  Chairman.  But  the  beneficiaries  are  not  consulted,  of  course. 
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Mr.  Counts.  Well,  Mr.  Spence,  we  wouldn't  know.  I  would  assume 
in  some  instances  they  were  and  in  some  instances  they  were  not. 

The  Chairman.  They  might  be  and  they  might  not. 

Mr.  Codurn.  Yes. 

Mr.  Greensidos  calls  to  my  attention  and  I  think  I  should  mention 
those  funds  under  our  law  are  now  insured  in  the  fiduciary  bank. 

The  Oiiairmax.  I  noticed  some  questions  have  been  asked  as  to  the 
reserves  of  the  Federal  IVposit  Insurance  Corporation,  with  reference 
to  deposit  liability  of  the  banks.  It  looks  as  if  the  funds  are  totally 
inadequate  to  cover  all  of  (he  liabilities  that  might  accrue.  Isn't  it 
true  that  what  has  given  the  stability  to  our  financial  institutions 
through  the  Federal  Deposit  Insurance  Corporation  is  the  faith  and 
credit  of  the  Cnited  States  which  is  behind  it  and  from  that  fact  lias 
resulted  greater  confidence  and  a  greater  stability  than  the  financial 
strength  of  the  Corporation:  isn't  that  true,  Mr.  Cook? 

Mr.  Cook.  I  might  say  this,  Mr.  Chairman:  Our  fund,  as  we  told 
you  yesterday,  is  $l,HO0  million  approximately.  In  addition  to  that, 
we  have  the  authority  to  borrow  trom  the  Cnited  States  Treasury  up 
to  $\  billion  in  the  event  we  need  it.  We  don't  believe  that  we  ever 
will  because  we  lie! ieve  that  our  banking  system,  under  the  dual  system 
under  which  we  operate,  is  now  so  stable,  and,  as  you  have  so  well 
mentioned,  the  confidence  of  the  public  which  after  all  is  the  balance 
wheel — the  confidence  of  the  public:  in  this  corporation,  and  the  faith 
back  of  it,  we  feel,  makes  our  banking  system  the  strongest  in  its 
history. 

The  Chairman.  Isn't  it  a  further  source  of  strength  that  the  banks 
are  insured  by  a  governmental  agency? 

Mr.  Cook.  Very  much  so. 

The  Chairman".  The  faith  and  credit  of  the  Cnited  States  is  what 
gives  it  the  strength  that  is  the  basis  of  the  confidence  of  the  people. 

Mr.  Cook.  The  general  feeling  of  the  public  is  that  the  Government 
is  behind  it.  Really  we  stand  on  our  own  feet  and  we  stand  on  our 
own  income  to  meet  the  demands  when  banks  fail  and  up  to  this  time 
we  have  Ix-en  very  successful  in  meeting  that  obligation. 

The  Chairman'.  Does  anyone  have  any  questions? 

Mr.  Tali*  Mr.  Chairman. 

The  Chairman-.  Dr.  Talle. 

Mr.  Tali*  Mr.  Cook,  perhaps  I  may  direct  a  question  or  two  to 
your  assistant.  I  understand  he  is  an  examiner  and  my  question  has 
to  do  with  revenue  bonds. 

Mr.  C<k>k.  Mr.  Grecnsides  is  quite  familiar  with  that  and  I  will 
pass  the  question  to  him,  Dr.  Talle.  We  have  our  staff  here  and  we 
will  try  to  answer  every  question  you  have.  We  will  try  to  come  up 
with  Hie  right  one. 

Mr.  Taixe.  Thank  you.  The  history  of  revenue  bonds,  particularly 
if  we.  go  hack  quite  a  few  years,  is  not  a  very  bright  one;  is  it! 

Mr.  (iiiKKN-sii)Ks.  There  have  been  some  very  sorry  instances,  yes. 
There  have  been  some  local  water  companies  and  so  on  that  were  very 
successful,  too,  but  the  revenue  bonds  do  impose  in  their  inception, 
their  early  years,  much  greater  risks  than  do  other  forms  of  securities. 

Mr.  Talle.  I  can  understand  that  in  the  field  of  some  public  utili- 
ties they  would  l>e  better  than  in  some  other  fields  and  yet  there  is 
always  an  element  of  doubt,  isn't  there,  whether  the  community  will 
continue  to  grow  and  whether  it  may  not  decline? 


D,9MZCdbyG00£>Ie 


FINANCIAL   INSTITUTIONS   ACT   OP    1987  755 

Mr.  Grbenbideb.  Yes,  sir. 

Mr.  Talle.  And  if  there  is  no  income,  nothing  is  paid  on  the 
revenue  bonds. 
Mr.  Gkeensidis.  Yes,  sir. 

Mr.  Talle.  Is  it  not  true,  that  the  function  of  underwriting  is 
ordinarily  associated  with  investment  banking! 

Mr.  Gbeensujes.  Yes,  sir. 

Mr.  Talle.  And  that  frequently  several  organizations  may  get 
together  and  form  a  syndicate  in  the  event  that  it  is  a  large  under- 
writing proposition  * 

Mr.  Greensides.  Yes,  sir. 

Mr.  Taixe.  Wouldn't  it  appear  to  a  prospective  buyer  of  revenue 
bonds  that,  if  his  bank  underwrote  an  issue,  the  presumption  would 
be  in  favor  of  the  investment  being  a  pretty  good  thing,  whether  it 
was  a  good  thing  or  not? 

Mr.  Greenkidkh.  That  connotation  might  well  be  drawn. 

Mr.  Tallb.  My  personal  disposition  is  not  to  undertake  such  a 
thing  in  the  field  of  commercial  banking.  The  function  of  under- 
writing should  be  done  by  investment  bankers. 

Mr.  Multer.  Will  you  yield  at  that  point,  Dr.  Talle? 

Mr.  Talle.  I  am  very  glad  to  yield. 

Mr.  Multer.  One  of  the  bad  things  about  the  days  when  the  banks 
underwrote  these  issues  was  that- — quite  apart  from  the  fact  that  the 
depositor  or  the  man  doing  business  with  the  bank  felt  that  the  bank 
had  investigated  and  found  that  this  was  a  good  security — when  the 
bank  got  to  the  point  where  it  was  not  moving  those  securities  fast 
enough  it  pressured  its  customers  into  taking  them;  isn't  that  so? 

Mr.  Gbeensdoes.  Of  my  own  knowledge  I  don't  know  that.  I  was 
out  in  the  Midwest  at  that  time  where  revenue  bonds  were  not  orig- 
inated and  disposed  of  by  banks. 

Mr.  Multer.  Well,  don't  you  know  from  the  notoriety  that  the 
matter  received  at  the  time  in  the  newspapers  and  in  the  trade  papers 
that  one  of  the  real  objections  raised  against  banks  doing  any  under- 
writing was  that  they  pressured  their  customers  into  taking  these 
bonds  and  storks  that  they  were  underwriting* 

Mr.  Greensides.  Well,  my  feeling  on  the  subject  is,  they  are  two 
separate  functions  and  should  not  be  brought  together. 

Mr.  Multer.  Whether  they  did  or  not,  would  you  agree  the  bank 
should  not  be  put  in  the  position  of  pressuring  its  customers  to  buy 
anything  it  had  underwritten  ? 

Mr.  Greensides.  Yes. 

Mr.  Multer.  Thank  you. 

Mr.  Talle.  I  can  understand  at  a  time  like  this,  when  costly  internal 
improvements  are  contemplated  and  underway,  that  it  would  be 
tempting  to  a  bank,  or  to  some  banks  at  least,  to  engage  in  that  sort  of 
enterprise.  But  it  seems  rather  unwise,  I  think.  Thank  you,  Mr. 
Chairman. 

The  Chairman.  Mr.  Patman,  you  are  next. 

Mr.  Patman.  Mr.  Chairman.  Yesterday,  Mr.  Cook,  I  asked  you 
about  the  new  member  of  the  FDIC  Board,  Mr.  Cocke.  Are  you 
leaving  FDIC  September  (1? 

Mr.  Cook.  Yes;  my  term  expires  definitely  September  6. 

Mr.  Patman.  Does  the  law  not  provide  that  you  stay  on  until  your 
successor  qualifies? 
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Mr.  Cook.  No. 

Mr.  Patman.  You  definitely  leave  September  6i 

Mr.  Cook.  Yes. 

Mr.  Patman.  Now  if  Mr.  Cocke  does  not  come  on  until  his  term 
with  the  American  Bankers  Association  expires  September  20,  you 
will  not  have  a  Board  during  that  time ;  will  you  ? 

Mr.  Cook.  It  will  be  a  1-man  Board  for  the  Federal  Deposit  In- 
surance Corporation  at  that  time. 

Mr.  Patman.  That  seems  a  sorry  state  of  affairs  to  me  without 
any  reflection  on  Mr.  Cocke,  who  I  feel  sure  is  a  very  honest,  fine, 
sincere  person  and  a  great  American.  It  occurs  to  me  that  that  puts 
the  Government  in  the  position  of  playing  second  fiddle  to  the  Ameri- 
can Bankers  Association.  It  looks  to  nie  as  if  he  would  consider  it 
important  enough  to  resign  in  order  to  take  on  the  job,  particularly 
in  view  of  the  fact  that  the  Board  is  completely  disorganized. 

Mr.  Cook.  The  only  comment  I  can  make  on  that,  Mr.  Patman,  is 
this :  That  is  the  responsibility  of  the  President,  and  he  could  make  a 
decision  before  the  Board  adjourns.    I  can't  speak  for  him. 

Mr.  Patman.  Since  this  is  an  overall  Mother  Hubbard  type  bill 
to  catch  everything,  I  think  we  should  put  in  a  provision  winch  re- 
quires that  a  person  hold  his  job  until  nis  successor  qualifies,  op  at 
least  a  certain  length  of  time,  say  10  days  or  2  weeks.  I  believe  this 
situation  makes  a  good  argument  for  putting  the  insurance  function 
back  in  the  Comptroller's  Office  as  it  first  was.  If  you  are  going  to 
let  the  Board  disintegrate  every  now  and  then  and  play  second  fiddle 
to  the  American  Bankers  Association,  I  think  we  might  consider 
having  the  function  go  back  to  the  Comptroller  of  the  Currency  and 
not  have  any  Board. 

Mr.  Cook.  I  might  make  one  statement,  Mr.  Patman,  and  that  is 
this:  The  Federal  Deposit  Insurance  Corporation  has  never  played 
second  liddle  to  any  other  Government  organization.  Naturally  we 
work  closely  with  (he  Treasury  because  our  investments  are  in  Gov- 
ernment bonds,  but  nevertheless  in  my  10  years  of  experience  with  the 
Federal  Deposit  Insurance  Corporation,  neither  the  Treasury,  nor  the 
Government  in  any  form,  nor  any  branch  of  the  Government,  has 
ever  put  any  pressure  on  us  to  do  anything. 

Mr.  Patman.  Well,  I  think  the  facts  are  clear  that  we  will  not  have 
any  Board  from  September  6  until  Mr.  Cocke  gets  through  with  the 
American  Bankers  Association.  You  may  call  that  second  fiddle  or 
whatever  you  want,  but  the  facts  are  there.  This  office  is  being  neg- 
lected since  there,  will  be  no  Board  until  Mr.  Cocke  gets  through  serv- 
ing as  president  of  the  American  Bankers  Association.  I  am  sure 
that,  he  has  some  reason  for  it,  but  I  hope  he  reconsiders  and  gets  on 
flic  job  <|iiirkly  so  that  we  may  have,  a  Board. 

Mr.  Com 'By.  Mr.  Patman,  may  I  call  your  attention  to  the  fact 
that  in  the  legislative  language  that  the  Corporation  has  recommended, 
we  haie  suggested  that  in  reference  to  the  term  of  the  Director  that 
they  add  the  phrase,  "or  until  his  successor  shall  he  appointed  and 
qualify." 

Mr.  Patman.  You  have  that  terminology  in  this  hill. 

Mr.  Cobttrn.  No:  it  is  not  in  the  bill,  bat  in  the  recommended 
language. 

Mr.  Patman.  That  is  fine.  We  will  see  if  we  can't  fit  it  in  some- 
where because  I  can  see  a  real  need  for  it. 
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Mr,  Multeb.  Mr.  Patman,  before  you  leave  that  subject,  may  I 
suggest  tbat  what  we  should  do  is  pursue  the  question  of  what  we 
should  do  with  this  statute  to  cover  situations  like  this  in  the  future. 
Not  so  much  the  question  of  a  man  who  will  not  take  office  until  some 
time  after  his  appointment,  that  is  unimportant.  But  we  have  the 
situation  where  one  member  of  the  Board  has  died.  That  may  happen 
again.  We  hope  not,  but  it  may  happen  where  two  members  die  or  a 
man  may  resign.  If  Mr.  Cook  for  anv  personal  reason  wanted  to 
step  out  tomorrow,  we  couldn't  make  him  stay  there,  or  the  day  his 
term  of  office  ended,  even  if  the  President  wanted  to  reappoint  him, 
his  personal  desires  and  convenience  might  cause  him  to  insist  on  not 
serving  any  longer. 

I  think  we  should  consider  how  to  amend  the  statute  to  cover  this 
situation  when  vacancies  occur  so  that  they  will  never  remain  vacant 
without  someone  acting  as  a  Director.  These  vacancies  in  my  opinion 
should  never  remain  unfilled.  At  least,  they  should  be  filled  to  the 
extent  of  having  a  temporary  man  designated  to  act  in  the  event  of 
death,  disability,  or  resignation.    I  think  it  is  important  to  cover  that. 

Mr.  Momma.  Mr.  Multer,  will  you  yield  a  minute  ? 

Mr.  Mtjlter.  Mr.  Patman  has  the  time. 

Mr.  Patman.  On  that  point,  yes. 

Mr.  Mumma.  I  didn't  have  the  opportunity  of  being  here  yesterday 
but  this  president  of  the  American  Bankers  Association  is  more  of  an 
honorary  job;  isn't  it!  Is  there  a  conflict  of  interest?  I  didnt  hear 
any  discussion. 

Mr.  Patman.  No;  there  is  no  charge  of  a  conflict  of  interest  except 
this:  I  brought  up  the  point  yesterday  that  it  was  very  much  as  if 
the  president  of  the  Association  of  the  American  Railroads  going  out 
of  office  as  president  of  the  Association  of  American  Railroads  were 
made  a  member  of  the  Interstate  Commerce  Commission;  and  as 
president  of  the  American  Railroads  he  is  committed  to  high  freight 
rates  but  goes  on  a  board  that  is  committed  to  low  freight  rates,  and 
to  that  extent  it  would  be  a  conflict  of  interest.  The  American  Bank- 
ers Association  is  committed  to  the  lowering  of  the  assessments  of  the 
FDIC. 

Mr.MuMMA.  Dnyou  think  that  is  a  comparative  situation? 

Mr.  Patman.  It  is  definitely  a  similar  situation  in  that  the  Ameri- 
can Bankers  Association  wants  the  assessments  lowered  and  the  presi- 
dent of  the  American  Bankers  Association  is  going  on  this  Board  that 
is  against  lowering  the  assessment. 

Mr.  Mumma.  Is  that  the  situation  today  ? 

Mr.  Patman.  Yes,  sir;  that  is  the  situation  today. 

Mr.  Mumma.  Thank  you  for  the  information. 

Mr.  Mdt/ter.  I  think  the  record  ought  to  show,  too,  in  fairness  to 
Mr.  Cocke  that  he  has  indicated  he  would  like  to  complete  his  term 
of  office  as  president  of  the  American  Bankers  Association  before 
taking  on  this  new  work. 

Mr.  Patman.  Well,  I  do  not  see  where  that,  adds  anything  to  the 
argument  in  his  favor. 

The  Chairman.  Will  the  gentleman  yield?  Isn't  the  appointment 
of  a  member  of  the  Board  the  responsibility  of  the  President? 

Mr.  Patman.  Why,  certainly  it  is. 

The  Chairman.  And  the  secondary  responsibility  of  the  Senate? 

Mr.  Patman.  Yes. 
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The  Chairman.  And  they  have  acted.  I  don't  see  why  we  should 
discuss  that  now.  It  is  important  to  this  committee  to  know  what 
the  gentleman  does  after  he  assumes  office,  hut  it  seems  to  me  his  ap- 
pointment and  qualifications  are  beyond  our  jurisdiction.  We  ought 
to  confine  ourselves  to  the  things  in  the  bill.  We  won't  have  any 
provision  in  regard  to  the  matter  in  this  bill. 

Mr.  Mi:lter.  I  am  suggesting  that  we  should  concern  ourselves 
not  with  the  matter  of  appointment  but  with  the  matter  of  making 
sure  that  when  a  vacancy  occurs  there  is  somebody  who  will  act  at 
least  temporarily  until  the  permanent  appointee  takes  over. 

The  Chairman.  The  question  of  appointment  is  not  in  our  jurisdic- 
tion. 

Mr.  Patman.  On  September  6  there  will  be  a  vacancy  which  will 
not  l>e  immediately  filled.  The  President  knows  there  is  a  hiatus 
there.  Mr.  Brown  suggests  that  maybe  the  President  could  fill  that 
vacancy  during  the  interim.  I  think*  it  would  be  well  for  the  Presi- 
dent to  consider  doing  so. 

Mr.  Cook.  Mr.  Patman,  may  I  call  your  attention  to  this  fact: 
Mr.  Cocke  will  not  succeed  me.  It  will  be  another  man  who  will  suc- 
ceed me.  Mr.  Cocke  will  be  the  minority  member  of  the  Board  filling 
the  place  that  had  been  occupied  by  the  late  Mr.  Harl. 

Air.  Muuteh.  That  is  a  vacancy  that  exists  now. 

Mr.  Cook.  Yes. 

Mr.  Patman.  In  other  words,  the  President  might  have  somebody 
ready  by  September  G. 

Mr.  Cook.  I  have  no  doubt  but  that  he  will  because  I  understand 
there  are  a  lot  of  aspirants  for  the  place. 

Mr.  Patman.  That  will  keep  the  Board  intact.  I  hope  he  does 
make  an  appointment  that  will  keep  the  Board  from  disintegrating. 

Now,  Mr.  Cook,  you  mentioned  that  you  could  borrow  $3  billion 
from  the  Treasury  in  the  event  of  trouble  if  your  $1,800  million  in 
deposit  insurance  is  not  sufficient.  Is  it  not  more  than  just  permis- 
sion to  borrow  hut  rather  a  definite  commitment  by  law  that  you  must 
go  to  the  Treasury  to  get  it? 

Mr.  Cook.  In  the  event  we  need  it;  yes. 

Mr.  Patman.  A  commitment.  Now,  then,  what  do  the  banks  nor- 
mally charge  for  commitments?  Doesn't  the  Federal  Reserve  charge 
about  one-half  of  1  percent  to  1%  percent  for  commitments? 

Mr.  Cook.  Well,  I  fail  to  see  whether  there  is 

Mr.  Patman.  I  am  just  asking  you  for  a  fact,  not  to  argue  it 
either  way.  I  am  just  asking  you  whether  the  Federal  Reserve  ranks 
charge  Tor  commitments. 

Mr.  Cook.  Possibly  they  do.    I  don't  know. 

Mr.  Patmax.  Don't  yon  know?  I  would  hate  to  ttiink  that  a  man 
in  your  position  wouldn't  know  whether  banks  charge  for  commit- 
ments. 

Mr.  Cook.  Banks  can  charge  for  commitments. 

Mr.  Patmax.  Well,  they  do  charge  for  commitments. 

Mr.  Cook.  But  there  is  no  parallel  between  the  Treasury's  commit- 
ment to  loan  us  money  and 

Mr.  Patman.  You  are  getting  off  on  something  I  didn't  ask  you. 

Mr.  C'iKjk.  1  didn't  mean  to  confuse  the  issue. 

Mr.  Patmax.  You  are  defending  the  situation  in  advance  of  any 
charge. 
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Mr.  Cook.  We  anticipate  those  things  sometimes. 

Mr.  Path  an.  I  know  you  lire  on  the  alert,  and  I  appreciate  that. 
The  Federal  Reserve  banks  charge  about  one-half  of  1  percent  or  up 
to  1%  percent  for  commitments  and  that  is  reported  every  month  in 
the  Federal  Reserve  Bulletin ;  isn't  it  (  You  read  the  Federal  Reserve 
Bulletin;  don't  you? 

Mr.  Cook.  When  time  permits;  yes. 

Mr.  Patman.  You  are  acquainted  with  general  banking  matters 
and  that  is  an  important  banking  matter.  Why  are  you  reluctant  to 
say  it,  Mr.  Cook?     It  is  a  fact. 

Mr.  Cook.  I  am  not  reluctant  to  say  it, 

Mr.  Patman.  Well,  I  will  say  it.  They  charge  for  commitments, 
about  one-half  of  1  percent  to  1%  percent.  It  is  a  true  statement 
because  I  have  watched  it  over  the  years.  I  know  something  about 
these  rates.  I  am  on  the  Joint  Defense  Production  Committee  with 
Mr.  Brown  and  we  run  into  such  problems  on  commitments  on  indus- 
trial or  commercial  loans  sometimes,  and  on  all  of  the  Regulation  V 
loans.  The  Federal  Reserve  banks  charge  one-half  of  1  percent,  so 
if  the  Government  charged  you  one-half  of  1  percent  on  these  com- 
mitments, the  interest  would  amount  to  $15  million  a  year,  so  there  is 
something  the  Government  is  giving  you.  I  am  not  objecting  to  it, 
I  am  strong  for  it.  But  suppose  you  should  have  a  chain  of  banks 
fail  and  their  assets  amount  to  about  $6  billion  and  they  probably 
have  less  than  a  billion  dollars  of  Government  bonds  which  have  de- 
preciated and  the  FDIC  has  about  $3  billion  of  deposits  to  take  care 
of.  Well,  you  have  only  $1,800  million,  and  you  get  $8  billion  from 
the  Treasury,  but  there  is  a  difference  there.  Where  would  you  get 
that  difference? 

Mr.  Cook.  Well,  I  might  make  this  observation,  Mr.  Patman :  You 
are  anticipating  more  trouble  in  this  economy  than  we  anticipate  or 
that  anyone  else  anticipates.  Now,  as  far  as  this  $l!i  million  that  you 
suggest,  we  should  pay  as  a  commitment  fee,  I  think  that  that  is  worth 
far  more  than  $15  million 

Mr.  Patman.  You  are  making  an  argument  that  is  not  necessary, 
because,  as  I  said,  I  am  not  asking  that  a  commitment  fee  be  paid. 
The  absence  of  a  fee  is  perfectly  all  right,  but  it  is  giving  you  some- 
thing, which  I  am  glad  to  see  you  get. 

Mr.  Cook.  I  was  going  to  complete  that  statement  and  that  is  this : 
It  is  worth  far  more  than  $15  million  to  the  Government  to  have  the 
confidence  of  the  people  in  the  banking  system  and  to  have  the  stabil- 
ity we  have ;  it  saves  the  Government  far  more  than  any  commitment 
fee  we  might  pay. 

Mr.  Patman.  You  don't  need  to  make  any  argument  on  the  point 
to  me,  because  I  am  not,  proposing  to  change  it,  but  I  am  saying  that 
you  are  getting  something  of  value.  Besides,  the  people  are  not 
trusting  the  banks,  necessarily,  they  are  trusting  the  Government.  It 
is  like  the  chairman  said,  the  full  faith  and  credit  of  the  Government 
that  the  people  trust,  and  that  is  why  the  banks  proudly  display  these 
signs,  "Protected  by  the  Government  of  the  United  States,  Federal 
Deposit  Insurance  Corporation."'  They  like  to  do  that.  I  don't 
blame  them.  It  is  a  fine,  thing  to  protect  our  bunking  system  by  hav- 
ing the  fnl]  faith  of  the  Government  behind  it.  How  much  in  dollars 
do  you  have  in  a  reserve  to  protect  the  insured  deposits ;  is  it  not  about 
$1.41  per  hundred  dollars  of  deposits,  Mr.  Cook? 
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Mr.  Cook.  What  is  the  ratio  on  that  now,  Dr.  Cramer,  the  ratio 
of  our  funds  to  the  insured  deposits,  not  to  the  total  deposits  but 
to  the  insured  deposits? 

Dr.  Cramer.  1.44. 

Mr.  Patmav.  Now,  what  is  the  ratio  of  reserve  funds  to  all  de- 
posits: is  it  ahout  SO  cents? 

Dr.  Cramer.  $0.79. 

Mr.  Patman-.  In  other  words,  you  have  79  cents  to  protect  every 
hundred  dollars  of  deposits:  is  that  right? 

Mr.  Cook.  Yes ;  that  is  on  total  deposits. 

Mr.  Patman.  But  your  objective  is5  whenever  a  bank  closes,  not  just 
to  protect  the  depositors  whose  deposits  are  insured,  but  to  protect 
all  deposits.  You  try  to  have  mergers  and  consolidations  so  as  to 
protect  everyone. 

Mr.  Cook.  That  has  worked  out  in  some  cases. 

Mr.  Patman.  In  every  case,  lias  it  not? 

Mr.  Cook.  Xo.  Take  a  receivership  that  didn't  work  out — I  would 
rather  have  General  Counsel  explain  that  technicality. 

Mr.  Coburn.  Mr.  Patman,  under  our  present  law,  we  have  the 
right  to  make  loans  and  purchase  assets  in  instances  where  it  will 
effect  a  saving  to  the  corporation  and  we  enter  in  such  a  transaction. 
Now,  when  we  make  a  purchase  of  assets,  it  in  effect  is  providing  a 
hundred  percent  insurance  to  the  depositors.  That  is,  it  is  providing 
insurance  to  all  of  the  depositors  as  distinguished  from  the  deposits 
up  to  $10,000.  But  under  the  law  and  for  the  last  4  years  that  has 
been  adhered  to,  most  strictly,  that  is  the  years  that  I  have  been  with 
the  Corporation,  in  no  instance  have  we  made  a  purchase  of  assets 
where  there  was  not  a  finding  of  fact  that  it  would  reduce  the  risk 
of  the  Corporation. 

Mr.  Patman.  All  right,  thank  you  very  much,  sir. 

Mr.  Cook,  I  asked  you  to  furnish  a  statement.  You  must  have 
misunderstood  it.  Do  you  have  the  request  that  I  made  of  you  about 
the  original  capital  of  the  FDIC  that  was  furnished  by  the  Govern- 
ment and  the  Federal  Reserve  banks  in  the  amount  of  $289  million, 
plus  the  interest  going  up  to  the  time  the  principal  was  paid  back? 
Do  you  have  that  request  with  you  ? 

Mr.  Cook.  I  don't  recall  that  we  have, 

Mr.  Corn-ax.  I  think  I  have  it,  Mr.  Patman. 

Mr.  Patiiav.  Either  the  request  is  not  plainly  written  or  your  reply 
is  not  responsive,  one  or  the  other.  I  have  not  been  able  to  get  the 
information  I  desire,  so  T  am  going  to  ask  you  to  get  it  for  me.  Here 
is  what  1  want:  The  amount  of  this  capital,  $589  million  that  was 
paid  back  in  1947  or  1948. 

Mr.  Cook.  1948  was  the  final  payment. 

Mr.  Patman.  Xow,  I  want  vou  to  give  me  information — most  of  it 
is  in  the  1947  hearings  on  the' FDIC  bill,  but  all  of  it  is  not  there— I 
want  you  to  give  me  a  statement  showing  up  until  that  capital  was 
paid  back,  how  much  the  FDIC  had  collected  in  interest  or  how  much 
interest  had  accrued  on  its  Government  bonds,  on  the  investment  oil 
this  capital.  T  know  you  gave  me  a  statement  here  of  $201  million 
'bat  tbe  FDIC  has  earned  on  all  investments  up  to  August  31,  1948, 
but  you  included  in  earnings  the  assessments  on  the  banks  which  I 
want  entirely  separated. 
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Mr.  Coburn.  As  I  understand  it,  we  have  provided  you  with  the 
figures  of  the  total  interest  we  received  from  the  entire 

atr.  Patman.  Well,  that  is  meaningless  for  my  purposes, 

Mr.  Coburn.  Well,  the  only  way  we  can  arrive  at  that  figure  is  to 
allocate  the  proportion  that  the  capital  stock  bore  to  the  total  invest- 
ment, and  I  think 

Mr.  Patman.  Well,  you  c«n  do  that  by  taking  the  average  rate  of 
interest. 

Mr.  Coburn.  I  thought  that  was  included  in  the  figures. 

Mr.  Patman.  I  don't  say  that  you  are  evading  the  question,  but  if 
you  had  been  trying  to  evade  it,  this  would  have  been  the  only  way 
to  do  it  and  the  best  way  to  do  it. 

Mr.  Coburn.  Well,  Mr.  Loeffler  prepared  the  figures. 

Mr.  Patman.  1  would  like  to  ask  for  this  information  which  I  have 
been  trying  to  get  for  10  years.  I  hope  this  time  that  I  will  get  it.  It 
is  always  included  with  some  other  data  so  that  I  cannot  separate  it. 

Mr.  Coburn.  May  we  talk  to  you  afterward ! 

Mr.  CrBEKNsiDES.  I  was  wondering  if  you  would  take  a  look  at  this 
material,  which  Mr.  Loeffler  has,  to  see  if  that  is  what  you  desire. 

Mr.  Patman.  I  would  be  glad  to.    Thank  you. 

Possibly  I  didn't  make  my  request  plain  enough.  Now  this  shows 
for  the  period,  the  capital  stock  outstanding,  and  so  forth,  and  the 
interest  on  securities.  That  table  shows  the  same  information  that  I 
have  here.  It  is  the  interest  earned  on  all  United  States  securities, 
but  again  it  is  combined  with  interest  received  on  the  invested  capital 
accumulated  through  your  investments. 

Mr.  Loeffler.  I  don't  know  whether  this  is  entirely  complete  for 
what  you  want,  Mr.  Patman,  but  taking  the  total  capital  at  the  end 
of  each  year,  I  worked  out  a  ratio  then  oetween  that  and  the  capital 
put  up  by  the  Government. 

Mr.  Patman.  It  is  possible  I  will  be  able  to  get  the  information 
which  I  need  from  this  table.  I  will  study  this,  but  in  the  meantime 
I  should  appreciate  it  if  you  would  get  me  a  statement  which  plainly 
sets  out  the  interest  received  on  the  capital  furnished  by  the  United 
States  Government  and  the  Federal  Reserve  banks,  as  I  have  suggested 
here. 

Mr.  Loefflf.r.  All  right. 

Mr.  Patman.  In  language  that  I  can  understand. 

Mr.  Cook.  If  that  does  not  give  you  the  complete  information,  sir, 
we  will  see  that  you  get  it. 

Mr.  Patman.  Thank  you  very  kindly. 

(For  data  requested  above,  see  p.  852.) 

Mr.  Multer.  Will  the  additional  information  be  made  part  of  our 
record? 

Mr.  Patman.  That  is  mv  understanding.  Now,  the  other  day  the 
rate  was  raised  by  the  Bankers  Trust  Co.  on  prime  commercial  paper 
from  4  to  4^£  percent.  Is  it  customary  for  banks  to  require  people 
who  borrow  money  to  keep  what  is  known  as  a  compensating  balance, 
like  in  the  case  of  the  New  York  Savings  Bank,  of  about  20  percent  on 
deposit? 

Mr.  Cook.  That  depends  entirely  on  the  bank  itself.  Many  banks 
require  compensating;  balances  on  accounts  of  that  kind. 

Mr.  Patman.  That  would  really  mean  an  interest  rate  of  about  5% 
percent  on  the  actual  money  they  could  use;  would  it  not? 
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Mr.  Cook.  Approximately,  yea.  That  is  something  over  which 
the  Federal  Deposit  Insurance  Corporation  has  absolutely  no  control 
and  nothing-  to  do  with. 

Mr.  Patmax.  Is  that  n  practice  all  over  the  country  in  both  country 
batiks  and  central  reserve  city  banks? 

Mr.  Cook.  It  is  with  some  banks,  but  that  depends  on  the  practices 
in  the  locality  where  the  bank  is  located,  and  those  things  vary  with 
different  sections  of  the  country,  different  operations,  different  man- 
agements of  banks,  depending  on  how  they  look  at  these  things,  and, 
of  course,  keenness  of  competition  enters  into  it. 

Mr.  Patmax.  The  net  result  is,  then,  that  it  is  a  means  by  which 
more  interest  is  paid  on  actual  money  that  is  loaned;  isn't  it?  Are 
you  familiar  with  section  Si>  (a)  of  the  bill  which  is  to  permit  the 
national  hanks  to  charge  the  same  amount  of  interest  that  the  State 
banks  charge ;  I  won't  pursue  that  with  you  because  it  is  not  directly 
related  to  your  business. 

Mr.  Cobcrx.  It  is  in  the  National  Bank  Act. 

Mr.  Patmax.  Are  interest  rates  paid  on  interbank  demand  deposits, 
Mr.  Cook? 

Mr.  Cook.  Under  the  law  there  is  no  interest  paid  on  demand 
deposits. 

Mr.  Patman.  None  paid  ? 

Mr.  Cook.  No. 

Mr.  Patmax.  Xow,  you  know  about  the  present  policy  of  the  banks 
doing  things  for  their  customers  like  keeping  their  books,  as  a  substi- 
tute for  paying  interest  on  demand  deposits,  and  so  on. 

Mr.  Cook.  That  depends  on  the  policy  each  individual  bank  adopts 
as  its  own  policy. 

Mr.  Patmax.  The  point  T  am  trying  to  get  to  is  this,  Mr.  Cook :  As 
the  law  is  now,  if  any  payment  of  any  kind  is  made  to  a  depositor  on 
demand  dejHisits,  whether  it  is  paid  by  one  hank  to  another  bank  for 
interbank  deposit,  or  whether  it  is  by  a  bank  to  a  depositor,  it  is  in 
violation  of  (lie  law,  isn't,  it,  whether  it  is  money  payment  or  any  kind 
of  indirect  payment? 

Mr.  Cook.  Well,  the  law  provides  that  there  shall  be  no  interest  paid. 

Mr.  Patmax.  Doesn't  it  say  directly  or  indirectly  ? 

Mr.  Cook.  That  is  correct. 

Mr.  Patmax.  So  that  means  payment  either  in  money  or  in  any- 
thing else,  such  as  services.  That  provision  means  such  payments 
would  he  a  violation  of  the  law:  wouldn't  it? 

Mr.  Cook.  T  think  that  would  apply  purely  to  the  payment  of  in- 
terest.   There  are  accommodations  banks  give  to  customers,  naturally. 

Mr.  Patmax.  Now  this  is  what  I  want  to  ask  you  about :  It  is  pro- 
posed in  here  that  we  loosen  up  that  language  so  that  a  bank  could 
give  £2,000  worth  of  tickets  to  My  Fair  Lady,  or  something  like  that, 
to  a  customer  if  his  account  justified  it,  if  it  was  big  enough,  or  they 
could  give  him  parking  advantages,  or  they  could  give  him  loans  at  a 
low  rate  of  interest,  and  instead  of  charging  him  ."»  percent,  charge  him 
2  percent,  and  things  like  that.  Don't  vou  think  that  if  we  loosen  op 
the  slatutesoasto  let  payments  in  kind  be  practiced  legally,  we  should 
put  something  in  the  bill  to  make  it  a  violation  of  the  law  if  a  bank 
discriminated  among  its  own  customers:  in  other  words,  if  it  gave  1 
customer  certain  lienefits  for  having  a  $10,000  balance  in  demand  de- 
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posits,  that  it  should  give  other  customers  with  the  same  balance  the 
same  thing?  Don't  you  think  it  would  be  proper  to  have  such  a 
provision  m  the  law  ? 

Mr.  Cobuhn.  May  I  call  your  attention,  Mr.  Patman,  to  the  fact 
that  the  prohibition  against  payment  of  interest  in  section  26  is  identi- 
cal with  the  present  law.  The  only  change  strikes  the  words  "of  di- 
rectors," and  changes  the  word  "section"  to  "subsection."  So  there 
is  no  change  in  the  law  on  the  prohibition  on  the  payment  of  interest 
on  demand  deposits. 

Mr.  Patman.  You  mean  in  this  bill  and  in  the  law. 

Mr.  Coburn.  Insofar  as  it  provides  to  Federal  Deposit  Insurance. 
It  says  by  regulation  they  shall  prohibit  the  payment  of  interest  on 
demand  deposits. 

Mr.  Patman.  If  we  are  going  to  permit  the  practice  of  granting 
favors,  dont  you  think  we  should  have  something  in  there  about 
discriminating  among  customers? 

Mr.  Cook.  There  are  courtesies  extended,  but  I  don't  know  of  any 
case  where  they  give  more  favoritism  to  one  customer  as  to  another. 

Mr.  Patman.  Don't  you  think  it  is  fair  that  they  treat  all  customers 
alike! 

Mr.  Cook.  I  think  for  the  most  part  they  do. 

Mr.  Patman.  I  know,  but  a  little  amendment  of  the  bill  to  require 
it  wouldn't  hurt  it,  Mr.  Cook  ? 

Mr.  Cook.  It  wouldn't  hurt  anything,  no,  but  I  think  we  are  getting 
down  to  some  fine  points  in  the  matter  of  practical  operations,  and  we 
are  trying  to  confine  our  statements  to  you,  sir,  to  the  effects  on  the 
Federal  Deposit  Insurance  Corporation,  and  that  is  something  over 
which  we  have  no  control,  and  I  don't  think  it  is,  frankly,  any  of  our 


Mr.  Patman.  Well,  I  admit  that  part  of  it. 

Mr.  Multer.  Will  you  yield? 

Mi*.  Patman.  I  yield  to  Mr.  Multer. 

Mr.  Multer.  I  have  in  front  of  me,  Mr.  Cook,  page  "20  of  the  August 
8  copy  of  the  New  York  Journal-American,  under  "Business  ana  Fi- 
nance", pictures  and  a  statement  of  a  gift  of  $1,560  by  a  national  bank 
to  one  of  its  customers  celebrating  the  fact  that  it  has  now  reached  $4 
billion  in  personal  loans.  Isn't  that  any  of  the  business  of  your  cor- 
poration ? 

Mr.  Cook.  Frankly,  no. 

Mr.  Multer.  Well,  then,  I  don't  understand  what  the  Corporation 
is  supposed  to  do. 

Mr.  Cook.  I  will  tell  you  what  we  are  supposed  to  do,  and  that  is 
just  what  we  are  doing,  protect  the  depositors  of  the  banks. 

Mr.  Multer.  You  are  not  protecting  the  depositors  of  a  bank  when 
you  permit  a  bank  to  give  away  $1,560. 

Mr.  Cook.  That  is  none  of  our  business. 

Mr.  Multer.  I  don't  think  you  know  your  business,  then. 

Mr.  Cook.  Listen  to  me  just  a  minute.  Our  business  is  to  protect 
the  depositors  and  not  to  manage  these  banks. 

Mr.  Multer.  You  am  not  protecting  the  depositors  when  you  fail 
to  go  in  and  find  out  what  a  bank  is  doing  by  way  of  giving  away  its 
money  ? 

Mr.  Cook.  If  you  say  it  is  a  national  bank,  that  is  the  business  of  the 
Comptroller  of  the  Currency,  and  not  ours. 
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Mr.  Multer.  Does  it  affect  your  insurance  'when  a  national  bank 
is  giving  its  money  away  ? 

Mr.  Cook.  Frankly,  that  is  none  of  our  business.  As  long  as  the 
bank  is  solvent  and  sound  and  can  meet  its  obligations,  we  don't  pro- 
pose to  mess  in  their  business. 

Mr.  Multer.  Giving  all  its  money  away! 

Mr.  Cook.  That  is  a  question  of  the  management  of  the  hanks  and 
it  is  none  of  our  business,  as  long  as  they  manage  the  banks  properly. 

Mr.  Multer.  If  the  management  of  the  bank  isn't  your  business, 
then  you  ought  to  go  out  of  business. 

Mr.  Cook.  I  will  say  the  management  of  the  bank  is  our  business 
when  the  bank  management  is  not  doing  a  capable  job. 

Mr.  Multer.  How  do  you  know  whether  it  is  doing  a  capable  job  or 
not  doing  a  capable  job  if  you  don't  inquire  as  to  whether  it  is  giv- 
ing away  the  bank's  money?  It  is  not  the  banks  money,  it  is  the  stock- 
holders' and  depositors'  money. 

Mr.  Cook.  Let  them  look  into  it  if  they  think  the  hank  isn't  prop- 
erly managing  their  money,  let  them  look  into  it. 

Mr.  Patman.  Mr.  Cook,  I  will  ask  you  about  something  else.  Re- 
cently some  of  the  newspapers  have  begun  to  carry  each  day  a  rate 
charged  for  the  use  of  bank  reserves — this  is  reported  under  the  head- 
ing of  "Federal  funds."  You  see  that  each  day,  don't  you,  in  the 
newspapers?  I  believe  it  is  in  the  New  York  Times,  the  Herald 
Tribune,  and  Wall  Street  Journal. 

You  have  seen  that? 

Mr.  Cook.  Yes. 

Mr.  Patman.  I  notice  that  Federal  funds  are  quoted  at  rates  often- 
times lower  than  the  Federal  Reserve  banks  discount  rate.  Those 
Federal  funds  are  what  are  known  as  high-powered  dollars,  aren't 
they,  Mr.  Cook,  because  they  are  the  reserves  upon  which  the  bank 
may  expand  6  to  1? 

Mr.  Cook.  Mr.  Greensides  has  been  in  our  New  York  office  for  a 
long  time  and  that  practice  is  more  prevalent  there,  and  I  will  ask 
Mr.  Greensides  to  answer  that. 

Mr.  Patman.  That  is  correct,  is  it  not,  Mr.  Greensides  1 

Mr.  Green-sides.  "Well,  Federal  funds  are  used  to  meet  the  require- 
ments for  lvserves  at  the  Federal  Reserve  banks. 

Mr.  Patman.  There  is  no  dispute  as  to  that.  Federal  reserve  funds 
ore  high-powered  dollars;  are  they  not? 

Mr.  Green-sides.  To  the  extent  that  they  meet  the  reserve  require- 
ments.    That  is  all  they  are  used  for. 

Mr.  Patman.  That  is  the  only  kind  of  fund  it  is. 

Mr.  Green-sides.  Day  by  day. 

Mr.  Patman.  That  is  the  only  kind  of  fund  it  is. 

Mr.  Greensides.  That  is  right. 

Those  funds  are  not  loaned  out.  They  are  loaned  with  Federal 
Reserve  knowledge  to  meet  the  reserve  requirements  of  a  bank  that 
may  be  deficient,  for  1  day  only. 

Mr.  Patman.  Are  they  not  loaned  for  periods  of  longer  than  1  dav? 

Mr.  Greensides.  They  are.  borrowed  day  by  day,  sometimes  only  for 
a  few  hours.  It  depends  upon  the  fluctuating  situation.  They  "have 
to  negotiate  each  day. 

Mr.  Patman.  That  practice  has  grown  up  during  recent  years,  has 
it  not? 
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Mr.  Gheensides.  Oh,  for  many  years. 

Mr.  Patman.  Now  isn't  that  similar  to  the  practice  before  the  last 
depression,  before  the  stock  market  break  in  October  1929,  to  this 
extent :  the  city  banks  were  pulling  in  deposits  from  the  country  banks, 
and  eventually  that  came  to  a  bad  end,  and  isn't  the  same  thing  hap- 
pening in  the  use  of  reserve  funds*  Although  deposits  are  probably 
not  being  pulled  in  alarmingly,  it  is  about  11  to  15  billion  dollars 
worth — isn't  it  similar  to  this  extent :  New  York  banks  can  call  on 
the  other  banks  for  the  use  of  the  reserves — for  the  expansion  of 
credit — in  the  same  manner  they  use  their  own  deposits?  That  is 
correct,  isn't  it? 

Mr.  GHEENsmES.  I  dont  see  their  ability  to  call  on  the  reserves  of 
country  banks.  It  is  true  they  are  holding  the  reserves  of  many  coun- 
try banks,  and  whether  the  reserve  position  of  the  New  York  bank  is 
high  or  low  enables  them  to  either  bid  for  Federal  funds  or  to  offer 
Federal  funds. 

Mr.  Patman.  Take  an  inactive  bank,  where  we  have  a  lazy  person 
in  charge — maybe  now  and  again  you  will  find  a  lazy  banker — maybe 
he  would  just  rent  out  his  reserves,  rather  than  use  them.  This  way 
be  can  do  that,  can't  he! 

Mr.  Greensides.  The  country  banker  would  have  difficulty  working 
that  out  through  his  correspondent  bank.  The  New  York  bank  which 
holds  the  lazy  banker's  funds  would  be  in  a  position  to  use  them,  but 
the  .banker  out  in  the  interior  would  hardly  be  able  to  make  that 
arrangement. 

Mr.  Patman.  All  right.  One  thing,  Mr.  Cook,  that  disturbs  me  is 
the  fact  that  you  are  so  reluctant  to  admit  that  the  success  of  the 
Federal  Deposit  Insurance  Corporation  depends  entirely  on  the  faith 
the  people  have  in  it  because  of  the  fact  that  the  United  States  Gov- 
ernment is  behind  it.  In  all  of  your  testimony  I  notice  that  you 
kept  saying  that  they  had  faith  in  the  banks.  Well,  of  course,  they 
have  faith  in  the  banks,  because  they  have  faith  in  the  Government. 
Aren'i'you  willing  to  go  that  far? 

Mr.  Cook.  I  will  never  retract  the  statement  as  to  it  reflecting  upon 
the  credit  of  the  Government  and  its  ability  to  meet  its  obligations, 
but  the  thing  I  have  been  emphasizing  is,  after  all,  people  have  con- 
fidence in  the  management  of  their  local  banks.  If  they  didn't,  they 
wouldn't  do  business  with  them. 

Mr.  Patman.  That  is  true. 

Mr.  Cook.  But  in  the  background  it  is  the  confidence  implied  by 
the  fact  their  deposits  are  insured  by  the  Federal  Deposit  Insurance 
Corporation.  That  has  helped  to  a  great  extent  to  restore  the  con- 
fidence of  the  people  in  the  banking  system. 

Mr.  Patman.  And  the  fact,  too,  that  the  Federal  Deposit  Insur- 
ance Corporation  is  backed  by  the  Government  of  the  United  States. 

Mr.  Cook.  It  is  a  Government  corporation,  certainly. 

Mr.  Patman.  It  is  a  Government  corporation.  Well,  now,  what 
do  you  consider  is  behind  our  money  today  ? 

Mr.  Cook.  Well,  it  is  the  faith  of  the  people  in  our  Government 
and  its  currency. 

Mr.  Patman.  Xow,  of  course,  it  is  not  necessarily  just.  gold. 

Mr.  Cook.  Well,  that  is  out  of  the  picture. 

Mr.  Patman.  It  is  out  of  the  picture  l*eeanse  we  don't  use  gold  in 
•domestic  transactions;  besides,  it  is  not  needed.     If  we  were  to  use 
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fold,  it  would  be  insufficient  security.  We  only  have  About  $22 
illion  in  gold;  don't  we? 

Mr.  Cook.  Approximately  that. 

Mr.  Patman.  We  have,  of  course,  demands  on  the  money  of  over 
$200  billion  in  deposits  and  in  currency  outside  bunks.  The  truth  is 
we  only  have  about  $30  billion  in  actual  money  in  circulation  to  sup- 
port all  of  our  deposits  and  all  of  the  demands  upon  the  banks  for 
money;  isn't  that  right,  Mr.  Cook? 

Mr.  Cook.  Approximately  so :  yes. 

Mr.  Patman.  So  that  difference  between  the  $30  billion  in  currency 
and  the  approximately  $200  billion  of  deposits  is  represented  by  the 
ability  of  the  banks  to  get  the  Government  to  print  the  necessary 
money  and  issue  it  as  a  Government  guaranty  in  the  form  of  Federal 
Reserve  notes. 

Mr.  Cook.  We  are  overlooking  a  fact  in  that,  Mr.  Patman,  and  that 
is  this:  The  currency  of  this  country  is  largely  handled  by  checking 
accounts.    It  is  not  in  actual  cash. 

Mr.  Patman.  lint  I  am  talking  about  a  situation  where  all  the 
depositors  might  want  the  cash  at  the  same  time. 

Mr.  Cook.  Heaven  save  us  from  the  day  that  happens. 

Mr.  Patman.  Of  course,  we  don't  want  that  day  to  happen,  but  it 
has  happened  in  this  country  before. 

Mr.  Cook.  That  is  what  we  are  trying  to  prevent  happening  again, 
sir. 

Mr.  Patman.  If  we  had  foresight  in  1913  to  put  a  guaranty  of  bank 
deposits  in  the  Federal  Reserve  Act,  we  would  not  have  had  the  trouble 
in  1929. 

That  is  all,  Mr.  Chairman.  I  assume  it  will  be  all  right  to  put  in, 
in  connection  with  these  remarks,  the  table  which  he  is  fixing  up? 

The  Chairman.  Do  any  of  the  other  members  desire  to  question? 

Mr.  Widnali,.  Mr.  Chairman. 

The  Chairman.  Mr.  Widnali. 

Mr.  Widnam,.  I  would  just  like  to  make  a  statement.  Mr.  Cook, 
I  believe  you  have  done  an  excellent  job  in  administering  the  FDIC, 
and  I  certainly  disagree  heartily  with  the  remarks  made  by  my  col- 
league a  few  minutes  ago.  I  hope  they  are  not  going  to  become  a  part 
of  the  permanent  record,  because  I  don't  think  it  is  a  fair  characteriza- 
tion of  the  work  that  you  have  done  and  the  work  that  brought  you 
the  respect  of  the  banking  community  and  the  people  of  our  country. 

Mr.  Cook.  Thank  you?  Mr.  Widnali. 

Mr.  Patman.  If  I  said  something  against  Mr.  Cook,  I  would  be 
glad  to  change  it. 

Mr.  Mi'i.ter.  He  is  referring  to  what  I  said. 

Mr.  Patman.  I  like  Mr.  Cook  very  much  and  I  am  sorry  he  is 
leaving. 

The  Chairman.  This  Corporation  was  organized  in  1933,  was  it 
not? 

Mr.  Cook.  Yes,  sir ;  the  temporary  fund  was  established  in  1933. 

TheCuAiRMAN.  In  the  depths  of  the  depression? 

Mr.  Cook.  Yes. 

The  Chairman.  What  were  your  greatest  losses  even  in  those  bad 
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The  Chairman.  The  Federal  Deposit  Insurance  Corporation ;  how 
did  its  Josses  compare  with  its  income  ? 

Mr.  Cook.  Do  you  mean  since  1933  ? 

The  Chairman.  Yes. 

Mr.  Cook.  As  I  stated  yesterday,  in  the  life  of  the  Corporation,  over 
20  years,  we  have  taken  over  432  banks.  Most  of  those  banks  were 
taken  over  in  the  early  days,  because  in  the  reorganization  period,  in 
that  chaotic  period  of  1933,  some  banks  were  admitted  which  couldn't 
make  the  grade  after  they  were  insured.  The  Corporation  had  to  step 
in  and  meet  those.  I  might  suy  this  for  the  record,  if  you  desire :  In 
the  life  of  the  Corporation  we  have  paid  out  some  $330  million  to 
about  1,200,000  accounts.  We  have  recovered  on  those  payments  until 
where  our  net  loss  is  less  than  $30  million  out  of  payment  to  depositors 
of  about  $830  million,  but  I  might  elaborate  on  that  just  to  this  extent : 
We  have  an  expert  Liquidation  Division,  and  when  we  have  to  take 
over  the  assets  of  a  bank  that  is  in  trouble,  we  try  to  liquidate  those 
assets  in  an  orderly  way  to  save,  in  the  first  place,  naturally,  the  Cor- 
poration. 

We  want  our  recoveries  to  l>e  just  as  much  as  we  can.  The  second 
point  is  we  don't  go  in  and  indiscriminately  foreclose.  We  try  to 
give  people  a  chance  to  work  things  out  for  themselves  and  refinance; 
we  close  out  in  very  few  cases.  It  is  a  only  in  distress  cases  that  we 
have  to  foreclose,  and  that  we  avoid  just  as  much  as  we  can. 

The  Chairman.  How  much  in  loans  have  you  made  to  the  banks  to 
reestablish  them! 

Mr.  Cook.  Do  you  have  those  figures,  Dr.  Cramer,  as  to  how  much 
on  loans  we  have  given  ? 

Dr.  Cramer.  $197  million. 

Mr.  Cook.  $197  million  that  we  have  loaned  to  banks. 

Mr,  Coburn.  Mr.  Spence,  might  1  say  that  in  the  earlier  days  they 
made  loans  to  banks  in  order  to  effect  merger  and  assumption  trans- 
actions, but  in  more  recent  times  we  have  purchased  assets;  and  the 
figure  that  has  been  given,  $11)7  million,  includes  both  the  amounts 
of  money  loaned  and  used  in  the  purchase  of  assets. 

The  Chairman.  What  has  been  your  income  during  that  period? 

Mr.  Cook.  The  income  ? 

The  Chairman.  Yes. 

Mr.  Cook.  Well,  we  will  have  that  figure  for  you  in  just  a  minute. 
While  he  is  getting  that  figure,  if  I  may  give  you  another  figure,  Mr. 
Spence.  I  told  you  our  losses  were  approximately  $30  million.  I  was 
a  little  high  on  that.    The  loss  up  to  now  is  $28,517,000. 

The  Chairman.  And  part  of  that  period  was  the  depression* 

Mr.  Cook.  Yes. 

The  Chairman.  It  wasn't  all  good  times. 

Mr.  Cook.  The  greater  part  occurred  for  the  banks,  as  I  said  be- 
fore, that  were  taken  in — well,  I  presume  they  took  in  some  banks 
then  in  order  to  save  the  community  and  get  a  chance  to  be  re- 
organized. Afterward,  the  bank  dropped  into  our  laps  and  we  had 
to  pay  it  off,  but  that  was  our  job. 

The  Chairman.  There  has  lieen  no  year  in  which  your  income 
hasn't  exceeded  your  losses? 

Mr.  Cook.  In  every  year  our  income  has  exceeded  the  losses.  I 
might  give  you  this  figure.    You  asked  about  our  income.    The  total 
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from  1933  to  1953  was  $1,856  million.     That  has  been  our  income 
from  1933  to  1955. 

The  Chairman.  I  voted  for  the  bill  that  created  the  Federal  De- 
posit Insurance  Corporation. 

Mr.  Cook.  For  that,  sir,  we  give  you  credit. 

The  Chairman.  I  told  my  people  what  the  character  of  the  organ- 
ization was  and  what  it  had  done.    I  am  still  glad  I  voted  for  it. 

Mr.  Cook.  It  has  been  the  greatest  stabilizing  factor  that  our 
economy  has  ever  experienced. 

Mr.  Burrs.  Mr.  Chairman,  could  I  ask  a  couple  of  questions? 

The  Chairman.  Yes. 

Mr.  Bktts.  To  clear  up  some  questions  at  this  end  of  the  bench, 
Mr.  Cook,  are  the  salaries  of  all  of  the  employees  in  the  Federal  De- 
posit Insurance  Corporation  paid  out  of  the  assessments  of  banks? 

Mr.  Cook.  That  is  correct. 

Mr.  Burrs.  And  the  rental  and  upkeep  of  the  offices? 

Mr.  Cook.  That  all  conies  from  the  assessment  income. 

Mr.  Kktts.  Just  how  is  the  assessment  determined? 

Mr.  Cook.  The  basic  rate  is  one-twelfth  of  1  percent  on  deposits 
after  certain  exclusions.  Then  under  the  Banking  Act  of  1950,  the 
basic-  rate  was  retained  at  one-twelfth  of  1  percent,  but  after  this  pro- 
viso: After  the  payment,  of  operating  expenses  and  losses,  60  percent 
of  the  remainder  would  go  back  to  the  bank  itself  as  a  credit  against 
[lie  next  assessment:  40  percent  goes  into  our  reserve  fund. 

Mr.  Beits.  Then  the  Corporation  or  the  Directors  have  the  right 
to  determine  salaries  of  all  employees? 

Mr.  Cook.  Yes,  that  is  correct,  except  this:  The  law  stipulates 
the  salaries  of  the  Board  of  Directors.  Then  the  Board  of  Director.* 
can  dele ni line  the  salaries  of  the  staff  and  Hie  people  who  are 
employed. 

Mr.  He-its.  And  do  the  staff  and  employees  have  anything,  or  do 
you  have  anything  that  corresponds  to  civil  service,  as  far  as  pro- 
motion is  concerned,  and  so  forth? 

Mr.  CuriK.  A  greater  portion  of  this  work  lies  on  Mr.  Greensides" 
shoulders,  and  he  is  Chief  of  our  Examination  Division.  I  will  have 
Mi',  (ireensides  elaborate  on  that. 

Mr.  GiiKKNsiDEs.  We  follow  the  civil  service  procedures  very,  verv 
closely. 

Mr.  Beits.  Do  you  have  retirement! 

Mr.  Gkkessides.  We  are,  subject  to  the  Retirement  Act;  yes,  we 
have  retirement.  Wo  feel  we  are  not  subject  to  the  Classification  Act, 
but  we  are  subject  to  the  Retirement  Act,  and  the  Government 'leave 
regulations. 

Mr.  Betts.  Then  from  the  salaries  of  the  employees  they  pay  in  a 
certain  assessment  to  the  retirement  funds? 

Mr,  Greensides.  Yes:  that  is  correct. 

Mr.  Mktts.  One  question.  Mr.  Coburn.  You  made  some  remarks 
about  the  Appeal  Section.  Xow,  as  I  get  it,  you  were  objecting  to 
writing  into  this  law  something  different  from  what  is  in  the  Ad- 
ministrative Procedures  Act,  as  far  as  appeals  are  concerned:  is  thai 
right '. 

Mr.  Cor.iRN.  Yes.  We  object  to  the  provision  that  the  appeal  shall 
l»e  on  the  weight  of  the  evidence.  Now.  Mr.  Anderson  raised  the 
ijiu-tiiiii  as  to  whether  or  not  the  appellate  court  would  have  n  trial 
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completely  de  novo  or  would  hear  it  on  the  record  before  the  agency, 
and  this  wording  does  not  give  us  any  light  as  to  what  the  procedure 
would  be.  I  think  it  is  completely  ambiguous  for  that  reason,  and 
improper.  But  I  also  think  that  we  should  generally  follow  the  ad- 
ministrative procedure  practices  that  have  been  established  by  the 
Congress. 

Mr.  Beits.  Well,  I  want  to  simplify  it  if  I  could,  to  eliminate  all  of 
the  argument  here  as  to  whether  it  would  be  hearing  on  de  novo  or 
appeal  or  on  the  weight  of  the  evidence.  We  can  boil  it  down  to  this : 
Your  objection  is  that  we  would  have  to  write  into  this  law  something 
that  would  change  the  standards  of  appeal  set  in  the  Administrative 
Procedures  Act. 

I  think  it  is  sound  ground,  because  I  think  it  is  confusing  to  a  lawyer. 
If  he  desires  to  appeal  from  some  board,  he  goes  to  the  Administrative 
Procedures  Act,  follows  that,  and  finds  out,  after  he  has  lost  his  appeal, 
that  he  should  have  gone  back  to  the  banking  law  to  find  out  how  he 
should  appeal.     That  is  the  sum  and  substance  of  your  argument? 

Mr.  Coborn.  That  is  right,  I  agree  with  that  a  hundred  percent. 

Mr.  Betts.  Then  you  would  strike  out  from  that  section  everything 
after  the  provision  which  would  direct  appeal  according  to  the  Admin- 
istrative Procedures  Act? 

Mr.  Coburn.  That  is  right.  In  my  opinion,  it  is  not  absolutely  ne- 
cessary to  put  the  provision  that  appeal  shall  be  subject  to  it,  but  we 
have  no  objection  to  it  because  we  think  that  they  would  be  subject, 
and  are  presently  subject  to  it,  although  it  is  not  specifically  provided. 
The  provisions  of  the  Administrative  Procedures  Act  are  sufficiently 
broad  to  include  our  procedures,  but  we  have  no  obj'ection  at  all.  It  is 
only  the  last  clause  that  we  object  to. 

Mr.  Betts.  Thank  you.  J 

The  Chairman.  I  would  like  to  ask,  what  does  the  word  "unduly„. 
mean  in  these  phrases ;  has  it  ever  been  defined  ? 

Mr.  Coburn.  "Unduly"  has  been  used  in  other  legislation  a  number 
of  times.    For  instance,  we  have  undue  influence. 

The  Chairman.  And  due  process  of  law.  I  understand  that.  But 
what  does  "unduly"  mean? 

Mr.  Cobubn.  Not  in  accord  with  law,  excessive,  not  in  accord  with 
right.  Those  are  dictionary  definitions.  I  think  they  are  definite  and 
substantial.  Now,  there  has  been,  to  my  knowledge,  no  court  opinion 
that  endeavors  to  apply  the  meaning  to  "unduly"  as  used  here. 

The  Chairman.  "Unduly  lessens  competition  or  unduly  tends  to 
create  a  monopoly."    What  does  it  mean? 

Mr.  Patman.  Mr.  Chairman,  would  you  yield  on  that  ? 

Now,  every  one  of  the  antitrust  laws  uses  "substantially  to  lessen 
competition." 

The  Chairman.  I  understand  that. 

Mr.  Patman.  But  this  bill  says  "unduly,"  and  that  word  "untlulv" 
has  never  been  defined  by  the  courts.  It  is  a  new  word.  It  will  take 
15  or  20  years  of  going  through  (he  courts  to  find  out  what  it  means. 

The  Chairman-.  line  process  of  law,  we  all  know  what  that  means: 
One's  property  cannot  lie  taken  from  him  unless  all  of  the  protections 
in  the  Constitution  and  the  laws  are  observed,  but  I  was  in  doubt 
about  "unduly"  and  couldn't  find  definitions  that  would  make  it  ap- 
propriate. I  do  think  that  it  would  probably  be  a  very  confusing 
■word. 
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Mr.  Coblrx.  Mi'.  Spence,  may  I  say  that  that  terminology  was 
originnlly  recommended  by  the  Federal  Reserve.  I  think  it  was  Gov- 
ernor Robertson  in  his  testimony  suggested  it.  The  purpose  and 
reason  for  it  is  that  in  our  admmstrative  responsibilities,  we  need 
more  flexibility  and  latitude.  To  illustrate,  I  think  of  the  case  in 
Maine  where  we  pave  financial  assistance  to  a  bank,  and  its  deposits 
were  assumed  by  a  neighboring  bank.  During  the  time  that  the  mat- 
ter was  under  consideration  at  our  board,  we  were  also  talking  with 
the  Justice  Department  on  the  wording  to  be  used  in  this  proposal. 

I  inquired  of  Mr.  Dicks  of  the  Justice  Department,  who  appeared 
here  with  Judge  Hanson  when  he  testified  the  other  day,  and  it  was 
Mr.  Hicks'  opinion  that  under  the  terminology  used  in  the  Clayton 
Act  we  could  not  have  rendered  assistance  to  that  hank  because  it  had 
not  reached  the  financial  state  described  in  the  International  Shoe 
Co.  i-ase,  which  case  is  the  criterion  the  Department  of  Justice  uses, 
because  we  had  not  established  that  the  bank  was  insolvent. 

Its  assets  certainly  were  not  liquid.  It  had  some  loans  that  were 
rrozen  on  amount  of  the  potato  market,  a  substantial  volume  of  loans 
to  fai-meiv:  engaged  in  growing  potatoes.  We  could  not  have  helped 
that  hank  out  under  the  Clayton  Act  procedures  they  propose.  The 
procedures  that  we  used  enabled  a  neighboring  bank  to  assume  the 
deposits  in  full.  We  nre  working  them  out  now.  It  has  always 
looked  like  there  will  be  a  substantial  equity  for  the  stockholders. 
We  could  not  have  established  insolvency,  and  the  International  Shoe 
case  is  predicated  upon  the  insolvency  of  the  merging  institution. 

The  Chairman.  How  did  the  word  unduly  apply  to  that? 

Mr.  CouriiN.  Well,  what  we  are  trying  to  state  is  that  if  we  have 
the  Chivton  Aft  standards,  where  a  transaction  lessens  competition  in 
any  sulistantial  degree,  we  can't  discharge  fully  our  functions  in  that 
case.  In  other  words,  that  is  too  rigid  a  standard,  and  we  are  trying 
l  o  get  a  standard  that  is  apt  to  banking  transactions,  in  any  regulated 
industry. 

I  would  like  again  to  call  attention  to  the  fact  that  in  the  Clayton 
Act  it  is  provided  in  section  7  that  nothing  contained  in  this  section 
shall  apply  to  transactions  dulv  consummated  pursuant  to  the  au- 
thority of'  the  Civil  Aeronautics  Board,  Federal  Communications 
Commission.  Federal  Power  Commission^  Interstate  Commerce  Com- 
mission. Securities  and  Exchange  Commission. 

The  CiiAiitwAX.  Unduly  lias  no  well  defined  meaning.  It  might 
be  interpreted  in  one  way  by  one  department  and  in  another  way  by 
another.  The  act  should  at  least  have  clarity  and  as  little  ambiguitv 
as  possible. 

Mr.  Comiix.  I  don't  think  there  has  been  any  interpretation  of  it 
that  would  be  directly  applicable  to  banking  transactions  and  merger 
transactions  in  connection  with  banks.  There  is  only  one  actual  bank 
raw  I  am  aware  of.  That  was  the  Trans- America  case  and  I  dont 
think  that  we  can  find  much  that  would  be  of  direct  help  in  that  case. 
What  we  are  trying  to  do.  what  we  hope  to  do  with  this  section  is  to 
make  possible  that  the  Corporation  may  look  at  mergers,  because 
merger  transactions  affect  the  risk  of  the  Corporation,  the  status  of 
the  hank  after  the  merger,  and  the  status  of  other  insured  banks  that 
may  l>e  alhvted  by  the  merger.  Therefore,  we  think  that  we  should 
have  a  look  at  it.  but  we  think  that  overall,  public  interest  should  be 
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the  criterion,  whether  it  is  good  for  banking  and  good  for  the  com- 
munity and  not  rest  solely  and  simply  on  the  single  proposition  of 
whether  or  not  it  lessens  competition. 

Now  that  does  not  mean  that  we  do  not  favor  competition.  Of 
course,  it  is  necessary  not  only  to  the  banking  system  but  our  whole 
economy.  But  there  ore  certain  situations  in  this  regulated  industry 
that  we  think  should  not  be  subjected  to  this  strict  provision.  Just 
as  the  Congress  has  seen  fit  to  exempt  industries  that  are  regulated 
and  which  I  mentioned  from  the  strict  wording  of  the  Clayton  Act, 
we  think  likewise  banking  should  stand  on  the  same  basis  and  be 
exempted. 

At  the  present  time  if  there  is  a  merger  or  purchase  of  assets  affecting 
railroads,  the  propriety  of  the  transactions  is  determined  by  the  In- 
terstate Commerce  Commission.  Now  we  think  that  the  same  thing 
should  apply  to  banks.  If  there  is  to  be  a  merger  transaction,  the 
Federal  agency  schould  look  at  it  and  we  are  given  the  standards  under 
which  we  may  take  a  look.  Competition  is  one  standard  but  it  is  not 
the  sole  standard.  We  insist  that  the  terminology  of  the  Clayton  Act 
is  not  apt  to  banking  transactions. 

The  Chairman.  To  substantially  lessen  competition  or  tend  to  create 
a  monopoly,  is  clear  and  not  ambiguous.  If  you  want  that  power,  why 
don't  you  find  some  word  that  is  equally  clear  and  unambiguous  that 
will  give  you  the  power,  instead  of  using  a  word,  the  exact  meaning 
of  which  no  one  seems  to  know?  Maybe  what  you  ask  for  is  perfectly 
right,  but  the  reason  this  word  is  not  satisfactory  is  because  it  can  be 
interpreted  in  more  than  one  way. 

Mr.  CoBtiRN.  I  think  unreasonable  is  a  satisfactory  word. 

Mr.  Multer.  Has  that  been  interpreted  by  the  courts,  with  refer- 
ence to  Sherman  Act  cases,  Clayton  Act  cases,  and  Robinson-Patman 
Act  cases  ? 

Mr.  Coburn.  It  is  not  presently  used  in  those  cases,  of  course  not. 

Mr.  Brown.  Mr.  Henderson  has  been  seeking  recognition  for  some 
time,  Mr.  Chairman. 

The  Chairman.  I  will  recognize  Mr.  Henderson. 

Mr.  Henderson.  I  will  yield  to  Mr.  Milltcr. 

Mr.  Multer.  I  want  to  find  out  if  there  is  any  real  objection  to 
changing  the  word  "unduly"  in  this  hill  to  read  "substantial,"  so  we 
would  have  the  same  word  used  throughout  all  of  these  antitrust 
statutes. 

I  am  not  going  into  the  question  of  whether  an  insolvent  institution 
should  be  saved.  I  am  just  suggesting  using  the  same  word  we  have 
used  for  20  or  40  years  in  existing  laws.  What  is  the  objection  to 
"substantially"? 

Mr.  Cont-RN.  I  would  not  object  to  that  provided  that  was  not  the 
sole  standard,  that  is  what  I  am  talking  about,  so  we  can  take  into 
consideration  other  factors. 

Mr.  Multer.  J  think  this  committee  is  in  complete  agreement  that 
every  supervising  agency  in  the  field  should  have  the  right  to  save  an 
insolvent  institution.  Every  niemlier  of  this  committee  agrees  with 
that. 

Mr.  CoBniN.  Mr.  Multer,  we  would  like  to  be  able  to  act,  if  !  may  add 
to  what  you  say,  before  it  actually  reaches  the  stage  of  insolvency, 
in  other  words,  when  it  i*  on  its  way  down. 
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Mr.  Multer.  That  is  quite  another  problem  and  when  I  get  time  I 
will  go  into  it.  I  was  trying  to  find  out  why  we  couldn't  use  the  same 
language  the  laws  have  used  through  all  the  years  in  dealing  with  anti- 
trust cases,  and  unfair  competition  cases,  the  word  "substantially"  in- 
stead of  "unduly." 

Mr.  ConuHN.  I  see  no  reason  presently  why  that  word  couldn't  be 
used. 

Mr.  Mui/ier.  Thank  you. 

The  Chairman.  Mr.  Henderson. 

Mr.  Henderson.  Mr.  Cook,  I  would  like  to  return  just  a  moment  to 
something  we  discussed  very  briefly  yesterday.  That  is  the  matter  of 
beneficial  ownership.  Now  at  the  present  time  your  corporation  has 
no  way  at  all  of  knowing  who  are  the  beneficial  owners  of  stock  of  non- 
member  banks,  is  that  so  ? 

Mr.  Cook.  That  is  correct. 

Mr.  Henderson.  Now  is  it  now  possible  that  a  substantial  beneficial 
owner  could  exercise  a  considerable  degree  of  control  over  a  banking 
operation  ? 

Mr.  Cook.  That  could  be  possible,  sir,  yes.  Of  course,  his  influence 
would  have  to  be  exerted  over  the  person  in  whose  name  the  stock  is 
actually  issued,  and  through  that  he  might  exercise  his  influence.  Of 
course,  he  couldn't  directly. 

Mr.  Henderson.  It.  would  be  possible  though,  say,  that  one  person 
might  have  another  person  purchase  quite  a  t>it  or  stock,  putting  it 
in  his  name,  and  the  beneficial  owner  more  or  less  being  the  powerbe- 
hind  the  throne  in  that  banking  operation. 

Mr.  Cook.  That  could  be. 

Mr.  Henderson.  Well,  now  do  you  have  any  instances  in  which  that 
has  occurred,  do  you  know  of  any  instances  in  which  that  situation  has 
occurred  $ 

Mr.  Cook.  The  only  instance  in  my  years  of  experience  with  the  Cor- 
poration was  that  famous  Chicago  situation  where  this  man  who  was 
commissioner  of  public  accounts  at  the  time  and  in  fact  superintendent 
of  the  hanks  had  apparently  a  very  substantial  interest  in  the  bank 
but  it  was  in  someone  else's  name.  That  wasn't  divulged  until  after 
all  this  scandal  broke  and  it  was  finally  divulged. 

However,  it  didn't  affect  the  solvency  of  the  bank  and  the  bank  is 
going  along  in  <rood  shape.  It  was  reorganized.  But,  of  course,  he 
is  entirely  out  of  the  picture  and  he  is  out  of  circulation,  himself. 

Mr.  Henderson.  Well,  now  there  has  been  some  suggestion  that 
here  and  there  in  this  or  that  activity  beneficial  ownership  in  various 
corporations  or  in  various  holdings  of  stock  may  be  that  of  some  undis- 
closed owners  behind  the  Iron  Curtain.  Have  you  heard  of  those 
situations? 

Mr.  Cook.  Well,  we  have  heard  rumors  to  that  effect.  I  have  never 
heard  of  them  being  substantiated. 

Mr.  1  iKNPKKmx.  Well,  now  it  would  lie  possible,  would  it  not,  that  a 
subversive  influence  could  come  into  the  banking  field  through  that 

Mr.  Cook.  A  very  remote  possibility  I  would  say,  Mr.  Henderson. 

1  f  if  happened  in  one  or  two  cases,  that  still  wouldn't  affect  our  stable 
blinking  sit  nation.     It  might  affect  a  particular  bank. 

Mr.  IlKMTKitsoN.  If  a  particular  hank,  if  that  bank  were  a  key  bank, 
ii  i-ortaiuly  would  have  a  very  definite  effect:  would  it  not? 
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Mr.  Cook.  If  it  were  a  key  bank,  yes ;  but  the  way  bank  ownership  is 
distributed  in  this  country,  and  the  larger  number  of  bank  stock- 
holders which  we  know  are  American  citizens  and  Americans,  I  would 
say  the  possibility  was  very  remote.  A  large  bank  like  the  Bank  of 
America,  a  $10  billion  bank,  yet  that  ownership  is  so  widely  distributed, 
and  so  strongly  held,  that  there  is  no  such  possibility  there  with  that 
bank  or  any  of  our  big  bitnks. 

Mr.  Henderson-.  If  devising  people  were  looking  for  devices  either 
in  the  banking  field  or  any  other  corporate  field,  here  would  be  a 
method. 

Now  this  suggested  section  27  is  entirely  new;  is  that  right? 

Mr.  Coburn.  Yes ;  that  is  a  new  section. 

Mr.  Henderson.  And  did  I  understand,  Mr.  Cook,  that  the  Corpora- 
tion has  no  favorable  feeling  with  regard  to  that  section  ? 

Mr.  Coburn.  That  is  correct. 

Mr.  Henderson.  You  don't  see  any  need  for  it ! 

Mr.  Cook.  I  don't  think  it  is  necessary. 

Mr.  Henderson.  Mr.  Chairman,  Mr.  Mulfer  has  handed  me  a  news 
clipping  from  the  August  6  issue  of  the  New  York  Herald  Tribune, 
which  deals  with  the  matter  of  undisclosed  ownership  and  I  would 
like  to  have  permisison  to  insert  that  in  the  record  at  this  point. 

The  Chairwan.  That  may  be  inserted  in  the  record. 

(The  document  referred  to  is  as  follows:) 

[From  the  New  York  Herald  TrlDone.  Aagnst  S,  1057] 
Accused  op  Bed  Fronting — Swiss  Bank  Firm  Barred  From  Dealing  in  State 

A  Swiss  banking  firm  charged  with  fronting  for  Russian  satellite  interests 
trying  to  buy  stock  in  American  strategic  materials  producers,  was  permanently 
enjoined  yesterday  from  dealing  in  securities  In  New  York  State. 

Attorney  General  Louis  .T.  Lefkowltz  obtained  an  injunction  against  the  firm, 
8.  A.  de  Placements  Mobiliers,  in  New  York  County  Supreme  Court.  The  order 
was  Signed  by  Judge  Harold  A.  Stevens. 

It  grew  out  of  un  earlier  order  handed  down  in  April  requiring  the  firm,  also 
known  as  Placemobile,  to  make  an  appearance  In  New  York  Supreme  Court 

According  to  the  attorney  general's  office,  the  Arm  failed  to  do  so.  It  subse- 
quently was  declared  bankrupt  by  the  Swiss  Government  and  put  under  the 
Jurisdiction  of  the  Geneva  office  of  bankruptcies. 

Another  Arm,  Banque  Ferrler,  Lullia  which  held  a  50-percent  interest  in  Place- 
mobile,  compiled  with  the  order  to  appear  for  questioning  and  did  not  figure  In 
yesterday's  injunction,  the  attorney  general's  ofllce  snid. 

Besides  failing  to  give  essential  information  that  would  have  linked  it  with 
Iron  Curtain  capital,  Placemobile,  along  with  financier  Charles  It.  Stnhl,  was 
charged  with  fraudulent  promotion  of  $(i  million  in  Canadian  mining  securities. 

According  to  the  attorney  general's  office,  Mr.  Stnhl  controlled  Placemobile. 

Yesterday's  order  was  consented  by  an  attorney  from  the  Geneva  bankruptcy 
office.  The  attorney  general  said  he  was  "gratified  by  the  cooperation  shown  In 
this  matter  by  the  Geneva  authorities. 

A  spokesman  said  the  Investigation  into  Mr.  Stahl's  activities  was  continuing 
and  that,  when  last  heard  of,  he  was  living  in  Rio  de  Janeiro. 

The  attorney  general's  office  in  April  said  that  Placemobile,  through  a  Cana- 
dian firm  of  which  Mr.  Slahl  was  a  director,  was  trying  to  buy  worklnc  con- 
trol of  a  number  of  free  world  strategic  materials  producers  for  "certain  persons 
and  firms"  in  Communist  countries. 

A  spokesman  yesterday  amended  Hiis  to  say  the  firm  was  trying  to  get  "at  least 
10  percent"  equity  position  in  a  number  of  American  and  Canadian  companies. 

Mr.  Henderson.  Turning  just  for  one  moment  to  another  line  of 
inquiry,  how  many  banks  in  the  last  year — I  understand  you  use  the 
fiscal  year ;  is  that  correct  ? 
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Mr.  Cook.  Yes,  we  use  the  fiscal  year. 

Mr.  Henderson.  How  many  banks  have  you  come  to  the  rescue  of 
in  the  past  fiscal  year? 

Mr.  Cook.  I  think  it  was  2  or  3  in  the  last  year.  It  was  two  in  the 
last  fiscal  year. 

Mr.  Henderson.  And  what  has  been  the  extent  dollarwise  of  your 
coming  to  the  rescue  of  those  banks  I 

Mr.  Cook.  Do  vou  have  those  figures,  Mr.  Loeffler,  the  amount  that 
we  put  into  these  last  two  cases? 

Mr.  Cramer.  $1,200,000  in  Yorktown,  Tex. 

Mr.  Henderson.  That  is  one  hank,  you  say! 

Mr.  Cook.  Yes.  That  was  in  Yorktown.  What  was  the  other  one, 
Dr.  Cramer! 

Dr.  Cramer.  $1,200,000  total. 

Mr.  Henderson.  And  you  do  not  have  the  other  figures? 

Dr.  Cramer.  That  is  for  both  banks. 

Mr.  Henderson.  Now,  what  was  the  income  of  the  Corporation  in 
the  same  fiscal  year? 

Mr.  Cook.  We  will  have  those  figures  for  you  in  just  a  moment. 

Mr.  Henderson.  All  right. 

Dr.  Cramer.  $112  million. 

Mr.  Henderson.  And  what  were  your  expenses  during  that  same 
year? 

Dr.  Cramer.  $!)  million. 

Mr.  Henderson.  And  then  with  the  year  end  your  accumulation 
was 

Dr.  Cramek.  S102  million. 

Mr.  Henderson,  Thank  you,  Mr.  Chairman. 

Mrs.  Griffiths.  Mr.  Chairman,  may  I  ask  a  question? 

The  Chairman.  Mrs.  Griffiths. 

Mrs.  Griffiths.  I  would  like  to  ask  you,  Mr.  Cook,  when  an  insured 
hank  fai  Is,  do  you  determine  what  will  happen  to  the  assets  ? 

Mr.  Cook.  Wc  take  them  over  ourselves  and  liquidate  them. 

Mrs.  Griffiths.  In  what  order  do  you  pay  off  the  depositors,  how 
do  you  pay  off  the  depositors? 

Mr.  (  oiik.  Pay  them  by  check  or  transfer  of  their  deposits  to  a  go- 
ing bank  if  they  desire,  or  we  give  them  a  check  and  they  can  do  with 
that,  as  they  like,  have  it  checked,  or  take  it  to  any  bank. 

Mrs.  Griffiths.  Let  me  ask  this:  If  you  had  a  thousand  $5,000 
depositors,  ami  one  $5  million  depositor,  and  the  assets  were  $5  million, 
what  do  you  do  with  the  $5  million,  whom  do  you  pay? 

Mr.  Cook.  Th°  first  obligation  would  be  to  pay  up  to  $10,000  on  any 
account.  Then  after  that  in  the  liquidation  there  would  be  liquidating 
dividends  in  which  thev  would  participate  in  amounts  over  $10,000. 

Mrs.  Griffiths.  Weil,  in  this  instance  you  would  pav  off  the  thou- 
sand $5,000  depositors? 

Mr.  C'«>k.  They  would  get  their  money  completely,  immediately. 

Mrs.  Griffiths.  And  the  $.)  million  depositor  would  lose? 

Mr.  Cook.  Not  necessarily.  It.  would  depend  on  the  success  of 
liquidation.  I  think  Dr.  Cramer  can  probably  give  vou  the  total  ex- 
perience on  that.  In  cases  where  there  has  been  receivership,  haven't 
wo  liquidated  where  those  with  an  excess  amount  were  paid  up  to 
better  than  '-'S  percent? 
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Dr.  Cramer.  That  is  about  the  figure.  It  varies  in  each  individual 
bank. 

Mr.  Cook.  That  is  the  average  experience.  In  some  cases  they 
get  a  hundred  percent. 

Mrs.  Griffiths.  Thank  you. 

Mr.  Multer.  Mr.  Chairman. 

The  Chairman.  Mr.  Multer. 

Mr.  Coburn.  Mrs.  Griffiths,  might  I  call  attention  to  this:  If  the 
bank  closes  and  the  Corporation  doesn't  have  a  right  to  close  it,  if 
it  is  a  State  bank  the  liquidation  and  the  administration  of  the  estate 
is  under  State  law;  under  and  pursuant  to  State  law.  In  several  of 
the  States,  in  I  think  more  than  half  of  them,  the  Corporation  may 
be  appointed  receiver,  and  in  all  cases  currently  we  are  acting  as 
receiver,  at  least  those  we  have  had  in  the  last  4  years.  Now,  the 
order  of  payment  of  creditors,  if  there  is  any  priority,  is  determined 
by  State  law.  However,  the  initial  action  that  the  Corporation  takes 
is  to  go  in  and  ascertain  the  deposit  liabilities  and  pay  to  the  deposi- 
tors the  insured  amount  of  their  claims,  that  is  the  claims  up  to 
$10,000.  Then  the  Corporation  is  subrogated  to  the  rights  of  those 
depositors  to  the  amount  of  such  payments.  The  estate  is  then  liqui- 
dated and  we  participate  in  the  dividends  with  the  depositors  accord- 
ing to  the  ratio  that  the  insured  deposits  would  bear  to  the  excess 
uninsured  deposits. 

Mrs.  Griffiths.  Now,  do  you  come  in  first  ? 

Sir.  CoflUHN.  No,  we  come  m  ratably  at  the  same  time  in  the  liquida- 
tion. Now,  if  we  are  the  receiver  we  liquidate  to,  say,  50  percent  of 
the  assets  and  we  make  dividends,  we  pay  to  ourselves  the  proportion 
of  the  assets — we  pay  to  ourselves  from  the  liquidated  assets  the  ratio 
that  the  insured  deposits  that  we  have  paid  off  bears  to  the  total 
deposit  obligation,  and  the  excess  depositors'  share  ratably  with  us. 

Mrs.  Griffiths.  That  is  if  there  were  $10  million  worth  of  deposits, 
$5  million  of  thein  insured? 

Mr.  Cobukm,  And  $5  million  weren't,  we  would  get  half  and  the 
excess  depositors  would  get  half,  Mrs.  Griffiths. 

Mrs.  Griffiths.  Well,  then  the  excess  depositors  really  have  a 
great  advantage  in  depositing  in  an  insured  bank  although  they 
themselves  aren't  insured. 

Mr.  Multer.  Let  me  clarify  if  I  may.  All  of  the  claims  on  insured 
accounts  up  to  $10,000  are  established  and  paid  ratably  first.  So  if 
there  is  an  account  in  excess  of  $10,000,  that  account  is  insured  to 
$10,000,  and  the  first  $10,000  is  handled  the  same  as  everybody  else's 
insured  account  which  is  under  $10,000.  It  is  only  when  you  get  to 
the  point  after  your  corporation  has  paid  all  of  its  deposit  obliga- 
tions to  the  extent  of  the  amount  insured,  that  you  take  into  account 
and  distribute  as  far  as  you  can  to  the  depositors  who  have  no  in- 
surance. 

Mr.  Coburn.  That  is  right. 

Mr.  Multer.  That  is  to  the  extent  of  any  excess  over  $10,000. 

Mr.  Coburn.  Now  may  J  say  in  making  that  second  distribution, 
the  Corporation  shares,  because  it  is  subrogated  to  the  rights  of  the 
depositors  whose  claims  we  paid,  and  we  share  with  the  excess  de- 
positors, so  in  Mrs.  Griffiths'  illustration,  if  the  insured  deposits  total 
$5  million  and  the  exoess  deposits  tolaled  $5  million,  then  in  any 
distribution  if  we  were  distributing  a  hundred  thousand  dollars,  for 
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instance,  as  n  dividend,  we  would  get  $50,000  of  the  dividend  and  the 
excess  depositors  would  pet  $50,000. 

Mr.  Mvltke.  I  think  that,  clears  it  up.  The  uninsured  portion  does 
not  get  an  undue  advantage  because  it  has  no  insurance. 

Mrs.  Griffiths.  Yes,  they  do.  Of  course,  they  get  an  advantage. 
They  have  a  real  advantage  from  having  been  in  a  bank  that  has  the 
insurance. 

Mr.  Mui.tkr.  If  there  was  no  insurance  in  the  bank,  and  none  of 
the  accounts  were  insured,  and  you  have  $10  million  in  deposits,  alt 
of  the  depositors  would  share  ratably  in  all  of  the  assets  until  they 
are  paid  in  full.  If  there  isn't  enough,  they  would  all  have  to  bear 
the  same  loss,  but  where  there  is  insurance — correct  me  if  I  am  wrong, 
Mr.  Coburn — where  there  is  insurance,  the  assets  are  first  used  to  pay 
the  insured  accounts. 

Now,  i  f  there  is  any  loss 

Mrs.  Griffiths.  Now  that  isn't  true.  He  just  go  through  saving 
that  what  they  pay  the  insured  loss  with  is  the  money  from  the  FDTC. 

Mr.  Coburn.  That  ia  right. 

Mr.  Mi'LTER.  But  that  is  a  matter  of  convenience  so  the  depositor 
doesn't  have  to  sue.  The  depositor  who  has  insurance  is  entitled  to 
be  paid  the  clay  you  close  up  the  hank,  and  you  observe  and  recognize 
that  obligation  and  give  the  depositors  the  money  immediately. 

Mr.  OwiRX.  That  is  right. 

Mr.  Mui.ter.  The  Corporation  then  steps  into  the  shoes  of  that 
insured  depositor  to  the  extent  of  the  payment  you  made  to  him. 

Mr.  ('onriw.  That  is  right. 

Mrs.  Griffiths.  He  would  be  a  preferred  creditor.  Their  subro- 
gated rights  should  be  preferred. 

Mr.  Mi'i.tkr.  But  (hey  are  subrogated  rights  to  the  extent  of  the 
insurance  paid  by  FDlC,  then  FDIC  becomes  a  general  creditor  with 
the  other  depositors. 

Mrs.  Griffiths.  They  are  insured.    They  should  be  paid  and 

Mr.  MtLTF.it.  1  am  not  arguing  about  whether  there  should  be  a 
change  in  lliis  statute,  but  the  FDIC  does  not  become  a  preferred 
creditor  under  existing  law.  They  share  ratably  with  the  uninsured 
accounts.  Mrs.  Griffiths  suggests  something  that  may  require  some 
attention  by  us  legislatively. 

The  Chairman.  Yon  are  just  subrogated  to  the  rights  of  the  de- 
positors t<»  the  extent  that  you  have  paid  thein;  is  that  right? 

Mr.  GoitriiN.  That  is  right. 

The  Ciiaikmax.  That  is  the  whole  thing. 

Mr.  Mi'i.tkr.  But  FDIC  shares  equally  with  the  uninsured  accounts 
in  n  distribution  of  the  assets,  if  they  are  insufficient  to  pay  all  depos- 
itors in  full. 

The  Chairman.  They  pay  him  the  $10,000  first,  or  whatever  they 
might  pay  him.  They  might  pay  him  $1,000,  and  then  they  are  sub- 
rogated to  his  rights,  and  they  come  in  as  a  common  creditor  with  the 
rest  of  the  people :  do  they  not? 

Mr.  ComRN.  That  is  right. 

The  Ch.mkman.  They  are  not  preferred. 

Mr.  Bktts.  Xow,  may  I  ask  one  question  to  follow  through  there! 
If  an  account  is  $10,000  and  you  pay  the  $10,000,  then  in  liquidation 
pay  50  cents  on  the  dollar,  you  get  hack  $5,000;  don't  yon? 

Mr.  OmmN.  That  is  riglit. 
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Mr.  Multer.  Mr.  Chairman,  I  think  you  recognized  me  to  follow 
after  Mrs.  Griffiths.  I  had  no  objection  to  her  pursuing  the  matter 
because  we  want  this  cleared  up.  Now  Mr.  Cook,  Mr.  Widnall  has 
'  1  that  possibly  what  I  said  before  with  reference  to  Mr.  Pat- 


man's  interrogation  when  he  yielded  to  me,  that  possibly  what  I  said 
ought  not  to  remain  in  the  permanent  record.  I  am  big  enough  to 
apologize  if  I  made  a  mistake  or  made  a  statement  that  is  incorrect. 

Now  let's  find  out  what  the  situation  is.  I  refer  first  to  section  8 
of  the  proposed  bill  which  is  the  existing  law.  I  am  reading  from 
pages  146  and  147  of  the  committee  print  of  the  bill  and  we  refer  to 
that  because  that  shows  the  changes  in  existing  law  much  more  readily. 
"Examinations  of  Banks"  is  the  title  of  the  section : 

The  Board — 

being  the  Board  of  FDIC— 

shall  appoint  examiners  who  shall  have  the  power  on  behalf  of  the  Corporation 
to  examine  any  insured  State  nonmember  bank,  any  State  nonmeraber  bank 
making  application  to  become  an  Insured  bank,  whenever  In  the  judgment  of 
the  Board  an  examination  of  the  bank  la  necessary. 

Mr.  Bbtts.  Where  are  you  reading  from ? 

Mr.  Muhma,  Page  146. 

Mr.  Multer.  The  bottom  of  the  pnge.  I  have  read  the  first  sentence. 
I  will  continue. 

In  addition  to  the  examination  provided  In  the  preceding  sentence,  such 
examiner  shall  have  like  power  to  make  special  examinations  of  any  State 
member  bank  and  any  national  bank  or  district  bank  whenever  In  the  judgment 
of  the  Board  snch  special  examination  Is  necessary  to  determine  ttie  condition 
of  any  such  bank  for  Insurance  purposes. 

I  am  reading  now  from  the  top  of  page  147. 

)  make  thorough  examination  of 

Now,  the  rest  of  it  I  don't  think  is  of  any  importance.  Now,  does 
that  mean  what  it  says,  each  examiner  shall  have  the  power  to  make 
a  thorough  examination  of  all  of  the  affairs  of  the  bank? 

Mr,  Cook.  That  is  the  language,  sir ;  yes. 

Mr.  Multer.  Now,  do  you  want  to  persist  in  your  statement,  Mr. 
Cook,  that  it  is  not  the  duty  of  FDIC  and  its  examiners  to  inquire 
into  the  operation  of  a  bank  as  to  whether  or  not  it  is  giving  away 
the  money  of  its  depositors  and  its  stockholders? 

Mr.  Cook.  In  cases  where  those  things  are  discovered,  naturally 
they  are  reported  and  the  proper  corrective  measures  are  insisted 
upon,  but  in  the  matter  that  you  discussed  before,  if  the.  bank  is  well 
managed,  if  they  decide  to  make  some — well,  some  banks  make  con- 
tributions to  the  community  funds,  to  charitable  organizations,  and 
that  is  not  giving  away  the  depositors'  money,  that  is  giving  away 
the  stockholders'  money. 

Mr.  Multer.  I  don't  quite  agree  with  vou. 

Mr.  Cook.  Why  not? 

Mr.  Multer.  To  what  extent  does  the  bank  get.  the  maximum  part 
of  its  revenue,  from  the  stockholders'  money  or  from  the  depositors' 
money  ? 

Mr.  Cook.  Naturally,  the  initial  investment  is  the  stockholders' 
money.     That  is  the  capital  stock  of  the  bank  and,  of  course,  that 
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money  is  used  to  provide  quarters  and  equipment  and  all  of  that. 
Then  the  earnings  come,  of  course,  from  capital  funds  and  from  the 
deposits  which  are  invested  or  loaned  to  borrowers  and  invested  in 
securities,  bonds,  for  the  income  of  the  bank.  That  income  belongs 
to  the  stockholders. 

Mr.  Multer.  That  portion  of  it  which  is  assigned  to  undivided 
profits  and  surplus  is  additional  security  for  the  deposits. 

Mr.  Cook.  That  comes  out  of  earnings. 

Mr.  Multer.  Now,  Mr.  Gidney  and  Mr.  Martin  both  agreed  before 
this  committee  that  if  the  banks  were  relegated  to  earning  money  on 
their  capital  and  surplus  alone  and  not  using  depositors'  money  with 
which  to  earn  profits,  they  couldn't  even  make  their  expenses. 

Mr.  Cook.  I  will  agree  with  that  statement. 

Mr.  Multer.  So  that  anything  the  bank  does  with  its  money  it  is 
doing  with  the  depositors"  money  as  well  as  with  the  stockholders' 
money. 

Mr.  Cook.  And  by  the  same  token  they  are  serving  the  depositor  by 
making  available  the  facilities  of  the  banks,  checking  accounts,  sav- 
ings accounts,  and  other  facilities  the  banks  provide  for  their 
customers. 

Mr.  Multer.  I  am  in  agreement  with  those  who  say  that  banks 
should  make  contributions  to  the  communities  in  which  they  operate, 
both  by  way  of  contributions  to  the  civic  enterprises  of  the  community 
and  to  the  charitable  and  philanthropic  and  educational  facilities  of 
the  community,  and  I  approve  of  them,  and  I  am  sure  you  do,  too.  At 
the  same  time,  while  approving  that  broad  principle,  it  is  the  duty 
of  your  examiners  to  inquire  into  and  make  sure  they  are  not  giving 
too  much  of  their  money  away  as  contributions. 

Mr.  Cook.  Well,  their  primary  responsibility  is  to  examine  the 
quality  of  the  assets  of  the  bank  and  to  appraise  and  study  the  quality 
of  tlic  management.  I  made  a  statement  yesterday  to  you,  sir,  that 
you  can  usually  judge  the  quality  of  the  assets  of  the  bank  by  the 
quality  of  the  management. 

Mi'.  Multer.  That  is  quite  right,  and  your  examiners  must  neces- 
sarily determine  as  to 

Mr.  Cook.  If  they  find  excesses  in  those  things,  where  there  is  evi- 
dence of  mismanagement,  misapplication,  naturally  we  jump  onto 
those  things  immediately  and  require  correction. 

Mr.  Mtjlter.  That  is  right. 

Mr.  CrREENSinES.  Mr.  Congressman,  may  I  ask  if  the  article  you 
referred  to  and  introduced  is  not  the  cancellation  of  the  4  millionth 
loan  issued  by  a  bank? 

Mr.  Mtjlter.  No,  I  will  quote  the  article  to  you :  This  gentleman 
whose  picture  is  shown  receiving  the  check — 

is  tin-  luckiest  debtor  In  New  York  today.  His  fimile  Is  understandably  bright 
as  li-  accepts  a  Si  .500  check  from  the  vice  president  of  the  back  to  celebrate 
rr;ir-hhiK  its  -S4  mi  1 1  i<  m  personal  loan  mark.  The  bank  gave  the  money,  no  strings 
Bttni'lii'd. 

That  is  the  quote. 

Mr.  Mtimma.  How  did  he  get  that;  was  heluky  in  being  the  4  mil- 
lionth? 

Mr.  Multer.  I  would  like  to  know,  too,  and  I  would  like  to  know 
why  the  examiners  don't  pick  up  matters  of  this  kind  and  find  out 
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whether  this  is  proper  or  improper  activity  on  the  part  of  the  banks. 

Mr.  Mumma.  Well,  if  the  person  was  going  to  be  lucky  in  being  the 
400th  one 

Mr.  Multer.  You  and  I  can  run  all  the  lotteries  we  please  as  indi- 
viduals, and  if  we  own  a  private  business  we  might  do  it,  until  the 
law  catches  up  with  us,  but  if  we  are  running  a  quasi-public  corpora- 
tion or  utility  company,  we  have  no  right  to  do  it. 

Mr.  Mumma.  That  "quasi"  is  the  word  that  governs.  It  is  not  fully 
public 

Mr.  Multer.  Let's  find  out.  Mr.  Cook,  don't  you  and  the  banking 
fraternity  look  upon  banks  as  quasi-public  institutions? 

Mr.  Cook.  Yes,  but  the  same  could  apply  to  utilities  and  other  insti- 
tutions. 

Mr.  Multer.  And  your  examiners  certainly  can't  determine  whether 
a  hank's  management  is  indulging  in  excesses  by  way  of  gifts  or  con- 
tributions or  bad  investments  unless  you  actually  inquire  into  what 
they  are  doing? 

Mr.  Cook.  Well,  naturally  the  question  of  investments  and  loans  is 
very  carefulry  screened;  credit  statement?,  collateral,  and  all  of  that 
are  required.  But  it  would  be  impossible  with  the  staff  of  any  super- 
visory agency,  whether  it  be  Comptroller  of  the  Currency  or  ourselves 
or  any  State  banking  authority,  to  check  every  item — all  of  the  ex- 
penses that  are  paid.  Naturally,  the  examiners  look  into  whether 
expenses  are  out  of  line  with  income,  and  if  there  are  excess  salaries 
being  paid  and  all  of  that,  excess  bonuses,  they  check  into  that,  and 
if  these  cases  turn  up,  naturally,  they  are  criticized  and  required  to 
correct  those  conditions. 

Mr.  Multer.  Mr.  Cook,  I  know  the  difficulties  you  have  and  your 
examiners  have  because  of  lack  of  sufficient  personnel  to  do  the  job 
and  I  sympathize  with  you  and  with  them  because  of  the  tremendous 
burden  they  are  carrying,  but  the  point  I  am  making  is  when  this 
statute  says  it  is  your  duty  "to  examine  all  of  the  affairs  of  the  bank," 
that  means  precisely  that. 

Mr.  Betts.  Would  you  yield  there  a  minute  ? 

Mr.  Multer.  Yes. 

Mr.  Bktts.  To  clear  up  something  in  my  mind,  does  that  article  give 
the  total  assets  and  total  deposits  of  the  bank  ? 

Mr.  Multer.  There  is  no  secret  about  this.  This  is  the  second 
largest  bank  in  the  world.  It  is  the  First  National  City  Bank  of 
New  York. 

Mr.  Bettk.  The  reason  I  ask  that  is  because  the  statute  that  you  read 
from  says  they  have  the  right  to  make  this  examination  for  insurance 
purposes.  It  seems  to  me  that,  to  a  bank  with  tremendous  assets,  the 
insurance  feature  isn't  jeopardized  much  by  giving  away  a  $1,500  gift. 
If  it  is  wrong  it  is  with  the  State  authorities. 

Mr.  Mclteh.  If  it  is  all  right  to  give  $1,5(10  today,  why  isn't  it  all 
right  to  given  $15,000  tomorrow?  Why  can't  you  multiply  this  by  a 
million  depositors  and  then  what  happens  ? 

Mr.  Bettk.  When  did  that  happen ; 

Mr.  Multer.  This  happened  on  August  8, 1057. 

Mr.  Mumma.  Why  don't  you  have  him  make  an  examination  of  the 
facts  in  the  case  and  given  yon  a  letter  on  it,  Mr.  Multer  ? 

The  Chairman.  What  was  the  consideration  ? 
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Mr.  Multeb.  I  imagine  there  was  no  consideration,  otherwise  it 
wouldn't  have  been  given  "with  no  strings  attached."  If  there  were 
a  consideration  I  would  like  to  know  about  it. 

Mr.  Cook.  Mr.  Greensides  lias  a  statement. 

Mr.  Greensides.  Mr.  Chairman,  there  are  many  banks  in  the  country 
that  make  it  a  practice  for  advertising  purposes  to  cancel  some  loan 
that  reaches  a  given  number.  In  this  instance  I  think  it  was  the 
4,000,000th  loan.  They  may  do  that,  they  may  enhance  the  account  of  a 
new  depositor  if  lie  happens  to  bo  the  15,000th  depositor— something 
like  that.  It  is  a  part  of  the  advertising  program  of  the  institution 
and  in  no  instance  that  I  have  seen  of  this  type  have  I  seen  that  the 
amount  was  excessive.  It  is  true  that  the  bank  doesn't  know  what  the 
amount  of  the  4,000,000th  loan  is  going  to  be  so  it  does  not  have  control 
of  the  amount  of  that  loan,  excepting  that  there  is  a  ceiling  for  indus- 
trial loans  or  personal  loans.  I  think  the  ceiling  is  probably  $3,500. 
That  is  the  most  that  this  bunk  could  have  given  away  in  the  form  of 
advertising  in  canceling  its  loan.  Itut  it  is  a  part  of  the  advertising 
campaigns  of  the  banks  and  ordinarily  their  advertising  budgets  are 
within  reasonable  limits. 

The  Chairman.  Is  that  approved  by  the  board  of  directors  ? 

Mr.  Greensides.  Their  advertising  budget  is  approved  by  the  board 
of  directors. 

The  Chairman.  Is  it  approved  at  a  stockholders'  meeting! 

Mr.  Greensides.  Not  necessarily.  The  general  management  and 
operations  are  revealed  to  the  stockholders  at  the  meeting  and  there 
is  general  approval. 

The  Chairman.  Of  course,  that  is  not  paid  out  of  the  depositors' 
money.  It  is  paid  out  of  the  funds  of  the  banks  and  the  stockholders 
would  be  the  ones  to  approve.  If  they  approve  that  kind  of  advertis- 
ing, of  course  it  might  be  unjust  in  some  respects,  but  there  would  be 
nothing  to  criticize  it,  I  suppose. 

Mr.  Cook.  Things  like  that  create  good  will  for  a  bank.  It  is  really 
advertising.  It  creates  good  will  for  the  bank — brings  in  new  cus- 
tomers and  creates  interest  in  the  operations  of  the  bank. 

Mr.  Mui.ter.  And  are  we  to  understand  that  you  gentlemen  approve 
that  practice? 

Mr.  Cook.  That  is  a  question  of  management  and  when  the  bank 
is  properly  managed,  and  as  far  as  we  are  concerned 

Mr.  Multxh.  I  am  not  talking  about  that.  I  want  to  know  whether 
or  not  you  gentlemen  approve  of  this  particular  practice. 

Mr.  Cook.  We  don't  approve  of  anything  of  that  kind  that  is  in 
excess. 

Mr.  Multeh.  Do  yon  disapprove  of  this  practice  ? 

Mr.  Cook.  That  is  a  question  of  management.  As  I  told  you  yes- 
terday, when  management  is  good  and  they  exercise  good  judgment 
in  their  operations,  that  is  a  question  for  the  board  of  directors  and 
the  management  to  decide.  It  is  not  our  business  to  interfere  in  the 
management  of  batiks  except  when  they  run  into  unsafe  and  unsound 
practices  and  do  things  which  are  contrary  to  good  and  sound  man- 
agement. 

Mr.  Mn.TER.  With  the  most  solvent  bank  in  the  world,  do  you 
approve  of  the  bank  making  gifts  to  its  customers!  Do  you  approve 
of  that  kind  of  decision  being  made  by  management! 
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Mr.  Cook.  If  management  is  doing  a  good  job,  it  is  none  of  our 
business. 

Mr.  Melter.  How  do  yon  enforce  that  provision  of  the  statute  that 
eays  they  may  make  no  girts  to  their  customers? 

Mr.  Greknbides.  The  identity  of  the  recipient  of  this  gift  could 
not  be  determined  in  advance.  If  the  bank  said  we  will  give  $1,500 
to  John  Doe,  that  would  be  different. 

Mr.  Mui/ter.  Does  the  statute  have  any  such  limitation  in  it? 

Mr.  Gbeenbjdes.  I  think  they  have  every  right  to  establish  an  ad- 
vertising fund.  If  they  say  they  are  going  to  cancel  the  4  millionth 
note 

Mr.  Multer.  Isn't  that  a  lottery. 

Mr.  Greenbides.  The  individual  has  no  chance  to  buy  a  ticket. 

Mr.  Multer.  It  is  still  a  lottery. 

Mr.  Greexsides.  He  has  no  idea  when  he  makes  that  application 
for  a  loan  that  lie  is  going  to  be  the  four-millionth  borrower. 

Mr.  Multer.  Suppose  I  sold  chances  and  the  lucky  prize  was  going 
to  be  awarded  as  of  the  date  some  bank  which  1  name  reaches  $4 
billion  in  deposits  or  $4  billion  in  loans ;  is  that  a  lottery  ? 

Mr.  Greensides.  The  bank  would  not  be  articipating  in  that ;  that 
is  you  running  the  lottery. 

Mr.  Multer.  That  is  right.    Doesn't  the  law  prohibit  lotteries? 

Mr.  Cook.  If  the  bank  is  not  a  party  to  it,  the  bank  is  not  guilty  of 
anything.    You  are  the  one  running  the  lottery,  not  the  bank. 

Mr.  Multer.  Does  the  law  prohibit  lotteries  ? 

Mr.  Cook.  In  some  States  I  presume  it  does,  but  that  has  nothing 
to  do  with  the  question  we  are  discussing. 

Mr.  Multer.  Is  this  a  lottery  or  is  it  not  a  lottery  ? 

Mr.  Cook.  I  say,  "No." 

Mr.  Multer.  Is  this  man  the  luckiest  debtor  or  isn't  he  the  luckiest 
debtor,  when  he  gets  a  gift  of  SI  ,560  ? 

Mr.  Cook.  That  is  the  banks  business.  If  they  decide  to  advertise 
in  that  way,  that  is  the  banks  business,  that  is  not  our  business. 

Mr.  Mumma.  What  number  were  you,  Mr.  Multer? 

Mr.  Multer.  I  don't  know,  but  I  would  like  to  get  in  on  it? 

Mr.  Anderson*.  Would  you  yield  for  a  moment,  Mr.  Multer? 

Mr.  Multer.  Surely. 

Mr.  Anderson.  If  I  could  just  ask  a  question  about  the  subject  Mr. 
Henderson  was  discussing  with  you,  $1.2  million  of  FDIC  money 
has  been  invested  in  2  banks.  Were  those  hanks  closed  or  were  they 
enabled  to  keep  their  doors  open  I 

Mr.  Cook.  They  were  closed. 

Mr.  Anderson."  And  that  $1.2  million  is  the  balance  that  the  FDIC 
will  have  to  put  in  after  the  liquidion  of  the  assets? 

Mr.  Cook.  Of  course,  we  provide  rewires  for  the  losses,  and  as  we 
recover — in  many  cases  we  recover  the  entire  reserve  that  we  have  set 
aside  where  we  can  liquidate  completely  and  that  has  happened  and 
Mr.  Coburn  illustrated  that  very  well  in  this  main  case.  It  will  take 
us  some  time  to  liquidate  that  slow  potato  paper,  but  we  are  going  to 
to  liquidate  orderly  and  give  the  fellows  a  chance  to  work  out. 

e  will  eventually  get  a  substantial  amount  and  maybe  all  of  it  back. 

Mr.  Axdersox.'So  the  figures  that  you  gave  of  $1.2  million  are  not 
on  expenditure..  They  are  an  investment,  some  of  which  you  may 
get  back  ? 
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Mr.  Cook.  We  will  get  back  a  substantial  part  of  it,  possibly  all. 

Mr.  Anderson*.  Thank  you.  Did  you,  Mr.  Cramer,  liave  something 
further  to  clarify  that? 

Mr.  Cramer.  When  I  answered  your  question  about  $1.2  million,  I 
misunderstood  the  question.  That  whs  the  amount  of  the  estimated 
loss,  the  reserves  that  we  set  up  for  our  disbursement.  Our  disburse- 
ment to  these  2  banks,  1  hank  was  $2,i>00,000  and  the  other  bank  was 
!)00,000,  making  3,100,000,  roughly,  that  we  advanced  to  protect  de- 
positors, out  of  which  we  estimated  we  would — we  set  up  reserves  of 
$1.2  million  as  part  of  our  expenses  for  the  year  1956. 

Mr.  Anderson.  So  in  that  case  the  $1.2  million  is  your  best  estimate 
of  the  losses  on  those  2? 

Air.  Cramer.  Yes;  that  is  correct. 

Mr.  Multek.  Mr.  Chairman,  I  had  the  witness.  It  is  now  7  minutes 
after  12. 

Mr.  Talle.  Mr.  Chairman 

The  Chairman.  Dr.  Talle. 

Mr.  Mdlter.  Mr.  Chairman,  I  had  the  witness.  I  yielded  to  Gen- 
eral Anderson,  now  I  would  like  to  continue.  It  is  now  7  minutes 
after  12.     I  would  like  to  know  when  will  we  continue  further. 

The  Chairman.  We  are  going  to  adjourn  in  2  or  3  minutes  because 
the  House  is  in  session. 

Mr.  Multer.  When  will  Mr.  Cook  be  back,  please,  so  I  can  continue  i 

Mr.  Cook.  I  am  subject  to  the  cull  of  the  Chair,  sir. 

Mr.  Mtxtpji.  What  is  that? 

Mr.  <  '"IK.  1  am  subject  to  Hie  call  of  Chairman  Spence. 

The  Chairman.  All  right.  Can  you  come  back  tomorrow  at  10 
o'clock? 

Mr.  Cook.  Yes,  sir. 

The  Chairman.  Dr.  Talle  desires  to  make  a  statement. 

Mr.  Tali,e.  Yes,  Mr.  Chairman.  I  should  like  to  say,  Mr.  Cook, 
that  my  associations  with  you  have  always  been  unusually  pleasant, 
and  I  know  something  about  the  record  you  have  established  in  your 
office,  I  regret  that  you  plan  to  retire.  You  have  preserved,  and 
helped  to  strengthen  the  confidence  of  the  American  people  in  our 
linancial  institutions  and  in  doing  so,  you  have  cemented  the  confidence 
the  American  people  have  in  their  Government.  Finally  I  would 
;ipply  to  you  the  words  of  Scripture,  "Well  done,  thou  good  and 
faithful  servant." 

Mr.  Cook.  Thank  you. 

The  Chairman.  We  will  adjourn  now  until  10  o'clock  tomorrow. 

(Whereupon,  at  12 :  10  p.  m.,  the  committee  adjourned  to  reconvene 
at  10  a.  m.,  August  15, 1957.) 
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thubsdat,  august  15,  1957 

House  of  KepbesentattveSj 
Committee  on  Banking  and  Currency, 

Washington,  D.  G. 

The  committee  met  at  10  a.  m.,  Hon.  Brent  Spence  (chairman) 
presiding. 

Present:  Chairman  Spence  (presiding)  ;  Messrs.  Brown,  Patman, 
Multer,  Barrett,  Mrs.  Sullivan,  Mrs.  Griffiths,  Messrs.  Coad,  Ander- 
son, Breeding,  Talle,  Betts,  Mununa,  Bass,  Seely-Brown,  Henderson, 
and  Chamberlain. 

The  Chairman.  The  committee  will  be  in  order.  I  might  say  to 
the  committee  that  at  the  conclusion  of  the  hearing  today  Mr.  Cook 
and  Mr.  Coburn  will  be  dismissed  and  that  the  hearings  will  be  dis- 
continued until  the  next  session  of  the  Congress. 

Mr.  Multer.  Mr.  Chairman,  with  reference  to  your  statement  on 
the  record  here,  I  have  no  objection  to  proceeding  as  indicated  pro- 
vided that  that  does  not  mean  that  Mr.  Cook  and  other  witnesses  will 
not  be  available  at  another  public  hearing  at  some  future  time  so 
that  they  can  answer  all  questions  that  may  be  pertinent  with  refer- 
ence to  this  matter. 

The  Chairman.  They  are  available  all  of  the  time,  but  we  can't 
call  for  them  every  time  any  member 

Mr.  Multer.  I  have  had  exactly  14  minutes  in  which  to  examine 
Mr.  Cook  since  the  5-minute  rule. 

The  Chairman.  Mr.  Multer,  I  can't  conceive  how  you  can  think 
you  have  been  mistreated  in  the  hearings. 

Mr.  Multer.  Mr.  Chairman,  I  am  not  urging  that  I  was  mistreated. 
I  am  urging  that  I  want  a  full  opportunity  to  examine  all  witnesses. 

The  Chairman.  That  is  the  ruling  of  the  Chair  and  it  is  going  to 
stand. 

Mr.  Multer.  It  will  stand  until  the  next  executive  session  of  the 
committee  and  if  the  committee  ratines  your  ruling  then  I  will  have 
to  abide  by  it,  but  I  certainly  intend  to  present  the  matter  to  the 
next  executive  session  of  this  committee 

The  Chairman.  That  is  all  right ;  I  have  ruled. 

Mr.  Multer.  With  respect  to  the  right  of  each  member  to  examine 
all  witnesses  fully. 

The  Chairman.  That  is  not  a  matter  for  the  record  here. 

Mr.  Multer.  It  is  a  matter  of  record  here  and  I  am  going  to  make 
it  a  matter  of  record  every  time  you  say  you  are  going  to  dismiss 
witnesses. 
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The  Chaihmax.  You  have  been  continually  protesting  all  along. 
The  first  time  I  ever  heard  such  objections  mime  was  when  you  ar- 
rived here.     Mr.  Cook,  I  am  going  to  ask  you  a  question. 

Mr.  Cook.  Yes,  sir. 

FURTHER  STATEMENT  OP  HON.  H.  E.  COOK,  CHAIRMAN,  BOARD 
OF  DIRECTORS,  FEDERAL  DEPOSIT  INSURANCE  CORPORATION 

The  Chairman.  I  know  you  are  familiar  with  the  insurance  pro- 
visions with  reference  to  the  savings  and  loan  association. 

Mr.  Cook.  Yes,  sir. 

The  Chairman.  And  you  know  whether  or  not  examination*  are 
adequate  and  whether  or  not  the  insurance  is  appropriate  and  effec- 
tive.    I  would  like  to  have  your  opinion  on  that. 

Mr.  Cook.  1  think  their  insurance  is  effect  ire,  I  think  it  is  adequate. 
In  amount  it  is  the  same  as  we  cover  up  to  $1(1,000.  The  only  differ- 
ence- is  this:  In  the  event  that  a  building  and  loan  that  is  insured 
should  Ixi  short  of  cash  they  mijilit  require  some  time  before  they 
would  meet  demand  for  immediate  payment  but  nevertheless  that 
doesn't  mean  that  the  insurance  is  not  good.  It  is.  The  difference  is 
this :  When  a  claim  is  made  with  us  and  the  bank  is  in  our  bands,  we 
have  to  pay  immediately. 

When  I  say  immediately,  we  have  got  to  verify  the  acccounts,  it 
usually  takes  n  week  or  10  days,  then  we  pay  in  cash. 

The  Chairman.  Well,  the  delay  in  payment  by  the  savings  and 
loan  association  is  optional. 

Mr.  Cook.  It  would  be,  yes. 

The  Chairman.  And  if  they  desired,  they  could  pay  immediately. 

Mr.  Cook.  If  they  have  the  cash  they  pay  on  demand;  if  their  pay- 
ments are  slow  coming  in  or  dejwsits  are  not  coming  in,  they  might 
not-  have,  the  adequate  cash  to  pay,  Nevertheless,  that  would  not 
mean  they  are  not  solvent  and  would  eventually  pay. 

The  Ciiatuman.  And  the  examination  is  comparable  to  the  exami- 
nation of  the  banks? 

Mr.  Cook.  1  believe  so.  I  have  never  had  any  contact  with  their 
examination  procedures.  I  think  possibly  Mr.  Greensides  is  more 
familiar  with  the  examination  than  I  would  be. 

The  Chairman.  And  the  insurance  is  the  same  as  the  banks  with 
refeivnce  to  coverage? 

Mr.  Cook.  Yes. 

The  Chairman.  I  am  willing  to  recognize  members  who  desire 
recommit  ion. 

Mr.  1'atman.  May  I  ask  one  thing.  Mr.  Chairman?  That  I  be 
permitted  to  read  a  very  short  statement  in  connection  with  a  state- 
ment that  was  made  yesterday  about  commercial  banks  helping  their 
depositors.  It  is  from  the  Financial  World  of  August  14,  1057,  a 
Wall  Street  publication,  and  I  will  quote  it.  It  is  only  about  8  or  10 
lines.     It  reads: 

i' mcrcinl  bunks  have  been  reaching  out  for  new  types  of  business  In  their 

cdiiipt'Utioii  fur  deposits,  coinciding  with  the  investment  of  vast  same  in  laboT- 
ruiviiii!  elertrnnie  devices.  The  more  significant  of  the  services  Is  offered  to  major 
depositors  lift  onerous  functions  from  customers'  offices.  But  a  committee  of 
the  New  York  State  Hankers  Associution,  after  studying  the  matter  closely,  comes 
mil  with  n  warning  that  "any  services  rendered  for  hank  balances  other  than 
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normal  banking  services  constitute  an  indirect  payment  of  interest  Id  violation 
of  the  Federal  Reserve  regulations  against  payment  of  Interest  on  checking 
accounts. 

That  is  in  connection  with  the  colloquy  yesterday  with  reference  to 
the  payment  of  interest  indirectly  to  evade  the  law.  I  felt  that  state- 
ment would  be  interesting  as  a  part  of  the  record.  Thank  you  very 
much,  Mr.  Chairman. 

The  Chairman.  Any  further  questions? 

Mr.  Multer.  Mr.  Ohairmnn. 

The  Chairman.  Mr.  Multer. 

Mr.  Multer.  I  would  like  to  have  made  part  of  the  record  a  letter 
dated  August  5.  1957,  sent  to  me  by  Eugene  Zeitlin  with  reference  to 
cumulative  voting. 

The  Chairmas.  Whut  are  you  asking  be  made  part  of  Hie  record? 

Mr.  Multer.  A  letter  from  Eugene  Zeitlin  dated  August  5.  1057, 
addressed  to  me. 

The  Chairman,  (hi  what  subject  ? 

Mr.  Multer.  On  the  matter  of  mandatory  cumulative  voting.  I 
ask  that  the  letter  lie  made  a  part  of  these  hearing  records. 

Mr.  Betts.  Who  is  it  from.  Mr.  Multer? 

Mr.  Multer.  Eugene  Zeitlin  who  signs  himself,  ''National  Bank 
Stockholder." 

Mr.  Beits.  Well.  I  won't  object  this  time,  bill  I  don't  see  whv  all  of 
these  letters  from  people  should  be  made  n  part  of  the  record  when 
they  are  not  here  in  person.  We  can't  ask  them  questions  and  inquire 
further  as  to  their  reasons. 

Mr.  Multer.  Maybe  the  tiling  to  do  thou  is  follow  the  chairman's 
suggestion  and  address  questions  to  tliein  in  writing  as  we  are  sup- 
posed to  do  with  these  Government  witnesses  if  we.  don't  have  enough 
time  to  question  them.  I  am  not  suggesting  that  is  the  proper  proce- 
dure.    I  think  it  is  improper  procedure. 

Mr.  Beits.  I  am  not  objecting  to  this;  I  am  just  asking  the  question. 

Mr.  Multer.  T  am  just  making  my  position  clear.  I  cannot  invite 
these  people  to  come  here  but  the  committee  can. 

The  Chairman-.  Without  objection,  the  letter  may  be  incorporated 
in  the  record. 

(The  letter  referred  to  is  as  follows :) 

GnNHF.ii  Realty  Co., 
Denver,  Colo.,  August  5, 1957. 
Hon.  Abbahah  J.  Mui.TP.it, 
House  Office  BjiUiUhji. 

WttHtHttpton.D.  C. 

Dear  Conorbmsman  Mui.tkii:  Your  House  Banking  and  Currency  Committee 
Is  now  studying  Senate  Mil  14.11.  In  this  bill  is  a  provision  to  eliminate  manda- 
tory cumulative  voting  In  nntlonal  banks. 

The  real  reasons  why  some  bank  managers  want  mandatory  cumulative  vot- 
ing eliminated  has  never  been  made  Hear  by  them.  I  think  that  It  should  he 
stated  in  the  record  why  hnnk  managers  really  want  cumulative  voting  eliminated. 
Following  Is  a  list  of  the  reasons  for  their  desire  to  eliminate  mandatory  cumula- 
tive voting : 

1.  The  elimination  of  mandatory  cumulative  voting  will  permit  bank  managers 
to  select  their  directors  on  a  discriminatory  basis  if  they  wish. 

2.  Where  bnnk  managers  represent  a  few  wealthy  stockholders  In  the  bank, 
the  elimination  of  mandatory  cumulative  voting  will  mean  that  they  run  keep 
the  back  dividend  very  low  for  the  purpose  of  aiding  these  wealthy  Individuals 
In  keeping  their  income  tuxes  low.  The  public  stockholders  who  wish  to  re- 
ceive a  reasonable  dividend  will  not  be  permitted  to  have  a  spokesman  on  the 
hoard  protecting  their  interest. 
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:t.  Under  cumulative  votinp  the  public  stockholders  are  permitted  to  elect 
directors  who  will  represent  them.  These  directors  In  turn  elect  the  president 
or  t hi-  bank.  After  the  elimination  of  mandatory  cumulative  voting,  the  bank 
presidents  will  be  able  to  select  all  the  directors  for  the  bank  and  thus  the  em- 
ployees become  the  masters  of  the  owners. 
Please  have  this  letter  made  a  part  of  the  record  In  the  hearings  on  S.  14.11. 
Respectfnlly  yours. 

Eugk.ve  Zerrt-m, 
National  Bank  Stockholder. 
Mr.  Muter.  Mr.  Cook.  I  Lave  received  this  morning  a  letter  dated 
August  li  U>."i7.  from  Fhillin  Courtney,  president  of  Cory,  a  large 
company.  I  think  one  of  the  largest  mid  best  known  in  its  field.  I 
believe  that  its  stock  is  traded  on  the  New  York  Stock  Exchange.  In 
his  enclosures  lie  states  among  other  things  as  follows : 

Most  <if  the  people  have  pome  to  believe  that  we  are  witnessing  a  new  kind  of 
inllntinn  dm'  to  wniw  s  trance  new  forces  or  causes.  The  truth  is  that  we  are 
•miil'ly  foolishly  repenting  what  we  did  in  the  lOW's. 

Xow  I  have  heretofore  raid  during  the  course  of  these  hearings,  the 
same  thing.  I  didn't  use  that  exact  language  but  what  I  said  in  sub- 
slaiuv  is,  that  what  we  are  doing  here  by  the  changes  sought  to  he  made 
in  the  various  titles  of  this  bill,  is  to  write  back  into  the  law  some  of 
the  foolish  things  that  were  allowed  to  occur  in  the  1920's,  particularly 
with  reference  to  banking. 

I  would  like  to  have  you  or  your  organization  submit  to  us,  to  this 
committee  an  explanation  of  each  of  the  changes  in  title  3  of  this  bill, 
which  is  the  Federal  Deposit  Insurance  Act,  as  to  each  of  the  changes 
made  in  the  statute,  indicating,  if  you  know,  who  recommended  the 
change,  what  reason  they  gave  for  the  change,  or  for  recommending 
l he  change  and  what  the  position  of  your  Board  is  with  reference  to 
each  change  and  the  reasons  why  you  support  or  oppose  each  change. 
Mr.  ISetts.  Will  you  yield  there  ?  I  am  asking  whether  or  not  it  is 
proper  to  ask  an  official  of  the  Government  whether  or  not  he  knows 
who  prepared  these  sections  in  the  law  or  the  bill.  I  think  that  is  going 
too  far.  I  think  he  has  testified  and  each  Government  official  who  has 
been  up  here  lias  testified  as  to  their  position. 

Mr.  Mn/rKR,  1  le  has  testified  as  to  some  of  the  changes.  He  has  not 
test  j  lied  as  to  all  of  the  changes. 

.Mr.  Hktts.  Well,  Mr.  Chairman,  I  think  that  is  going  too  far  to  ask 
a  Government  official  to  state  who  proposed  each  section  of  the  bill. 

The  Chairman.  The  official  can  exercise  his  judgment  in  the  mat- 
ter. If  he  feels  it  is  confidential  he  should  not  answer,  he  can  refuse 
to  do  so. 

[f  there  is  any  confidential  relationship 

Mr.  Cohurx.  Mr.  Spence,  may  I  say  as  far  as  the  recommendations 
that  the  Corporation  made  at  the  time  the  matter  was  before  the  Sen- 
ate committee,  we  made  some  recommendations  and  in  each  instance 
cave  our  reasons  why  we  were  recommending,  that  is  part  of  the  Senate 
hearing  records  and  we  can  repeat  that.  Now  as  far  as  the  terminology 
that  was  used,  it  came  from  many  conferences.  It  was  finally,  I  guess, 
screened  by  me  as  general  counsel  for  the  Corporation  to  pnt  it  in 
proper  terminology,  but  to  say  who  had  a  part  in  it,  members  of  the 
M'gal  Division,  members  of  the  staff,  they  all  participated  in  it,  and 
1  tliinkj  for  instance,  in  only  one  instance  have  we  made  any  recom- 
mendations that  we  had  conferences  with  bankers  and  that  was  in 
reference  to  the  provision  that  we  spoke  about  yesterday  in  Connecti- 
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cat,  in  which  representatives  of  the  Connecticut  bankers  have  carried 
on  correspondence  with  us,  with  the  Corporation,  over  a  matter  of  10 
or  15  years  to  get  a  proper  interpretation  of  the  law  and  to  get  a  more 
satisfactory  situation  in  reference  to  trust  funds. 

The  Chairman.  Was  that  a  change  in  policy  or  merely  in  interpre- 
tation? 

Mr.  Cobohn.  No,  Bir ;  it  was  sincerely  clarification,  with  that  excep- 
tion. Now  I  think  we  can  comply  with  Mr.  Multer's  request  in  this 
instance.  We  have  stated  that.  There  may  be  other  instances,  but 
that  is  the  only  one  that  occurs  to  me.  Now  some  of  these  suggestions 
■came  from  the  Senate  committee.  They  asked  us  to  draft  terminology 
in  reference  to  several  situations  and  we  did  that.    I  think  that 

The  Chairman.  Were  these  conferences  held  with  the  governmental 
Agencies  ?  There  were  outside  people  in  the  conference,  weren't  there  ? 
The  advisory  council  was  there;  was  it  not? 

Mr.  Cobcrn.  Let  me  say  in  reference  to  section  23  which  is  the 
merger  provision,  we  have  had  interagency  conferences,  that  is  with 
the  Department  of  Justice  and  with  representatives  particularly  of  the 
Division  of  Federal  Reserve  and  the  Comptroller's  Office,  just  over  a 
several  months  period  of  time.  I  am  sure  we  talked  with  Mr.  Rogers 
and  members  of  the  staff  of  the  Senate  committee  at  that  time,  and  it 
is  hard  to  recollect  whether  or  not  any  bankers  were  participating  in 
it.    To  my  recollection,  at  the  present  time  there  weren't  any. 

The  Chairman.  You  made  that  statement  to  the  Senate;  did  you 
•not? 

Mr.  Coburx.  Yes?  sir ;  we  have  pretty  well  outlined  all  of  our  recom- 
mendations in  making  them  to  the  Senate  and  we  can  give  you  that 
same  information. 

Mr.  Multer.  Tjet  me  make  myself  perfectly  clear  if  I  can.  I  don't 
want  to  know  the  names  of  people  within  your  organization  who  par- 
ticipated. I  assume  that  any  recommendations  your  Board  makes 
either  through  Mr.  Cook,  its  Chairman,  or  through  you,  Mr.  Coburn, 
its  Counsel,  and  which  it  sends  up  to  the  Congress  is  the  action  of  the 
Board.     We  have  a  right  to  assume  that. 

I  am  not  concerned  with  who  in  the  organization  participated  in 

Iireparing  the  language  or  making  the  recommendation.  But  I  would 
ike  to  know,  and  I  think  you  are  willing  to  tell  us  to  the  extent  that 
it  is  within  your  knowledge,  whether  the  American  Bankers  Associa- 
tion, or  an  independent  bankers  association,  made  the  recommenda- 
tion, or  an  independent  bank  made  the  recommendation,  you  can  tell  us 
that. 

If  a  committee  in  the  other  body  or  in  this  body  asked  you  to  prepare 
any  language,  yon  can  indicate  that  to  us.  I  am  not  looking  for  the 
individual  names  of  anybody,  but  I  think  we  are  entitled  to  know  the 
source  of  the  recommendation  for  the  change,  the  reasons  for  it,  if  you 
know,  that  any  outside  source  urged  and  whut  your  reason  is  for  or 
against,  and  to  make  it  enseir,  I  don't  want  you  to  repeat  the  reasons 
that  you  have  already  urged,  either  you  or  Mr.  Cook  have  already  urged 
before  this  committee  in  your  formal  statements  or  in  writing  your 
testimony  thus  far. 

I  woufd  like  to  have  you  include  to  the  extent  that  it  is  available  as 
to  those  items  you  have  already  referred  to  who  made  the  recommen- 
dations if  they  come  from  outside  your  organization. 
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The  Chairman.  I  think  the  real  issue  here  is  whether  or  not  the 
provisions  are  desirable  and  in  the  public  interest. 

Sir.  Mu.tku.  I  inn  in  complete  agreement  with  that. 

The  Chairman.  If  they  lire  good  recommendations,  we  ought  to 
adopt  them. 

Air.  Mi'i.tkr.  That  is  right,  hut  in  appraising  whether  they  are  good 
or  had,  I  think  the  Congress  is  entitled  to  know  what  the  source  is  from 
which  the  recommendation  emanates  so  that  wo  can  appraise  it  ac- 
cordingly, just  us  when  a  witness  testifies  in  court  we  are  entitled  to 
know  who  the  witness  is  and  what  his  background  is  and  then  we  can 
properly  evaluate  his  testimony. 

Any  time  there  is  self-interest  behind  a  recommendation,  I  think 
those  who  are  required  to  appraise  should  know  what  the  interest  is 
and  then  appraise  it  in  that  light,  not  that  always  self-interest  makes 
had  recommendations. 

( The  data  requested  above  is  as  follows : ) 

Fkdehal  Dk posit  Insurasoe  Corporation, 

Waskinaton,  August  £0,   79J7. 
Hon.  Hhkxt  Specie, 

Chairman,  Committee  on  Hanking  nt\d  Currrnrii, 
IIoiiki-  of  Representative*.  Washington,  It.  V. 

Dear  Congressman  Spence:  In  compliance  with  the  request  made  by  Mr. 
Mulrer  during  the  hearings  on  the  Financial  Institutions  Act  of  10.TT  III.  It. 
REM:  A.  HTil)  that  the  Corporation  submit  to  the  committee  recoiiuneudiitioiis 
made  by  it  for  legislative  changes,  together  with  the  reasons  for  such  changes 
mid  the  Identify  of  the  persons  Initiating  the  changes,  we  submit  herewith: 

1.  Copy  iif  letter  to  Senator  Robertson  of  October  2.  10511,  outlining  30 
legislative  proposals  with  reasons  therefor; 

2.  Letter  of  Novemt>er  2,  1!)3H,  to  Senator  Robertson  with  5  additional 
proposals : 

3.  Draft  of  legislative  Innguage  tn  lie  used  in  reference  to  each   of  the 
a  f '  ire  nie nt ioncd  proposa  Is. 

In  reference  to  the  original  30  proposals,  all  of  the  material  was  Initiated  by 
tin-  Corporation  mid  its  stuff  with  the  exception  of  proposal  -t,  relating  to  trust 
funds  de|iosited  by  an  insured  fiduciary  lain!:  in  a  iionlnsurod  bank,  nnd  pro- 
IKisal  2!)  in  reference  to  bank  mergers. 

As  indicated  in  the  statement  outlining  the  reasons  for  that  proposal,  the 
change  in  reference  ti>  the  Insured  status  of  trust  funds  deiwsited  in  nonlnsured 
banks  has  been  ;i  matter  of  controversy  for  many  years  between  the  Corporation 
am)  the  hankers  of  Connecticut.  Many  of  the  commercial  banks  with  trust 
departments  deposit  trust,  funds,  in  the  mutual  savings  banks  of  that  Stilt*. 
Ilepnsits  in  mutual  savings  bunks  of  Connecticut  are  not  insured  by  the  Corpo- 
ration, hut  are  insured  by  a  State  fund  over  which  the  Corporation  has  no 
jurisdiction  or  responsibility.  The  language  of  the  proposal  differs  materially 
from  that  recommended  hy  the  Connecticut  hankers  but  nevertheless  the  pro- 
vi-inus  of  flic  present  bill  effect  the  end  result  nought  by  the  association. 

In  reference  to  the  merger  proposal,  the  legnl  staffs  of  the  Board  of  Gover- 
nors of  the  Federal  Reserve  System,  the  Comptroller  of  the  Currency,  and  the 
foqioratiim  drafted  a  proposed  amendment  to  the  Federal  Deposit  Insurance 
Ai-I.  ;md  the  three  agencies  submitted  it  to  the  81th  Congress  as  S.  3911.  Popu- 
larly referred  to  as  the  Fulhiight  amendment,  ft  passed  the  Senate,  but  iras 
not  acted  upon  In  the  House. 

As  indicated  in  the  letter  of  November  2,  1IK56.  the  five  suggested  amendments 
n 'ii  mi  mended  by  the  Corporation  latterly  submitted  resulted  from  suggestion*. 
both  formal  nnd  informal,  made  during  the  hearings  hy  the  Senate  committee 
on  Hie  draft  bill. 

Answering  directly  the  Inquiry  of  Mr.  Matter,  except  as  here  indicated  all 
of  the  recommended  revisions,  including  tlie  legislative  terminology,  were 
Initiated  and  prepared  by  the  staff  of  the  Corporation.  Industry  representatives. 
were  not  consulted  on  the  matters. 
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I  trust  that  the  foregoing  fully  satisfies  the  request  made  on  the  Corporation 
(or  data  concerning  its  recommendations  on  the  currently  pending  bill. 
With  personal  regards,  I  am 
Sincerely  yours, 

H.  E.  Ooox,  Chairman. 
Federal  Deposit  Insurance  Corporation, 

Washington,  D.  C,  October  %,  1956. 
Hon.  A.  Willis  Robebtson, 

Committee  on  Banking  and  Currency, 

United  States  Senate,  Washington,  D.  C. 
Dkar  Senator  Robebtson  :  In  accordance  with  your  request,  we  are  submitting 
the  enclosed  recommendations  for  the  amendment  of  the  Federal  Deposit  Insur- 
ance Act,  and  related  laws,  In  connection  with  the  current  study  by  the  Senate 
Banking  anil  Currency  Committee  of  the  Federal  laws  governing  financial  insti- 
tutions and  credit. 

Time  has  not  permitted  ascertaining  the  relation  of  these  proposals  to  the 
program  of  the  President.  When  we  have  been  advised  by  the  Bureau  of  the 
Budget  of  the  relation  of  these  recommendations  to  the  program  of  the  President, 
we  will  inform  your  committee. 

We  are  studying  certain  other  amendments  of  the  Federal  Deposit  Insurance 
Act  and  will  submit  our  recommendations  thereon  as  soon  as  possible. 
With  personal  regards,  I  am 
Sincerely  yours, 

H.  E.  Cook,  Chairman. 


1.  Staggering  of  term  of  office  of  appointive  directors. 

2.  Service  of  Acting  Comptroller  of  the  Currency  as  a  member  of  ihe  Board  of 
Directors,  Comptroller  of  the  Currency  acting  as  Chairman  of  the  Board  of 
Directors,  and  certificate  of  members  nf  the  Board  of  Directors. 

8.  Definitions  of  mutual  savings  bank  and  savings  bank. 

4.  Trust  funds  deposited  by  an  Insured  fiduciary  bank  in  a  noninsured  bauk. 

5.  Bight  of  mainland  Insured  bank  to  exclude  from  deposit  insurance  deposits 
of  its  branches  In  Alaska,  Hawaii,  or  the  Virgin  Islands. 

6.  Insurance  of  interest  on  deposits  to  date  of  closing  of  an  insured  bank. 

7.  Transferred  deposit  made  available  on  demand  to  a  depositor  as  payment 
of  his  insured  deposit  In  a  closed  bank. 

8.  Definition  of  branch  to  include  one  anywhere  Instead  of  those  where  deposits 
are  Insured. 

».  Insurance  of  deposits  In  all  national  banks. 

10.  Change  of  term  "thorough  examination"  to  "examination." 

11.  Maintenance  of  assessment  records  by  Insured  banks. 

12.  Assessment  credits. 

IS.  Limitation  on  actions  for  assessment  payments. 

14.  Procedure  for  voluntary  and  involuntary  termination  of  Insured  Status  of 

15.  Redeslgnatlon  of  provisions  of  section  9  of  the  Federal  Deposit  Insurance 
Act 

16.  Employment,  separation,  or  compensation  of  officers,  employees,  attorneys, 
and  agents. 

17.  Application  by  Corporation  for  subpeua  for  the  purpose  of  any  hearing, 
examination,  or  Investigation. 

IS.  Immunity  from  prosecution  to  persons  compelled  to  testify  or  produce 
documentary  evidence. 

19.  Certification  of  records. 

20.  Deposit  insurance  fund. 

21.  Liability  of  Federal  Deposit  Insurance  Corporation  for  Insured  deposits. 

22.  Additional  liability  of  national  bank  stockholders. 

23.  Powers  and  duration  of  new  national  bauk  organized  by  Corporation  to 
assume  insured  deposits  of  a  closed  insured  bunk. 

24.  Temporary  employees  of  Ihe  Corporation  when  acting  us  a  receiver  of  an 
insured  bank. 

25.  Withholding  payment  of  insui'ed  deposit  to  provide  for  payment  of  liability 
of  depositor. 
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2*1.  Loans  to  and  asset  purchases  from  receivers  or  liquidators  of  closed 
insured  banks. 

27.  Payment  by  the  Corporation  of  Government's  share  of  costs  of  civil-service 
retirement  and  disability  benefits  and  employees'  comjiensatlou  benefits,  and 
the  extension  of  employees'  eoniiiensutinn  and  Federal  employees'  unemployment 
compom-.ub'ii  lioiieuis  to  officers  ami  employees  of  the  Corporation. 

2S.  A r ■count inn  and  auditing  of  the  Corporation  on  calendar-year  basin. 

■!'■>.  Regulation  of  hank  mergers. 

:s().  Loans  to  examiners  of  the  Federal  Deposit  Insurance  Corporation. 

Staggering  of  term  of  office  of  appointive  directors. 
K.riKtinii  titii/iltr 

The  third  sentence  of  section  2  of  the  Federal  Deposit  Insurance  Act.  as 
amended  ( la  IT.  8.  C.  1812)  : 

"Each  such  appointive  member  ahull  hold  office  for  a  term  of  sis  yetirM." 
Rrriiiiimfiidutiwi 

Tlits  sentence  should  lie  amended  to  provide  (1)  that  al  the  expiration  of  llie 
present  terms  of  the  appointive  directors,  the  President  shall  lix  the  term  of 
the  successor  of  1  appointive  director  at  4  years,  and  (2)  that  each  appointive 
director  shall  serve  until  his  snc<-essor  is  unpointed  end  has  qualified. 

The  terms  of  office  of  the  2  appointive  members  now  on  the  Biiard  of  Directors 
are  for  fi  years  from  September  (i.  1(1.11  |H7  Congressional  Record,  p.  13141). 
The  other  member  of  the  Hoard  nf  Directors  in  the  Comptroller  of  the  Currency. 
who  holds  his  office  for  a  term  of  5  years  (12  U.  S.  C  2).  Ills  term  of  office 
is  ti»t  affected  by  this  amendment.  This  proposed  staggering  of  the  terms  of 
office  of  the  appointive  members  will  assure  better  continuity  in  the  management 
of  the  Corporation  by  avoiding  the  simultaneous  expiration  of  the  terms  of 
the  two  experienced  Appointive  meinliers.  The  amendment  providing  for  the 
service  of  the  appointive  directors  until  their  successors  have  been  appointed 
and  qualified  will  assure  a  quorum  for  action  by  the  Hoard  of  Directors  until 
the  successor  of  one  of  them  has  been  appointed  and  qualified.  Comparable 
provision  for  the  staggering  of  terms  of  office  and  for  continuance  In  office  is 
provided  for  Ihe  Hoard  of  Governors  of  the  Federal  Reserve  System  (12  I".  S.  C. 
242).  For  several  years  the  Comptroller  General,  in  his  audit  reports,  has 
recommended  legislation  providing  for  (lie  staggering  of  the  terms  of  the 
appointive  im  in!-'  ■«. 
Subject 

Service  of  Act  lug  Comptroller  of  the  Currency  as  u  memlier  of  the  Board  of 
lii rectors.   Comptroller  of  the  Currency   acting  as  Chairman  of  the  Board  of 
1 1 i recti irs.  and  certificate  of  members  of  the  Hoard  of  Directors. 
Exi*th<tr  ttalute 

The  f'lirth,  fifth,  and  last  sentence  of  section  2  of  the  Federal  Deposit  Insur- 
ance Act.  as  amended  (12  L'.  S.  C.  1S12) : 

"In  the  event  of  a  vacancy  in  the  office  of  the  Comptroller  of  the  Currency, 
anil  pending  the  appointment  of  bis  successor,  or  during  the  absence  of  the  Com- 
ti'iller  from  Washington,  the  Acting  Comptroller  of  the  Currency  Klin  11  be  ■ 
member  of  the  Hoard  of  J  H rectors  in  the  place  and  stead  of  the  Comptroller. 

"in  the  event  of  a  vacancy  in  the  office  of  (lie  Chairman  of  the  Hoard  of  Direc- 
tors, and  pending  the  appointment  of  his  successor,  the  Comptroller  of  the  Cur- 
ii'iiiy  shall  act  as  chairman. 

■No  member  of  the  Hoard  of  Directors  shall  lie  an  officer  or  director  of  any 
insured  hank  or  Federal  Reserve  bank  or  hold  stock  in  any  insured  bank: 
anil  before  entering  upuii  tils  duties  as  a  member  of  the  Hoard  of  Directors  he 
sl'iill  certify  under  oath  that  he  has  complied  with  this  requirement  and  such 
cerlillrutlon  shall  lie  Hlci'  with  the  secretary  .if  the  Hoard  of  Directors." 
RtviimiHCHtlntion 

in)  The  fourth  sentence  of  section  2  should  be  amended  to  authorise  the 
Actini;  Coin]  it  roller  to  serve  as  a  member  of  the  Hoard  of  Directors  in  the  absence 
.if  the  Comptroller,  whether  he  Is  In  Washington  or  not. 

t  h  i  The  tlfth  sentence  of  section  2  should  be  amended  to  permit  the  Acting 
Cr hi i ]>1  roller  to  act  as  Chairman  wheu  there  is  a  vacancy  in  that  office  until  the 
clc<  lion,  rather  than  the  appointment,  of  his  successor. 
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(o)   The  last  sentence  of  section  2  should  be  amended  to  provide  that  each 
member  of  the  Board  of  Directors  shall  certify  under  oath  that  he  Is  not  an 
officer  or  director  of  any  Insured  bank  or  Federal  Reserve  hank  and  does  not 
bold  stock  In  any  Insured  bank. 
Reaton 

(o)  This  amendment  would  permit  the  Acting  Comptroller  of  the  Currency  to 
nerve  as  a  member  of  the  Hoard  of  Directors  whenever  the  Comptroller  of  the 
Currency  Is  unahle  to  he  present  at  the  meeting  of  the  Board  of  Directors,  as 
when  he  may  be  absent  on  account  of  illness,  whereas  under  the  existing  pro- 
vision the  Acting  Comptroller  may  only  serve  when  the  Comptroller  of  the 
Currency  is  absent  from  Washington.  Provision  is  made  for  the  exercise  of 
the  powers  and  duties  of  the  Comptroller  of  the  Currency  by  his  Deputy  Comp- 
troller and  Assistant  Deputy  Comptrollers  "during  a  vacancy  in  the  office  or 
during  the  absence  or  inability"  of  the  Comptroller  or  the  Deputy  Comptroller 
(12U.8.C.4.5). 

(A)  This  amendment  would  conform  this  sentence  to  the  other  provisions  of 
the  same  section.  The  successor  to  the  Chairman  of  the  Board  of  Directors  would 
be  appointed  as  a  Director  of  the  Corporation  and  would  then  be  elected  Chairman 
By  the  Board  of  Directors.  There  is  no  provision  in  the  act  for  appointment  of 
the  Chairman  of  the  Board  of  Directors.  Further,  we  recommend  ttiat  the 
chairman  be  elected  by  the  Board  of  Directors  rather  than  appointed  by  the 
President;  so  that  the  Chairman  may  be  of  the  same  political  party  as  that  of  the 
administration.  Not  more  than  two  members  of  the  Board  of  Directors  may  be 
members  of  the  same  political  party.  The  Comptroller  of  tiie  Currency  represents 
the  balance  of  power  and  this  we  deem  to  be  in  the  Interest  of  good  administration. 

(c)  This  amendment  would  provide  a  morp  precise  statement  of  the  contents 
of  the  director's  certificate. 


Definitions  of  mutual  savings  bank  and  of  savings  bank. 
Existing  statute 

Subsections  (f)  and  (g)  of  section  3  of  the  Federal  Deposit  Insurance  Act, 
aa  amended  (12  U.  S.  C.  1813  (f)  and  (g))  ; 

"(f)  The  term  'mutual  savings  bank'  means  a  bank  without  capital  stock 
transacting  a  savings  bank  business,  tbe  net  earnings  of  which  inure  wholly 
to  the  benefit  of  its  depositors  after  payment  of  obligations  for  any  advances 
by  Its  organizers. 

"(g)  Tbe  term  'savings  bank'  means  a  bank  (other  than  a  mutual  savings 
bank)  which  transacts  its  ordinary  hanking  business  strictly  as  a  savings  bank 
under  State  laws  imposing  special  requirements  on  such  banks  governing  the 
manner  of  investing  their  funds  and  of  conducting  their  business:  Provided, 
That  the  bank  maintains,  until  maturity  date  or  until  withdrawn,  all  deposits 
made  with  it  (other  than  funds  held  by  it  In  a  fiduciary  capacity)  as  time  sav- 
ings deposits  of  the  specific  term  type  or  of  the  type  where  the  right  is  reserved 
to  the  bank  to  require  written  notice  before  permitting  withdrawal :  Provided 
further.  That  such  bank  to  be  considered  a  savings  bank  must  elect  to  become 
subject  to  regulations  of  the  Corporation  with  respect  to  the  redeposit  of  ma- 
turing deposits  and  prohibiting  withdrawal  of  deposits  by  checking  except  In 
cases  where  such  withdrawal  was  permitted  by  law  on  August  23,  1035,  from 
specifically  designated  deposit  accounts  totaling  not  more  than  15  per  centum  of 
tbe  bank's  total  deposits." 
Recommenda  linn 

These  subsections  should  be  deleted. 
Reatott 

There  is  no  need  or  purpose  for  continuing  these  provisions.  The  definition 
of  the  term  "State  hank"  in  subsection  (a)  of  section  3  includes  any  savings 
bank.  The  definition  of  mutual  savings  banks  in  subsection  (f )  of  section  3  was 
necessary  before  the  1950  amendments  of  the  act  repealed  the  provision  per- 
mitting a  separate  fund  for  mutuals  for  the  benefit  of  mutual  savings  banks  and 
depositors  therein.  The  requirements  in  subsection  (g)  of  section  3  as  to  notice 
of  withdrawal  of  savings  deposits,  redeposit  of  maturing  time  deposits,  and 
withdrawal  of  savings  deposits  by  checking  are  provided  in  regulations  of  the 
Corporation  relating  to  the  payment  of  deposits  and  interest  thereon  (12 
C.  F.  H.,  pt.  328),  which  are  uniformly  applicable  to  insured  State  » on  member 
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commercial  and  savings  banks  other  than  mutual  savings  banks  and  saving! 
bank*  In  New  Hampshire  operating  substantially  as  mutual  savings  banks.    The 
Hoard  of  Governor's  regulation  Q  (12  C.  F.  R.,  pt.  217}  makes  similar  pro- 
vision for  national  and  State  member  banks. 
Subject 

Trust  funds  deposited  by  an  Insured  fiduciary  bank  In  a  noninsured  bank. 
Existing  statute 

Subsection  (1)  of  section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  1J.  8.  C.  1813  (1J)  : 

"The  term  'deposit'  means  the  unpaid  balance  of  money  or  its  equivalent  re- 
ceived by  a  bunk  In  the  usual  course  of  business  and  for  which  it  has  given  or 
is  obligated  to  Rive  credit  to  a  commercial,  checking,  savings,  time,  or  thrift 
nccotiut,  or  which  is  evidenced  by  its  certificate  of  deposit,  and  trust  funds  held 
by  such  bank  whether  retained  or  deposited  in  nny  department  of  such  bank  or 
deposited  in  another  bank,  together  with  such  other  obligations  of  a  bank  as 
the  Hoard  of  Directors  shall  And  and  shall  prescribe  by  Its  regulations  to  be 
deposit  liabilities  by  general  usage :  *  •  *  " 

The  first  sentence  of  subsection  (i)  of  section  7  of  the  Federal  Deposit  In- 
surance'Act,  as  amended  (12U.S.C.1S17  (i)>: 

"Trust  funds  held  by  an  insnred  bunk  In  a  fiduciary  capacity  whether  held 
in  its  trust  or  deitfisited  in  nny  other  department  or  In  another  bank  shall  be 
Insured  in  an  amount  not  to  exceed  $10,000  for  each  trust  estate,  and  when  de- 
poHited  by  the  fiduciary  bank  in  another  insured  bank  such  trust  funds  shall  be 
similarly  insured  to  the  fiduciary  bank  according  to  the  trust  estates  repre- 
sented." 
Rccommeitiiation 

The  provisions  set  forth  above  should  be  amended  to  change  the  words 
"anollier  bunk''  to  read  "another  Insured  bank''  in  order  that  trust  funds  re- 
ceived by  an  insured  bank  as  fiduciary  would  not  be  Insured  and  assessable 
when  deposited  by  the  fiduciary  insured  bank  in  a  noninsured  bank. 
Reason 

Trust  funds  received  by  an  insured  bank  In  a  fiduciary  capacity  nnd  deposited 
by  the  fiduciary  insured  bank  in  another  insured  bank  or  in  a  noninsured  bank 
are  assessable  and  insured  up  to  $10,000  for  each  trust  estate.  However,  pro- 
vision is  made  In  the  Federal  Deposit  Insurance  Act  for  the  payment  of  Insured 
deposits  only  at  the  time  an  Insured  bank  is  closed  on  account  of  Inability  to  meet 
the  denmnds  of  its  depositors.  If  the  noninsured  bank,  in  which  such  trust  funds 
are  deposited  by  an  insured  bank  as  fiduciary,  closes  nnd  pays  out  only  a  portion 
[>f  the  deposited  trust  funds,  the  insured  bank,  as  fiduciary,  may  or  may  not  be 
liable  for  the  loss  in  the  trust  funds,  depending  on  whether  such  a  deposit  of  trust 
funds  in  a  noninsured  bank  was  proper  or  legal.  In  any  event,  the  questions 
may  arise  whether  the  Corporation  is  liable  for  Insurance  on  the  loss  of  such 
trust  funds  deposited  in  a  noninsured  bank  which  haR  closed  when  the  Insured 
bank,  as  fiduciary,  is  or  Is  not  liable  for  the  loss  and,  If  the  Corporation  Is  liable, 
whether  the  Corporation  must  pay  the  amount  of  such  loss  at  the  time  of  the 
closing  of  the  noninsured  bank  or  whenever  the  fiduciary  Insured  bank  Is  closed 
on  account  of  inability  to  meet  the  demands  of  Its  depositors.  The  ambiguity 
in  the  above  provisions  of  the  law  presents  two  undesirable  alternatives.  One 
is  the  insurance  by  the  Corporation  of  funds  in  a  noninsured  bank  over  which 
the  Corporation  has  no  supervision.  The  other  is  the  Indefinite  postponement 
of  tin-  payment  of  insurance  on  a  loss,  incurred  In  a  noninsured  hank,  on  a 
deposit  of  trust  funds  by  a  fiduciary  insured  bank  on  which  deposit  assessments 
have  been  paid.  The  amendments  recommended  herein  would  resolve  this  prob- 
lem by  providing  that  trust  funds  received  by  an  Insured  bank  as  fiduciary  would 
not  be  insured  and  assessable  when  deposited  Ivy  the  fiduciary  Insured  bank  In 
a  noninsured  bank.  When  such  trust  funds  are  retained  by  the  fiduciary  Insured 
bank  or  when  they  are  deposited  by  the  fiduciary  insured  bank  In  another  In- 
sured bank,  tlicy  would  be  insured  nnd  assessable  ns  under  present  law. 
S  ii  bjrrt 

UflEhl  of  mainland  Insnred  bank  to  exclude  from  deposit  Insurance  deposits 
.-fits  branches  In  Alaska,  Hawaii,  or  the  Virgin  Islands. 
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g  statute 

The  second  and  third  provisos  of  subsection  (1)  of  section  3  of  the  Federal 
Deposit  Insurance  Act,  as  amended  ( 12  U.  8.  C.  1813  (1) )  : 

"Provided  further.  That  any  Insured  bank  having  its  principal  place  of  business 
In  any  of  the  States  of  the  United  States  or  In  the  District  of  Columbia  which 
maintains  a  branch  In  any  Territory  of  the  United  States,  or  the  Virgin  Islands 
may  elect  to  exclude  from  Insurance  under  this  Act  its  deposit  obligations  which 
are  payable  only  at  such  branch,  and  upon  so  electing  the  Insured  bank  with 
respect  to  such  branch  shall  comply  with  the  provisions  of  this  Act  applicable 
to  the  termination  of  Insurance  by  nonmember  banks :  Provided  further.  That 
the  bank  may  elect  to  restore  the  Insurance  to  such  deposits  at  any  time  its 
capital  stock  is  unimpaired." 
Reoomm  endation 

These  provisos  should  be  repealed  to  terminate  the  right  of  any  mainland 
bank  to  exclude  from  deposit  Insurance  the  deposit  obligations  of  any  of  its 
branches  in  any  Territory  of  the  United  States  or  the  Virgin  Islands. 
Beaton 

There  are  no  mainland  insured  banks  operating  branches  in  Alaska,  Hawaii, 
or  the  Virgin  Islands.  In  1852  the  right  of  mainland  banks  to  exclude  from 
insurance  the  deposits  of  their  branches  in  Puerto  Rico  was  removed  from  the 
second  proviso  of  subsection  (1)  of  section  3  (86  Stat.  805).  Insured  hanks 
should  not  be  permitted  to  exclude  from  deposit  Insurance  any  deposit  obliga- 
tions In  places  where  the  statute  provides  for  the  Insurance  of  deposits,  which 
are  the  States  of  the  United  States,  the  District  of  Columbia,  any  Territory 
of  the  United  States,  Puerto  Hico,  Guam,  and  the  Virgin  Islands. 
Subject 

Interest  on  deposits  to  date  of  closing  of  an  Insured  bank. 
X ' xinting  statute 

The  first  sentence  of  subsection  (m)  of  section  3  of  the  Federal  Deposit 
Insurance  Act,  as  amended  (12  U.  S.  C.  1813  (m))  : 

"The  term  'Insured  deposit'  means  the  net  amount  due  to  any  depositor  for 
deposits  In  an  insured  bank  (after  deducting  offsets)  less  any  part  thereof  which 
Is  Id  excess  of  $10,000." 
Recommendation 

A  provision  should  be  added  after  tills  sentence  to  Include  in  the  net  amount 
of  deposits  In  determining  insured  deposits  any  Interest  accruing  up  to  the  date 
of  the  closing  of  an  insured  bank. 
Reatan 

Interest  which  has  been  credited  to  a  deposit  account  is  considered  a  deposit. 
Interest  which  has  accrued  but  which  has  not  been  credited  to  a  deposit  account 
Is  not  considered  a  deposit  and  Is  not  included  In  determining  insured  deposits. 
Interest  Is  generally  paid  or  credited  semiannually  and  quarterly.  We  believe 
that  depositors  should  receive  this  protection  and  the  paperwork  involved  in  any 
receivership  for  small  interest  claims  should  be  eliminated  with  resulting 
economies.  This  change  would  Involve  a  relatively  small  increase  In  insured 
deposits. 
Subject 

Transferred  deposit  made  available  to  a  depositor  as  payment  of  bis  insured 
deposit  In  a  closed  bank. 
Existing  statute 

Subsection  (n)  of  section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  C.  1813  (n|): 

"The  term  "transferred  deposit'  means  a  deposit  In  a  new  bank  or  other  Insured 
bank  made  available  to  a  depositor  by  the  Corporation  as  payment  of  the  Insured 
deposit  of  such  depositor  in  a  closed  bank,  and  assumed  by  such  new  bank  or 
other  insured  bank." 

Subsection  (f )  of  section  11  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  8.  C.  1821  (f)): 

"Whenever  an  insured  bank  shull  have  been  closed  on  account  of  Inability  to 
meet  the  demands  of  Its  depositors,  payment  of  the  Insured  deposits  [n  sucb 
bank  shall  be  made  by  the  Corporation  as  soon  as  possible,  subject  to  the  pro- 
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visions  of  subsection  (g)  of  this  section  either  (1)  by  cash  of  (2)  by  E 
available  to  each  depositor  a  transferred  deposit  in  a  new  bank  In  the  same 
community  or  In  another  insured  bank  in  an  amount  equal  to  the  insured  deposit 
of  such  depositor :  Provided,  That  the  Corporation,  in  Its  discretion,  may  require 
proof  of  claims  to  be  filed  before  paying  the  Insured  deposits,  anil  that  In  any 
ciise  where  the  Corporation  Is  not  satisfied  as  to  the  validity  of  a  claim  for 
an  insured  deposit,  It  may  require  the  final  determination  of  a  court  of  compe- 
tent jurisdiction  before  paying  such  claim." 
Recommendation 

These  subventions  should  he  amended  to  expressly  provide  that  a  transferred 
deposit  is  payable  on  demand. 

A  transferred  deposit  made  available  to  a  depositor  as  payment  of  bis  insured 
deposit  in  a  closed  bank  Is  a  demand  deposit,  tt  was  expressly  provided  In 
the  Federal  Deposit  Insurance  Act  before  the  amendments  of  1950  (12  TJ.  S.  C. 
204  (1)  (6))  that  a  transferred  deposit  was  "subject  to  withdrawal  on  demand." 
The  rules  and  regulations  of  the  Corporation  provide  that  a  transferred  deposit 
is  a  demand  deposit  (12  C.  F.  R.  305.1).  The  reassurance  of  depositors  on  tills 
important  matter  makes  it  desirable  that  tbe  statute  again  expressly  provide 
that  a  transferred  deposit  Is  payable  on  demand. 
Huhjirt 

Definition  of  brunch  to  include  one  anywhere  instead  of  those  where  deposits 

Subsection  (o)  of  section  3  of  the  Federal  Deposit  Insurance  Act,  as 
amended  (12  U.  S.  C.1S13  (o)j: 

"The  term  brunch'  includes  any  branch  bank,  branch  office,  branch  agency, 
additional  office,  or  any  brunch  place  of  business  located  In  any  State  of  the 
United  St ii ten  or  in  any  Territory  of  the  United  States,  Puerto  Rico,  Guam,  or 
Un'  Virgin  Islands  at  which  deposits  are  received  or  checks  paid  or  money  lent." 
Ilrrtintnxuduluin 

This   subsection   should   lie   amended   to   chance   the   definition   of   the   word 
"branch"  in  Include  a  branch  anywhere  rather  than  a  branch  in  the  places 
named  in  the  present  definition. 
Itiaivn 

An  insured  Stale  iionnieinber  bunk  must  obtain  the  consent  of  the  (.'orjTa- 
rioti  to  establish  or  move  a  branch  (12  U.  S.  l\  1N28  <d)).  The  definition  of  the 
word  "branch"  in  subsection  (oi  of  section  3  Is  limited  to  one  located  in  any 
State  of  the  ("lilted  States  or  in  any  Territory  of  the  United  States.  Puerto  Rico, 
Kiinm  or  tbe  Virgin  Islands,  which  are  the  places  where  deposits  are  insured. 
Tbe  establishment  of  branches  by  national  banks  and  by  Stare  member  banks 
in  oilier  plii'-ps.  mnit  lip  approved  hy  the  Hoard  of  Governors  of  the  Federal  Re 
t-ervo  System  (12  U.  S.  (.'.  321,  COlt.  Because  of  the  risks  Involved  to  tbe  capital 
funds  of  an  insured  State  fonmember  bank  in  establishing  a  branch  anywhere, 
tbe  consent  »f  the  <'or|ioratiori  should  be  required  to  the  establishment  of  such  a 
branch  anywhere. 
*■"«  bjcet 

Insurance  of  deposits  in  national  banks, 
K-rhtiiiii  statute 

The  lirst  sentence  or  subsection  lb)  of  section  -I  of  the  Federal  Deposit  In- 
surance Act.  as  amended  (12  IT.  S.  O.  181-1  (b)  >  : 

"Uieiy  (i'llional  niemW'r  bank  which  is  mttlinristed  to  commence  or  resume  the 
Vi-:u.'.>  ,,i  l,jinl,iiif.',  ;iml  which  is  engaged  in  the  liusiuess  of  receiving  deposits 
oilier  limn  Irusi  funds  as  herein  defined,  and  every  such  national  iionmeniber 
Inol;  which  lii'Cinies  a  member  of  the  Federal  Reserve  System,  and  every  State 
l.-iiik  irbMi  Is  .-onierted  into  a  national  member  bank  or  which  becomes  a 
nii'in'.ei-  of  Hie  Fccb'ral  Reserve  System,  and  which  is  engaged  In  the  business 
f  receiving  d.']i!i«iis.  other  than  trust  funds  as  herein  defined,  shall  be  an  in- 
sured bank  from  the  lime  it  is  authorized  to  commence  or  resume  t 
becomes  a  member  of  the  Federal  Reserve  System." 
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The  first  sentence  of  section  5  of  the  Federal  Deposit  Insurance  Act,  as 
amended  (12  U.  S.  C.  1S1B)  : 

"Subject  to  the  provisions  of  this  act,  any  national  nonmeber  bank  which 
Is  engaged  In  the  business  of  receiving  deposits,  other  than  trust  funds  as  herein 
defined,  upon  application  by  the  hank  and  certification  by  the  Comptroller  of  the 
Currency  in  the  manner  prescribed  In  subsection  (b|  of  section  4  and  any  State 
nonmember  bank,  upon  application  to  and  examination  by  the  Corporation  and 
approval  by  the  Board  of  Directors,  may  become  an  insured  bank." 
Recommendation 

These  provisions  should  be  amended  to  require  any  national  bank  to  be  an 
insured  bank. 
Season 

All  national  banks  In  the  States  of  the  United  States  and  the  District  of  Co- 
lombia are  required  to  lie  members  of  the  Federal  Reserve  System  (12  U.  S.  C. 
282  and  222)  and  to  bo  Insured  banks.  A  national  bank  in  Alaska,  Hawaii, 
Puerto  Rico,  Guam,  or  the  Virgin  Islands  may  become  an  Insured  bank.  The 
Bishop  National  Bank  of  Hawaii  is  now  the  only  national  bank  that  fs  not 
insured.  For  the  purpose  of  uniformity  no  national  bank  should  be  able  to 
deny  Federal  deposit  insurance  to  its  depositors. 
Subject 

Change  of  term  "thorough  examination"  to  "examination." 
Jl  sin  tiny  statute 

The  second  sentence  of  section  ii  of  the  Federal  Deposit  Insurance  Act,  as 
amended  (12  U.  S.  C.  181.1) : 

"Before  approving  the  application  of  any  such  State  nonmember  bank,  the 
Board  of  Directors  shall  give  consideration  to  the  factors  enumerated  in  section 
■6  and  shall  determine,  upon  the  basis  of  a  thorough  examination  of  such  bank, 
that  its  assets  in  excess  of  its  capital  requirements  are  adequate  to  enable  it  to 
meet  all  of  Its  liabilities  to  depositors  and  other  creditors  as  shown  by  the 
"books  of  the  l>ank." 
ftecommenda  (ton 

This  sentence  should  be  amended  to  change  the  words  "n  thorough  examina- 
tion" to  the  words  "an  examination." 
Reason 

Reference  is  made  in  the  act  in  several  place 
of  "thorough."    This  is  an  editorial  change  t 
general  usage  of  the  act. 
Subject 

Maintenance  of  assessment  records  by  insured  banks. 
Existing  statute 

The  fourth  sentence  of  subsection  (a)  of  section  7  »f  the  Federal  Deposit 
Insurance  Act,  as  amended  (12  U.  S.  C.  1817  (a) ) : 

"Each  insured  bank,  as  a  condition  to  the  right  to  make  any  such  deduction 
or  exclusion  in  determining  its  assessment  base,  shall  maintain  such  records  as 
will  readily  permit  verification  of  the  correctness  thereof." 
Recommen  dation 

This  sentence  should  be  amended  to  provide  that  the  bank  shall  he  required 
to  maintain  such  records  only  for  a  period  of  5  years. 

It  is  an  unnecessary  burden  upon  the  insured  banks  to  require  them  to  main- 
tain such  records  indefinitely.  Subsection  (gj  of  section  7  provides  a  5-year 
statute  of  limitation  on  actions  brought  for  the  recovery  of  any  assessment  due 
to  the  Corporation  or  fur  the  recovery  of  any  amount  paid  to  the  Corporation  in 
excess  of  the  amount  due,  except  where  the  bank  has  filed  a  false  or  fraudulent 
certified  statement  with  intent  to  evade  the  payment  of  assessment,  in  which 
ease  the  claim  shall  not  be  deemed  to  have  accrued  until  the  discovery  by  the 
Corporation  that  the  certified  statement  was  false  or  fraudulent.  The  effect  of 
the  proposed  amendment  vonld  l>e  that,  In  an  action  for  assessments  brought 
by  the  Corporaliou  beyond  the  r>-year  period  in  connection  with  an  allegedly 
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calendar  year"  la  too  restrictive  and  should  be  enlarged  to  permit  the  inclusion  of 
any  such  coats  which  for  any  reason  were  Incurred  and  not  paid  In  previous 
years. 

(e)  As  potential  losses  may  Include  losses  which  are  not  technically  Insurance 
losses,  the  reserves  should  not  be  limited  to  those  established  for  Insurance 


Limitation  on  actions  for  assessment  payments. 
Emitting  ttatute 

Subsection  (g)  of  section  7  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  8.C.  1817  <g)): 

"The  Corporation,  In  a  suit  brought  at  law  or  la  equity  In  any  court  of  com- 
petent jurisdiction,  shall  be  entitled  to  recover  from  any  insured  bank  the 
amount  of  any  unpaid  assessment  lawfully  payable  by  such  insured  bank  to  the 
Corporation,  whether  or  not  such  bank  shall  have  Hied  any  such  certified  state- 
ment and  whether  or  not  suit  shall  have  been  brought  to  compel  the  bank  to  file 
any  such  statement  No  action  or  proofing  shall  be  brought  for  the  recov- 
ery of  any  assessment  due  to  the  Corporation,  or  for  the  recovery  of  any  amount 
paid  to  the  Corporation  In  excess  of  the  amount  due  to  it,  unless  such  action 
or  proceeding  shall  have  been  brought  within  five  years  after  the  right  accrued 
for  which  the  claim  is  made,  except  where  the  insured  bank  has  made  or  filed 
with  the  Corporation  a  false  or  fraudulent  certified  statement  with  the  intent 
to  evade,  in  whole  or  in  part,  the  payment  of  assessment,  In  which  case  the 
claim  shall  not  be  deemed  to  have  accrued  until  the  discovery  by  the  Corpora- 
tion that  the  certified  statement  is  false  or  fraudulent :  Provided,  Ktnoever, 
That  where  a  cause  of  action  has  already  accrued,  aud  the  period  herein  pre- 
scribed within  which  an  action  may  be  brought  has  expired,  or  will  expire 
within  one  year  from  the  date  this  amendment  becomes  effective,  an  action  may 
be  brought  on  such  cause  of  action  within  one  year  from  the  effective  date  of 
this  amendment:  And  provided  further,  That  no  action  or  proceeding  shall  be 
brought  for  the  recovery  of  any  assessment  on  deposits  alleged  to  have  been 
omitted  from  the  assessment  base  of  any  insured  bank  for  any  year  prior  to 
1945  except  that  any  claim  of  the  Corporation  for  the  payment  of  any  assess- 
ment may  be  offset  by  It  against  any  claim  of  the  bank  for  the  overpayment  of 
any  assessment." 
Recommenda  (ion 

The  first  proviso  of  subsection  (d)  of  section  7  should  be  deleted. 
Reason 

The  first  proviso  of  subsection  (d)  of  section  7  is  obsolete. 
Stthjeel 

Procedure  for  voluntary  and  Involuntary  termination  of  insured  status  of 

Emitting  statute 

The  first  five  sentences  of  suhsectlon  (a)  of  section  8  of  the  Federal  Deposit 
Insurance  Act,  us  amended  (12  U.  S.  C.  1818  (a))  : 

"Any  Insured  bank  (except  a  national  member  hank  or  State  memher  bank) 
may,  upon  not  less  than  90  days'  written  notice  to  the  Corporation,  and  to  the 
Reconstruction  Finance  Corporation  If  it  owns  or  holds  ns  pledgee  any  preferred 
stock,  capital  notes,  or  debentures  of  such  bank,  terminate  its  status  as  an  Insured 
bank.  Whenever  the  Board  of  Directors  shall  find  that  an  Insured  bank  or  its 
directors  or  trustees  have  continued  unsafe  or  unsound  practices  in  conducting 
the  business  of  such  bank,  or  have  knowingly  or  negligently  permitted  any  of 
its  officers  or  agents  to  violate  any  provision  of  nny  law  or  regulation  to  which 
the  insured  bank  is  subject,  the  Board  of  Directors  shall  first  give  to  the  Comp- 
troller of  the  CuiTciic-y  in  the  case  of  a  national  hank  or  a  District  bank,  to  the 
authority  having  supervision  of  the  bank  in  the  case  of  a  State  bank,  or  to  the 
Board  of  Governors  of  the  Federal  lteserve  System  in  the  case  of  a  State  mem- 
ber hank,  a  statement  with  respect  to  such  practices  or  violations  for  the  purpose 
of  securing  the  correction  thereof  and  shall  give  a  copy  thereof  to  the  hank. 
Unless  such  correction  shall  be  made  within  one  hundred  and  twenty  days  or 
such  shorter  period  of  time  as  the  Comptroller  nt  the  Currency,  the  State  author- 
ity, or  Board  of  Governors  of  the  Federal  Reserve  System,  as  the  case  may  be, 
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(c)  Although  the  present  statutory  correction  period  of  120  'lays  subject 
to  shortening  by  the  appropriate  supervising  authority  has  worked  well  in  most 
cases,  It  Is  desirable  and  preferable  that  an  alternative  20-day  statutory  correction 
period  he  provided,  but  with  its  application  being  limited  to  those  cases  where 
the  Board  of  Directors  of  the  Corporation  In  its  discretion  has  determined  that 
the  Insurance  risk  of  the  Corpora  tlon  is  unduly  jeopardized.  An  obvious  example 
of  such  a  situation  would  be  where  the  capital  structure  of  the  particular  bank 
la  so  depleted  that  a  deposit  exposure  exists,  or  a  situation  where  only  a  small 
amount  of  sound  capital  remains.  In  such  emergency  situations,  where  the  bank 
continues  operation  In  an  unsafe  and  unsound  condition,  the  insurance  risk  is 
markedly  increased.  It  Is  desirable  that  the  alternative  20-day  correction  period 
be  specified  in  the  statute  rather  than  to  place  reliance  on  the  exercise  of  dis- 
cretion by  the  appropriate  supervisory  authority  in  shortening  the  present  120- 
day  period  in  such  emergencies. 

(d)  It  Is  preferable  that  the  appropriate  State  supervisory  authority  be  given 
the  power  to  shorten  the  correction  period  In  all  oases  Smoking  Stutt?  hunks 
and  not  limited  to  State  nonmember  banks,  as  in  the  present  statute.  Ibis 
change  Is  desirable  in  the  case  of  State  member  banks  because  they  are  subject 
to  the  primary  supervision  of  the  State  su[tfrvisory  authority.  Another  federal 
agency  should  not  be  empowered  to  shorten  the  time  in  such  cases. 

(e)  and  (/)  It  is  recommended  that  the  existing  fifth  sentence  he  transposed 
In  order  that  the  statute  may  flow  in  logical  sequence  and  that  the  additional 
words  ''upon  such  evidence"  be  added  after  the  beginning  word  "If"  as  this  seu- 
tence  provides  for  involuntary  terminattinn  by  the  Board  of  Directors  following 
a  contested  bearing  upon  the  Hoard  making  findings  tlmt  ruiy  of  tin-  unsafe  and 
Unsound  practices  or  violations  speoiiicd  in  its  original  statement  instituting  the 

proceedings  have  been  established  and  nut  corrected  within  tltc  prescribed  cor- 
rection period.  It  is  recommended  that  tne  existing  fourth  sentence  in  the 
Statute  become  the  new  fifth  sentence  for  the  reason  that  it  makes  provision 
for  the  situation  where  the  bank  does  not  appear  at  the  hearing  by  a  duly 
authorized  representative.  As  the  statute  reads  at  present,  there  is  doubt 
whether  or  not  It  is  necessary,  where  the  bank  does  not  appear  at  the  hearing, 
for  Corporation  counsel  to  present  sufficient  evidence  upon  which  the  Board  of 
Directors  may  subsequently  made  findings  as  a  result  of  such  ex  parte  proceed- 
ings prior  to  Its  order  of  involuntary  termination  of  insured  status.  It  is, 
therefore,  proposed  to  amend  this  sentence  by  providing  that  termination  of 
Insured  status  thereupon  may  be  ordered  to  make  it  crystal  clear  that  no  evidence 
whatsoever  need  bo  submitted  to  the  Board  of  Directors  or  the  person  desig- 
nated to  conduct  the  hearing,  as  the  case  may  be.  in  those  cases  where  a  time 
and  place  for  hearing  have  been  set  as  prescribed  and  the  bank  does  not  put  in 
an  appearance.  The  existing  statute  provides  that  the  bank  Is  deemed  to  have 
consented  to  termination  and  this  change  would  simply  make  It  clear  that  no 
further  proof  Is  necessary,  and  that  ,if  a  person  is  designated  by  the  lizard  of 
Directors  to  conduct  the  hearing,  he  shall  certify  that  the  bank  did  not  appear. 
Subject 

Kedesignation  of  provisions  of  section  0  of  the  Federal  Deposit  Insurance  Act. 
Exit  ting  statute 

Section  8  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  C.  1819)  : 

"Upon  the  date  of  enactment  of  the  Hanking  Act  of  1(133,  the  Corporation 
shall  become  a  body  corporate  and  as  such  shall  have  power— 

"First.  To  adopt  and  use  a  corporate  seal. 

"Second.  To  have  succession  until  dissolved  by  an  Act  of  Congress. 

"Third.  To  make  contracts. 

"Fourth.  To  sue  and  be  sued,  complain  and  defend,  in  any  court  of  law  or 
equity,  State  or  Federal.  All  suits  or  a  civil  nature  at  common  law  or  in  equity 
to  which  the  Ci'ii'oiuti'ni  shall  be  a  party  shall  be  deemed  to  arise  under  the 
laws  of  the  United  Slates:  I-niviilr-l,  That  any  such  suit  to  which  the  Corpora- 
tion is  a  party  in  its  capably  us  receiver  of  a  State  bank  and  which  involves 
only  the  rights  or  obligations  of  depositors,  creditors,  stiickln-ldcrs,  and  such 
State  bank  under  the  State  law  shall  not  be  deemed  to  arise  under  the  laws  of 
the  United  States.  No  attachment  or  execution  shall  be  issued  against  the  Cor- 
poration or  Its  property  before  final  judgment  ii>  any  suit,  action,  or  prooeediun 
In  any  State,  county,  municipal,  or  United  States  court.  The  Board  of  Directors 
shall  designate  an  agent  upon  which  service  of  process  may  be  made  in  any 
State,  Territory,  or  jurisdiction  in  which  any  insured  bank  is  located. 
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"Fifth.  To  appoint  by  its  Board  of  Directors  such  officers  and  employee*  a* 
lire  not  other  wine  provided  for  In  tills  Act,  to  dellne  their  duties,  fix  their  com- 
pensation, require  bonds  of  them  and  fix  the  penalty-  thereof,  aud  to  dismiss  at 
pleasure  such  officers  or  employees.  Nothing  in  this  or  tiny  other  Act  shall  lie 
construed  to  prevent  the  uppoliitnient  and  compensation  as  nu  officer  or  employee 
nf  the  CoriKirtitiou  of  any  officer  or  employee  of  the  United  States  in  any  board, 
commission,   independent  establishment,   or  executive  department  thereof. 

"Sixth.  To  prescribe,  by  its  Board  of  Directors,  bylaws  not  inconsistent  with 
law,  regulating  the  manner  In  which  Its  general  business  may  be  conducted,  and 
the  privileges  granted  to  it  by  law  may  be  exercised  and  enjoyed. 

"Seventh.  To  exercise  by  its  Board  of  Directors,  or  duty  authorized  officer! 
or  agents,  all  powers  specifically  granted  by  the  provisions  of  this  Act,  and  such 
incidental  powers  as  shall  be  necessary  lo  carry  out  the  powers  so  granted. 

"Eighth.  To  make  examinations  of  and  to  require  information  and  reports 
from  hanks,  as  provided  in  this  Act. 

•'Xinlh.  To  net  as  receiver. 

"Tenth.    To  prescribe  by  its  Board  of  Directors  sncli  rules  mid  regulations  ai 
It  may  deem  necessary  to  carry  out  the  provisions  of  this  Act." 
Recommendation 

The  provisions  of  section  8  designated  "First"  to  "Tcntli"  should  he  redesig- 
nated "(a)"  to  "lj>"  resjieet  Ively. 
Jtfanmt 

This  redesign  at  ion  should  be  made  to  conform  the  subdivisions  of  section  9  to 
the  designations  used  in  ali  other  sections  of  the  act. 

Employment,  separation  or  compensation  of  officers,  employees,  attorneys,  and 
agents. 
Exvtting  statute 

The  first  sentence  of  section  8  Fifth  of  the  Federal  Deposit  Insurance  Act,  u 
amended  1 12  V.  S.  C.  1810  Fifth)  : 

"To  appoint  by  Its  Board  of  Directors  such  officers  and  employees  ax  are  Dot 
otherwise  provided  for  in  this  Act,  to  define  their  duties,  fix  their  compensation, 
r on u ire  bends  of  them  and  fix  the  penalty  thereof,  and  to  dismiss  at  pleasure  such 
officers  or  employees." 
Rrtiiiumcnilatton 

This  sentence  should  be  amended  to  expressly  provide  that  the  Corporation 
shall  have  (lie  power  without  regard  to  the  provisions  of  any  lawB  relating  to  the 
employment,  separation,  or  compensation  of  officers  or  employees  of  the  United 
States,  to  appoint  by  its  Board  of  Directors  officers,  employees,  attorneys  and 
agents,  io  dismiss  av  pleasure  any  officer,  employee,  attorney  or  agent,  to  define 
lii-ir  duties,  tix  their  compensation,  require  bonds  of  them  and  fix  tlie  penalty 
I  h.-reof. 

inasmuch  as  the  existing  statute  at  the  time  of  its  enactment  was  patterned 
afier  ihe  authority  of  each  of  the  12  Federal  Reserve  banks  by  the  use  of  ldentl- 
rail  language,  the  Corporation  has  maintained  in  view  of  the  reenactment  of 
this  identical  language  in  11150  that  appointments  and  dismissals  are  not  now 
subject  to  the  Civil  Service  laws  and  regulations.  This  amendment  Is  proposed 
to  remove  any  doubt  as  to  the  Corporation's  authority  In  this  respect. 

Application  by  Corporation  for  Bubpena  for  the  purpose  of  any  hearing,  exanv 
iuaiion.  or  investigation. 
R.rixtinij  At'ttlltC 

The  first  and  second  sentences  »f  subsection  (c>  of  section  10  of  the  Federal 
Deposit  Insurance  Act.  as  amended  ill'  I".  S.  C.  1KM1  (<■)): 

•Fur  tbe  purpose  of  any  hearing  under  this  Act.  the  Board  of  Directors,  any 
member  thereof  or  any  person  designated  by  the  Board  of  Directors  to  conduct 
any  such  Ilea  lit  u;s.  is  empowered  to  administer  oaths  and  affirmations,  subpena 
niiy  officer  nr  employee  of  the  insured  bank,  compel  his  attendance,  take  evi- 
dence, take  depositions  and  require  the  production  of  any  books,  records,  or  othef 
papers  <-r  the  1 11*11  red  bank  which  are  relevant  or  material  to  the  Inqnlrv.     F.ir 
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the  purpose  of  any  hearing,  examination,  or  Investigation  under  this  Act,  the 
Board  of  Directors  may  apply  to  any  judge  or  clerk  of  any  court  of  the  United 
States  within  the  jurisdiction  of  which  such  hearing,  examination,  or  investiga- 
tion is  carried  on,  or  where  such  person  resides  or  carries  on  business,  to  issue 
a  lubpena  commanding  each  person  to  whom  it  is  directed  to  attend  and  give 
testimony  or  for  the  taking  of  his  deposition  and  to  produce  books,  records,  or 
other  papers  relevant  or  material  to  such  hearing,  examination,  or  Investiga- 
tion at  a  time  and  place  and  before  a  person  therein  specified." 


The  second  sentence  of  subsection  (c),  relating  to  the  application  for  assist- 
'  i  courts  of  the  United  States  in  compelling  witnesses  to  testify  and 
■ooka  and  records  in  connection  with  any  hearing,  examination,  or  in- 
i  under  the  Federal  Deposit  Insurance  Act,  should  be  amended  by 
substituting  the  word  "Corporation"  for  the  words  "Board  of  Directors." 
Beaton 

This  amendment  would  eliminate  any  requirement  that  the  Board  of  Directors 
must  Itself  act  in  seeking  the  aid  of  United  States  courts  and  would  permit 
officers  or  employees  of  the  Corporation  actually  on  the  scene  of  the  hearing  to 
■nply  directly  to  these  courts  for  such  assistance.  Obviously,  It  wonld  be  Im- 
practical and  unnecessary  to  require  the  Board  of  Directors  to  formally  act  in 
these  matters.  The  necessity  for  compulsory  testimony  or  production  of  evi- 
dence might  occur  suddenly  and  unexpectedly  and  under  circumstances  where 
the  assistance  of  the  court,  unless  Immediately  available,  would  be  of  little 
value. 
Sut>j«ct 

Immunity  from  prosecution  to  persons  compelled  to  testify  or  produce  docu- 
mentary evidence. 
Routing  statute 

The  last  sentence  of  subsection  (d)  of  section  10  of  the  Federal  Deposit 
Insurance  Act.  as  amended  {12  U.  S.  C.  1820  (d) )  : 

"No  person  sball  be  excused  from  attending  and  testifying  or  from  producing 
books,  records,  or  other  papers  in  obedience  to  a  subpena  issued  under  the 
authority  of  this  Act  on  the  ground  that  the  testimony  or  evidence,  docu- 
mentary or  otherwise,  required  of  him  may  tend  to  incriminate  him  or  subject 
him  to  penalty  or  forfeiture ;  but  no  individual  shall  he  prosecuted  or  subject 
to  any  penalty  or  forfeiture  for  or  on  account  of  an.  transaction,  matter,  or 
thing  concerning  which  he  is  compelled  to  testify  or  produce  evidence,  docu- 
mentary or  otherwise,  after  having  claimed  his  privilege  against  self-incrimina- 
tion, except  that  such  Individual  so  testifying  shall  not  be  exempt  from  prosecu- 
tion and  punishment  for  perjury  committed  in  so  testifying." 
Recommendation 

The  last  sentence  of  subsection  (d)  of  section  10  which  grants  immunity 
from  prosecution  to  persons  compelled  to  testify  or  produce  documentary  evi- 
dence should  be  deleted. 

It  is  believed  that  the  slight  benefits  resulting  from  requiring  persons  to 
testify  or  to  produce  records  In  connection  with  hearings  under  the  act.  do  not 
warrant  a  grant  of  Immunity  from  Federal  prosecution  to  such  persons  who  might 
otherwise,  in  the  best  Interest  of  the  public,  be  prosecuted  for  their  criminal 
acts.  With  the  removal  of  the  immunity  from  prosecution  now  contained  in  this 
■taction  the  witness  is  entitled  to  resort  to  the  constitutional  safeguards  against 
compulsory  self-lncritnlnalng  testimony.  Nevertheless,  he  may  be  tried  for 
criminal  acts  where  the  prosecution  is  based  upon  evidence  discovered  elsewhere. 
Subject 

Certification  of  records. 
Exit  ting  statute 

Subsection  (g)  of  section  10  of  the  Federal  Deposit  Insurance  Act,  ss  amended 
{12  U.  S.  C.  1820  <*)): 

"The  Corporation  mny  cause  any  and  all  records,  papers,  or  documents  kept  by 
it  or  In  its  possession  or  custody  to  be  photographed  or  micro  photographed  or 
otherwise  reproduced  upon  film,  which  photographic  film  shall  comply  with  the 
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minimum  standards  of  quality  approved  for  permanent  photographic  I 
by  the  National  Bureau  of  Standards.  Such  photographs,  micro  photographs,  or 
photographic  film  or  copies  thereof  shall  be  deemed  to  be  an  original  record  for  alt 
purposes,  including  Introduction  In  evidence  In  all  State  and  Federal  courts  or 
administrative  agencies  and  shall  be  admissible  to  prove  any  act,  transaction, 
occurrence,  or  event  therein  recorded.  Such  photographs,  microph olographs,  or 
reproductions  shall  be  preserved  In  such  manner  as  the  Board  of  Director*  of  the 
Corporation  shall  prescribe  and  the  original  records,  papers,  or  documental  may  be 
destroyed  or  otherwise  disposed  of  as  the  Board  shall  direct" 
Reno  mmendation 

Subsection  (g>  of  section  10  should  be  amended  by  adding  a  provision  that 
copies  of  original  records,  papers,  or  documents  kept  by  the-  Corporation  or  In 
its  possession  or  custody,  may  be  Introduced  in  evidence  upon  certification  by 
the  secretary  of  the  Corporation,  over  the  Corporation's  seal,  that,  the  copies  are 
true  and  correct  copies  of  the  originals. 
Reason 

Tills  change  would  do  away  with  the  burdensome  task  presently  required  to 
authenticate  copies  of  records  for  introduction  in  evidence  under  rule  44  of  toe 
Federal  Rules  of  Civil  Procedure.  This  rule,  In  addition  to  requiring  attestation 
by  the  officer  having  the  legal  custody  of  the  record,  requires  that  such  attesta- 
tion be  accompanied  by  a  certificate  made  by  one  of  the  specified  public  officers 
having  a  seal  to  the  effect  that  the  attesting  officer  has  custody  of  the  record. 
Under  this  amendment  copies  of  the  Corporation's  records  would  be  admissible 
In  evidence  simply  upon  certification  by  the  secretary  of  the  Corporation  that 
they  are  true  and  correct  copies  of  the  originals.  The  amendment  would  not  be 
in  conflict  with  rule  44  which  provides,  in  paragraph  (c)  thereof,  that  the  rale 
does  not  prevent  the  proof  of  official  records  by  any  method  authorized  by  any 
applicable  statute.  This  amendment  would  also  clarify  the  present  subsection 
10  4  g)  which  makes  such  copies  admissible  in  evidence  but  falls  to  prescribe  the 
manner  for  authenticating  copies  of  such  records  by  the  secretary  of  the  Corpora- 
tion. 
Subject 

Deposit  insurance  fund. 
Emitting  statute 

Subsection  (a)  of  sect.'on  11  of  the  Federal  Deposit  Insurance  Act,  aa  amended 
<12U.  S.  C.  1321  (a)): 

"The  Temporary  Fedi  i-al  Deposit  Insurance  Fund  and  the  Fund  For  Mutual* 
heretofore  created  pursuant  to  the  provisions  of  section  12B  of  the  Federal 
Reserve  Act,  us  amended,  are  hereby  consolidated  into  a  Permanent  Insurance 
Fund  for  insuring  deposits,  and  the  assets  therein  shall  be  held  by  the  Corporation 
for  the  uses  and  purposes  of  the  Corporation:  Provided,  That  the  obligations  to 
and  rights  of  the  Corporation,  depositors,  banks,  and  other  persona  arising  out 
of  any  event  or  transaction  prior  to  the  effective  date  of  this  amendment  SiaH 
remain  unimpaired.  On  and  after  August  23,  1035,  the  Corporation  shall  insure 
the  deposits  of  all  insured  banks  as  provided  in  this  Act:  Provided  further.  That 
the  insurance  shall  apply  only  to  deposits  of  insured  banks  which  have  bees 
made  available  since  March  10,  1933,  for  withdrawal  In  the  usual  course  of  the 
banking  business:  Provided,  further.  That  If  any  Insured  bank  shall,  without  the 
consent  of  the  Corporation,  release  or  modify  restrictions  on  or  deferments  of 
deposits  which  had  not  been  made  available  for  withdrawal  In  the  usual  course 
of  the  banking  business  on  or  before  August  23,  1935,  such  deposits  shall  not 
be  Insured.  The  maximum  amount  of  the  Insured  deposit  of  any  depositor  shall 
be  $10,000:  Ant!  provided  further,  That  In  the  case  of  banks  closing  prior  to  the 
effective  date  of  this  amendment,  the  maximum  amount  of  the  Insured  deposit 
of  any  depositor  shall  be  $5,000." 
Rrcommentta  Hon 

Subsection  (a)  of  section  11  should  be  amended  to  provide  only  that  the 
assets  of  the  Corporation  shall  be  held  in  a  deposit  insurance  fund  for  Insuring 
deposits  and  for  other  uses  and  purposes  of  the  Corporation,  and  that  the  maxi- 
mum amount  of  the  insured  deposit  of  any  depositor  shall  be  910,000. 
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like  provisions  of  this  subsection  other  than  those  relating  to  the  Insurance 
fond  and  the  maximum  amount  of  the  Insured  deposit  of  auy  depositor  are 
obsolete.  The  words  "permanent  Insurance  fund"  were  used  In  the  1935  amend- 
ments of  the  act  presumably  to  distinguish  the  fund  from  the  temporary  Federal 
deposit  insurance  fund  existing  before  such  amendments.  The  recommended 
"deposit  insurance  fund"  Is  considered  more  appropriate. 
Subieot 

Liability  of  Federal  Deposit  Insurance  Corporation  for  payment  of  Insured 
deposits. 
Baitting  ttatute 

■  Subsections  (b)  and  (f )  of  section  11  of  the  Federal  Deposit  Insurance  Act,  as 
amended  (12  U.  3.  C.  1821  (b)  and  (f )  > : 

"(b)  For- the  purposes  of  this  Act  an  insured  bank  shall  be  deemed  to  have  been 
closed  on  account  of  Inability  to  meet  the  demands  of  Its  depositors  in  any  case 
in  which  it  has  been  closed  for  the  purpose  of  liquidation  without  adequate  provi- 
sion being  made  for  payment  of  Its  depositors. 

"(f)  Whenever  an  Insured  bank  shall  have  been  closed  on  account  of  Inability 
to  meet  the  demands  of  its  depositors,  payment  of  the  insured  deposits  In  such 
bank  shall  be  made  by  the  Corporation  as  soon  as  possible,  subject  to  the  provi- 
sions of  subsection  (g)  of  this  section  either  (1)  by  cash  or  (2)  by  making  avail- 
able to  each  depositor  a  transferred  deposit  in  a  new  bank  in  the  same  community 
Or  in  another  Insured  bank  in  an  amount  equal  to  the  Insured  deposit  of  such 
depositor :  Provided,  That  the  Corporation,  in  its  discretion,  may  require  proof  of 
claims  to  be  Sled  before  paying  the  Insured  deposits,  and  that  in  any  case  where 
the  Corporation  Is  not  satisfied  as  to  the  validity  of  a  claim  for  an  insured  deposit, 
It  may  require  the  final  determination  by  a  court  of  competent  Jurisdiction  before 
paying  such  claim." 
Recommendation 

Subsection  (b)  of  section  11  should  be  amended  to  provide  that  an  insured  bank 
shall  be  deemed  to  have  been  closed  on  account  of  inability  to  meet  the  demands 
of  its  depositors  In  any  case  in  which  It  hag  been  closed  without  adequate  provi- 
sion being  made  for  the  payment  of  insured  deposits. 

Subsection  (f)  of  section  11  should  be  amended  by  deleting  the  proviso  clause 
therefrom  and  transferring  it  to  a  new  subsection  (h). 

A  sew  subsection  <g)  should  be  added  to  section  11  to  provide  that  In  the  event 
that  pursuant  to  State  or  Federal  law  the  control  of  any  Insured  bank  Is  assumed 
by  a  receiver,  conservator,  or  other  statutory  authority  without  adequate  provi- 
sion being  made  for  the  payment  of  the  Insured  deposits,  thereupon  the  Corpora- 
tion shall  promptly  pay  to  depositors  their  insured  deposits  as  herein  provided, 
and  upon  such  payment  the  Corporation  shall  be  subrogated,  in  accordance  with 
the  provision  of  subsection  (1)  (subsection  (g)  of  existing  law),  to  the  rights  of 
such  depositors  to  the  extent  of  such  payment 

A  new  subsection  (b)  should  be  added  to  section  11  to  include  the  present  pro- 
viso clause  of  subsection  (f)  of  section  11  and  a  provision  that  for  the  purpose 
of  discharging  its  insurance  obligation  the  Corporation  shall  have  access  to  all 
books  and  records  of  the  Insured  bank. 

Subsection  (g)  of  section  11  should  be  redesignated  subsection  (1), 


The  existing  law  matures  the  Corporation's  liability  for  payment  of  insured 
deposits  when  an  insured  bank  has  been  closed  for  liquidation  witbont  adequate 
provision  being  made  for  payment  of  its  depositors.  The  recommended  amend- 
ment would  assure  depositors  of  the  payment  of  their  insured  deposits  whenever 
an  insured  bank  has  been  closed  for  any  reason,  or,  while  open,  has  been  placed 
under  the  control  of  a  receiver,  conservator  or  other  statutory  authority,  without 
adequate  provision  being  made  for  the  payment  of  Its  Insured  deposits.  This  will 
prevent  the  postponement  of  the  payment  of  Insured  deposits  by  action  of  a  bank 
supervisory  authority  in  closing  an  Insured  bonk  or  placing  it  In  conservatorship 
for  Indefinite  periods  for  purposes  other  than  liquidation.  Access  by  the  Corpora- 
tion to  the  books  and  records  of  an  insured  bank  Is  essential  for  the  purpose  of 
discharging  the  Insurance  obligation  of  the  Corporation. 
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Subject 

Additional  liability  of  national  bank  stockholders. 
Existing  statute 

Subsection  (il)  of  section  11  of  the  Federal  Deposit  Insurance  Act.  a 
<12U.S.C.1&!1  <d)): 

"Notwithstanding  any  other  provision  of  law,  the  Corporation  as  recelT-er  of 
Corporation  as  such  receiver  to  cause  notice  to  be  given,  by  advertisement  in  sack 
newspajiers  as  It  may  direct,  to  all  persons  having  claims  against  soch  closed 
bank  pursuant  to  section  5235  of  the  Revised  Statutes  ID.  S.  C,  title  12.  sec.  193) ; 
to  realize  upon  the  assets  of  such  closed  bank,  having  due  regard  to  the  condition 
of  credit  in  the  locality ;  to  enforce  the  Individual  liability  of  the  stockholder! 
and  directors  thereof ;  and  to  wind  up  the  affairs  of  such  closed  bank  in  conformity 
with  the  provisions  of  law  relating  to  the  liquidation  of  closed  national  banks, 
except  as  herein  otherwise  provided.  The  Corporation  as  such  receiver  shall 
pay  to  itself  for  its  own  account  such  portion  of  the  amounts  realixed  from  such 
liquidation  ns  It  shall  be  entitled  to  receive  on  account  of  its  subrogation  to  the 
claims  of  depositors,  and  it  shall  pay  to  depositors  and  other  creditors  the  net 
amounts  available  for  distribution  to  them.  The  Corporation  as  such  receiver, 
however,  may,  In  its  discretion,  pay  dividends  on  proved  claims  at  any  time 
after  the  expiration  of  the  period  of  advertisement  made  pursuant  to  the  afore- 
said section  of  the  Revised  Statutes,  and  no  liability  shall  attach  to  tbs 
corporation  Itself  or  as  such  receiver  by  reason  of  any  such  payment  for  failure 
to  pay  dividends  to  a  claimant  whose  claim  Is  not  proved  at  the  time  of  any  such 
payment.  With  respect  to  any  such  closed  bank,  the  Corporation  as  such  receiver 
shall  have  all  the  rights,  powers,  and  privileges  now  possessed  by  or  hereafter 
granted  by  law  to  a  receiver  of  a  national  bank  or  District  bank  and  notwith- 
standing any  other  provision  of  law  in  the  exercise  of  such  rights,  powers,  and 
privilege!*  the  Corporation  shall  not  be  subject  to  the  direction  or  supervision 
of  the  Secretary  of  the  Treasury  or  the  Comptroller  of  the  currency." 
Recomtnendatliin 

The  lirst  sentence  of  subsection  (d)  of  section  11  should  be  amended  to  delete 
the  reference  to  individual  liability  of  stockholders  of  national  banks. 
Ren-ion 

The  additional  liability  of  stockholders  of  national  banks  has  been  terminated. 
Subject 

Powers  and  duration  of  new  national  bank  organized  by  Corporation  to  assume 
insured  deposits  of  a  closed  Insured  bank. 
Erlxtlag  statute 

SijlisectiniiH  (h)  to  (1),  inclusive,  of  section  11  of  the  Federal  Deposit  Insurance 
Act,  as  amended  (12  U.  S.  C.  1821  <h)  to  <1))  : 

"Am  soon  oh  possible  after  the  closing  of  an  Insured  bank,  the  Corporation,  If  It 
finds  that  It  Is  advisable  and  in  the  interest  of  tbe  depositors  of  the  closed  bank  or 
the  public,  shall  organize  a  new  national  bank  to  assume  the  insured  deposits  of 
sui'h  closed  bank  and  otherwise  to  tierforui  temporarily  the  functions  hereinafter 
provided  for.  The  new  bunk  shall  have  its  place  of  business  In  the  same  com- 
munity as  the  closed  bank. 

•Tbe  articles  of  association  and  the  organization  certificate  of  the  new 
bank  shall  tie  executed  hy  representatives  designated  by  the  Corporation.  No 
capital  stock  need  be  paid  in  by  the  Corporation.  The  new  bank  shall  not  have 
a  board  of  directors,  but  shall  he  managed  by  an  executive  officer  appointed  by  the 
Board  of  Directors  of  the  Corporation  who  shall  be  subject  to  Its  directions.  Is 
all  other  respects  the  new  bank  shall  lie  organized  in  accordance  with  the  then 
existing  provisions  of  law  relating  to  the  organization  of  national  basking 
associations.  Tbe  new  bank  may,  with  the  approval  of  the  Corporation,  accept 
new  deposits  which  shall  be  subject  to  withdrawal  on  demand  and  which,  except 
where  the  new  bank  Is  the  only  bank  In  the  community,  shall  not  exceed  $10,000 
from  any  depositor.  The  new  hank,  without  application  to  or  approval  by  ths 
Corporation,  Khali  tie  an  insured  bank  and  shall  maintain  on  deposit  with  tba 
Federal  Reserve  bank  of  its  district  reserves  in  the  amount  required  hy  Isw  for 
member  banks,  but  It  shall  not  be  required  to  subscribe  for  stock  of  the  Federal 
Reserve  hank.  Funds  of  the  new  bank  shall  be  kept  on  hand  In  cash.  Invested  Is 
obligations  of  the  United  States,  or  in  obligations  guaranteed  B8  to  principal 
ond  interest  by  the  United  States,  or  deposited  with  the  Corporation,  with  a 
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Federal  Reserve  bank,  or,  to  the  extent  of  the  Insurance  coverage  thereon,  with 
an  Insured  bank.  The  new  bank,  unless  otherwise  authorized  by  the  Comptroller 
Of  the  Currency,  shall  transact  no  business  except  that  authorized  by  this  Act 
and  as  may  be  Incidental  to  Its  organization.  Notwithstanding  any  other  provi- 
sion of  law  the  new  bank,  Its  franchise,  property,  and  Income  shall  be  exempt 
from  an  taxation  now  or  hereafter  imposed  by  the  United  States,  by  any 
Territory,  dependency,  or  possession  thereof,  or  by  any  State,  county,  munici- 
pality, or  local  taxing  authority. 

"Upon  tbe  organization  of  a  new  bank,  the  Corporation  shall  promptly  make 
available  to  It  an  amount  equal  to  the  estimated  insured  deposits  of  such  closed 
bank  plus  the  estimated  amount  of  the  expenses  of  operating  the  new  bank, 
and  shall  determine  as  soon  as  possible  the  amount  due  each  depositor  for  his 
Insured  deposit  In  the  closed  bank,  and  the  total  expenses  of  operation  of  the 
new  bank.  Upon  such  determination,  the  amounts  so  estimated  and  made 
available  shall  be  adjusted  to  conform  to  the  amounts  so  determined.  Earnings 
of  the  new  bank  shall  be  paid  over  or  credited  to  the  Corporation  in  such  adjust- 
ment. If  any  new  hank,  during  the  period  it  continues  its  status  as  such,  iu» 
tains  any  losses  with  respect  to  which  it  Is  not  effectively  protected  except  by 
reason  of  being  an  insured  bank,  the  Corporation  shall  furnish  to  it  additional 
funds  In  the  amount  of  such  losses.  The  new  bank  shall  assume  as  tranferred 
deposits  the  payment  of  the  insured  deposits  of  such  closed  bank  to  each  of  its 
depositors.  Of  the  amounts  so  made  available,  the  Corporation  shall  transfer 
to  the  new  bank,  In  cash,  such  sums  as  may  he  necessary  to  enable  It  to  meet 
its  expenses  of  operation  and  Immediate  cash  demands  on  such  transferred 
deposits,  and  the  remainder  of  such  amounts  shall  be  subject  to  withdrawal 
by  the  new  bank  on  demand. 

"Whenever  in  tbe  judgment  of  the  Board  of  Directors  it  is  desirable  to  do 
so,  tbe  Corporation  shall  cause  capital  stock  of  the  new  bank  to  be  offered  for 
sale  on  such  terms  and  conditions  as  the  Board  of  Directors  shall  deem  advisable 
in  an  amount  sufficient,  in  the  opinion  of  the  Board  of  Directors,  to  make  pos- 
sible the  conduct  of  the  business  of  the  new  bank  on  a  sound  basis,  but  In  no 
event  leas  than  that  required  by  section  5138  of  the  Revised  Statutes,  as  amended 
(U.  8.  C,  title  12,  sec.  51),  for  the  organization  of  a  national  bank  In  tbe  place 
where  such  new  bank  is  located.  The  stockholders  of  the  closed  Insured  bank 
shall  be  given  the  first  opportunity  to  purchase  any  shares  of  common  stock  so 
offered.  1'pon  proof  that  an  adequate  amount  of  capital  stock  In  the  now  bank 
has  been  subscribed  and  paid  for  In  cash,  the  Comptroller  of  the  Currency  shall 
require  the  articles  of  association  and  the  organization  certificate  to  be  amended 
to  conform  to  the  requirements  for  the  organization  of  a  national  bank,  and 
thereafter,  when  (he  requirements  of  law  with  respect  to  the  organization  of 
a  national  bank  have  been  compiled  with,  he  shall  issue  to  the  bank  a  certificate 
of  authority  to  commence  business,  and  thereupon  the  bank  shall  cease  to  have 
the  status  of  a  new  bank,  shall  be  managed  by  directors  elected  by  its  own  share- 
holders and  may  exercise  all  the  powers  granted  by  law,  and  it  shall  be  subject  to 
all  the  provisions  of  luw  relating  to  national  banks.  Such  bank  shall  thereafter 
be  an  insured  national  bank,  without  certification  to  or  approval  by  the 
Corporation. 

"If  the  capital  stock  of  the  new  hank  Is  not  offered  for  sale,  or  If  an  adequate 
amount  of  capital  for  such  new  bank  la  not  subscribed  and  paid  for,  the  Board 
of  Directors  may  offer  to  transfer  Its  business  to  any  insured  hank  In  the  same 
community  which  will  take  over  Its  assets,  assume  its  liabilities,  and  pay  to 
the  Corporation  for  such  business  such  amount  as  the  Board  of  Directors  may 
deem  adequate;  or  the  Board  ot  Directors  in  its  discretion  may  change  the  loca- 
tion of  the  new  bank  to  the  office  of  tbe  Corporation  or  to  some  other  place 
or  may  at  any  time  wind  up  Its  affairs  as  herein  provided.  Unless  tbe  capital 
Stock  of  the  new  bank  is  sold  or  its  assets  are  taken  over  and  Its  liabilities  are 
assumed  by  an  insured  bank  as  above  provided  within  two  years  from  the  date 
of  its  organization,  the  Corporation  shall  wind  up  the  affairs  of  such  bank,  after 
giving  such  notice,  if  any,  as  the  Comptroller  of  the  Currency  may  require,  and 
shall  certify  to  the  Comptroller  of  the  Currency  the  termination  of  the  new  bank. 
Thereafter  the  Corporation  sliull  be  liable  for  the  obligations  of  such  bank  and 
Shall  be  the  owner  of  its  assets.  The  provisions  of  sections  5220  ana  5221  of 
the  Revised  Statutes  (U.  S.  C,  title  12,  sees.  1S1  and  182)  shall  not  apply  to 
such  new  banks." 
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Recomm  endation 

(a)  The  seventh  sentence  of  subsection  (i)  of  section  11  should  be  amended 
to  provide  that  a  new  bank  shall  transact  no  business  except  that  authorised 
by  the  Federal  Deposit  Insurance  Act  and  as  may  be  incidental  to  its  organiza- 
tion ;  provided,  however,  that  the  Comptroller  of  the  Currency,  In  his  discretion, 
may  authorize  the  bank  to  transact  such  other  business  as  a  national  bank  may 
transact. 

(6]  The  second  sentence  of  subsection  (l)  of  section  11  should  be  amended 
by  adding  a  provision  that  tbe  Corporation  may  extend  the  2-year  limitation 
on  the  operation  of  such  a  new  national  bank  for  periods  of  6  months,  bat  not 
in  excess  of  2  additional  years,  when  the  Board  of  Directors  determines  that 
the  continuance  of  the  new  bank  is  necessary  to  meet  the  needs  and  convenience 
of  the  community. 
Reason 

(a)  This  amendment  would  clarify  the  seventh  senteuce  of  subsection  (I) 
to  expressly  stute  what  It  now  Implies. 

(6)  This  amendment  of  the  second  sentence  of  subsection  (1)  would  enable 
the  Corporation  to  continue  the  operation  of  the  new  national  bank  to  meet  tbe 
neds  ami  conveniences  of  the  community. 

Doth  amendments  would  better  enable  the  new  bank  to  serve  the  community 
In  emergency  situations. 
Subject 

Temporary  employees  of  the  Corporation  when  acting  as  a  receiver  of  an 
insured  bunk. 
Existing  *t  at  ute 

Subsection  (a)  of  section  12  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  C.  1822  (a)): 

"Notwithstanding  any  other  provision  of  law,  the  Corporation  as  receiver  of 
a  closed  national  bank  or  District  bank  shall  not  be  required  to  furnish  bond 
and  shall  have  the  rl^bt  to  appoint  an  agent  or  agents  to  assist  It  in  lbs  duties 
as  such  receiver,  and  all  fees,  compensation,  and  expenses  of  liquidation  and 
administration  thereof  shall  be  fixed  by  tbe  Corporation,  and  may  be  paid  by  it 
out  of  funds  coming  Into  its  poasessslon  as  such  receiver." 
Recommendation 

Tbe  provision  in  subsection  (a)  of  section  12  should  be  transferred  to  subsec- 
tion (d)  of  section  11.  which  relates  to  the  powers  and  duties  of  the  Corporation 
ns  receiver  of  insured  National  and  District  banks.  A  new  provision  should  be 
substituted  in  subsection  (a)  of  section  12  to  provide  that  persons  employed  by 
the  Corporation,  acting  as  receiver  of  any  insured  State,  National,  or  District 
bank,  to  assist  the  Corporation  in  a  particular  receivership  shall  be  C 
employees  of  tbe  receivership  estate  and  shall  not  be  deemed  for  any  j 
to  be  employees  of  the  Corporation. 

This  will  make  clear  that  temporary  employees  employed  for  a  particular  re- 
ceivership of  a  closed  Insured  bank  are  not  employees  of  the  Corporation,  so  that 
such  employes  will  be  eligible  for  the  same  benefits  of  workmen's  compensation 
laws  and  social  security  and  unemployment  laws  as  employees  of  the  bank  were. 
There  is  now  a  substantial  degree  of  confusion  and  conflict  in  these  areas  on 
the  part  of  both  State  and  Federal  agencies  with  respect  to  the  status  of  tem- 
porary receivership  employees.  The  amendment  will  remove  this  confusion  and 
conflict  and  clearly  fix  the  status  of  such  employees. 
Subject 

Withholding  payment  of  insured  deposit  to  provide  for  payment  of  liability 
of  depositor. 
Existing  statute 

Subsection  (d)  of  section  12  of  the  Federal  Deposit  Insurance  Act,  aa  n 
(12  U.  S.  C.  1822  (d))  : 

"The  Corporation  may  withhold  payment  of  such  portion  of  the  1 
posit  of  any  depositor  in  a  closed  bank  as  may  be  required  to  provide  tor  oat 
payment  of  any  liability  of  such  depositor  as  a  stockholder  of  tbe  closed  bank, 
or  of  any  liability  of  such  depositor  to  the  closed  bank  or  Its  receiver,  which  Is 
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not  offset  against  a  claim  due  from  such  bank,  pending  the  determination  and 
payment  of  such  liability  by  such  depositor  or  any  other  person  liable  therefor." 
Jttrootumenda  t  (On 

Subsection  (d)  of  section  12  should  be  amended  to  delete  the  reference  therein 
to  any  liability  of  the  depositor  as  a  stockholder  of  the  closed  bank. 
Beaton 

The  additional  liability  of  stockholders  of  national  banks  and  of  all  insured 
State  banks,  except  those  in  Arizona,  has  been  terminated.  The  Corporation's 
Interest  in  any  recoveries  of  such  additional  liability  of  stockholders  has  been 
mired  In  favor  of  the  stockholders  by  subsection  <g)  of  section  11.  Any  11a- 
Mlity  of  a  stockholder  for  unpaid  subscriptions  for  capital  stock  wonld  be  in- 
cluded In  the  words  "any  liability  of  such  depositor  to  the  closed  bank  or  It* 

Jhrt/M* 

Loans  to  and  asset  purchases  from  receivers  or  liquidators  of  closed  Insured 
banks, 
Ranting  statute 

Subsection  (d)  of  section  13  of  the  Federal  Deposit  Insurance  Act  as  amended 
(12  U.  S.  C.  1823  (d)): 

"Receivers  or  liquidators  of  Insured  banks  closed  on  account  of  inability  to 
meet  the  demands  of  their  depositors  shall  be  entitled  to  offer  the  assets  of  such 
banks  for  sale  to  the  Corporation  or  as  security  for  loans  from  the  Corporation, 
upon  receiving  permission  from  the  appropriate  State  authority  in  accordance 
with  express  provisions  of  State  law  in  the  case  of  Insured  State  banks.  The 
proceeds  of  every  such  sale  or  loan  shall  be  utilized  for  the  same  purposes  and 
in  the  same  manner  as  other  funds  realized  from  the  liquidation  of  the  assets 
of  such  banks.  In  any  case  where  prior  to  the  effective  date  of  this  amendment, 
the  Comptroller  of  the  Currency  has  appointed  a  receiver  of  a  closed  national 
bank  other  than  the  Corporation,  he  may,  In  his  discretion,  pay  dividends  on 
proved  claims  at  any  time  after  the  expiration  of  the  period  of  advertisement 
made  pursuant  to  section  5235  of  the  Revised  Statutes  (U.  S.  C,  Title  12,  see.  193) , 
and  no  liability  shall  attach  to  the  Comptroller  of  the  Currency  or  to  the  receiver 
of  any  such  national  bank  by  reason  of  any  such  payment  for  failure  to  pay 
dividends  to  a  claimant  whose  claim  is  not  proved  at  the  time  of  any  such  pay- 
ment. The  Corporation,  In  its  discretion,  may  make  lonns  on  the  security  of 
or  may  purchase  and  liquidate  or  sell  any  part  of  the  assets  of  an  Insured  bank 
Which  is  now  or  may  hereafter  be  closed  on  account  of  inability  to  meet  the  de- 
mands of  Its  depositors,  but  in  any  case  in  which  the  Corporation  is  acting  as 
receiver  of  a  closed  insured  bank,  no  such  loan  or  purchase  shall  be  made  without 
the  approval  of  a  court  of  competent  Jurisdiction." 
Recommendation 

The  last  clause  of  the  first  sentence  which  pertains  to  the  requisite  permission 
of  State  authorities  to  the  sale  of  assets  to  or  borrowing  from  the  Corporation 
by  receivers  of  State  banks  should  be  amended.  The  statute  now  requires  that 
such  permission  be  In  accordance  with  "express  provisions  of  State  law"  In 
the  case  of  Insured  State  banks.  Such  permission  should  be  in  accordance  with 
"applicable  State  law." 

The  third  sentence  of  this  subsection  should  be  deleted. 


The  change  from  "express  provisions  of  State  law"  to  "applicable  State  law" 
-would  extend  this  clause  so  as  to  cover  cases  where  the  State  law  does  not  ex- 
pressly authorize  receivers  to  sell  assets  or  borrow  money,  but  the  courts  or 
the  Attorney  General  may  hold  that  receivers  of  banks  of  that  State  nonetheless 
have  that  power.  The  third  sentence  of  subsection  (d)  of  section  13  should 
tie  deleted,  because  it  la  obsolete. 
Subject 

Payment  by  the  Corporation  of  Government's  share  of  costs  of  civil-service 
retirement  and  disability  benefits  and  employees'  compensation  benefits,  and  the 
extension  of  employees'  compensation  and  Federal  employees'  unemployment 
compensation  benefits  to  officers  and  employees  of  the  Corporation. 
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,■  ilvst  three  sentences  of  subsection  (a)  of  section  4  of  the  Civil  Service 
em-'ut  \e:  of  M;iy  -1\  1930.  as  amended  by  Public  Law  S54,  S4th  Congress, 
".cU  July  si.  WW: 

-.•II'  j  e J  .li'.t'T  t!?.o  tirst  day  of  the  first  pay  period  wbicb  begins  on  or  after 
iteviive  .'ate  of  tte  Cirtl  Service  Retirement  Act  Amendments  of  1956,  then 

!v  .ieU'JCC-M  and  withheld  from  each  employee's  basic  salary  an  amount 

o  <!'■■>  iv-  -vuiva  of  snob  tasic  salary  and  from  each  Member's  basic  salary 

iK-iiii:  tityM'.  ;■:  7^  per  mctum  ot  snob,  basic  salary.    From  and  after  the 

.in.*   ;i.  '-'i*  'Jt-*c  pay  period  which  begins  after  Jane  30,  1957,  an  equal  mm 

iw  lit.-  ■.'■  :i  ■  'i.'ir-J  ;'.-«jhj  ije  ;**c>eot:v»  appropriation  or  fund  which  is  used 
.i.niii-rii    '(  'i.s  salary,  yjy.  or  ovmeemsirfon.  or  in  the  case  of  an  elected  oS- 

''•iiii  -.iii-h  .iMfiiir'aiiuij  or  i'lnd  is  May  be  available  for  payment  of  other 

.iv  »i    ■»!.■  sa'm-  .'iHi.t;  or  e-ttal'Lfcsec;.     The  amounts  so  deducted  and  witb- 

;>,v  .,i.  o    i<'!M""jjt'iit  or  ajpincy.  t'.-gsElMr  wi:h  the  amounts  so  contributed, 

.  '-.i    u\''i-l:i:u«  -i::a  suoh  proce-I^re*  u  :nay  be  prescribed  by  toe  Comp- 

■i  lU'iioi  i.    ■!    se  In;**!  Sra-es.  t"-e  ■:*?•■*-: :i»i  by  the  department  or  agency 

■  Ii.m-'i,  i    -i'   lit;  '.'■]:><;  S-ar*s  :.-.  their**!::  :f  the  fund." 

:i.Mviu'it    :>     .a  *rt:..n  4<j  of  the  Fi-dvrs.:  Employees'  Compensation  Act.  aa 

•iitl   .  ■>  :  .  S.  -.'.  7MJ-  : 

'ii'  ivriu   ■eiuiil'-yiee1  Lic-udea    ill   all  civil  ..TEwrs  and  employees  of  an 

in-*  •!  "v  iJo>.  •!"■■;=:«?=:  -f  ;ne  Icited  S:a:es  'including  officer*,  and  em- 
vis  ot  ■! im •.■i.ianfu:aii tie*  of  the  United  S:iks  wholly  owned  by  the  United 

iwiion  ,:i>  of  section  1501  of  the  Social  Secirity  Act  142  U.S.  C.  1361): 
iio  ■i-riii  'Federal  service'  means  any  service  performed  after  I9ii2  Id  the 
•>  ,>r  [tie  Unlti-d  ^mies  or  any  instrumecralicy  thereof  which  la  wholly 
ii  i>y  the  United  Suites,  •  •  •*• 

■>  h'l'ihnal  lVtwwit  Insurance  Act  shonld  be  amended  to  provide  (a)  for 
>.i>  iiioii!  by  the  Corporal  Ion  of  the  Government's  share  of  the  coat  of  civll- 
.  e  loilrcmeut  and  disability  benefits  from  the  creation  of  the  Corporation 
ii-  lliM  day  of  the  first  pay  period  t-eciiiEir.z  after  June  30,  1967,  when 
■>■  iv!itrlbutii>n*  of  61-  percent  of  salaries  are  required  to  be  pafd  to  the 
.nr>  under  section  4  mi  i>f  the  Civil  Service  Retirement  Act  of  May  89, 
u>  ii  u  if  ml  •'■!.  ili  for  t'.e  payment  into  the  employees'  compensation  fond 
■'  amount  "f  t'.e  benefit  paynienrs  made  from  such  fund  on  account  of  the 
,•  in l Lull's  officers  and  employees  prior  to  January  1,  1957.  and  thereafter 
vilt.v  the  amount  of  such  beneflt  payments  made  on  the  acconnt  of  the  Cor- 
iion'-i  .flk-er*  and  employee*,  and  <r\  est  en  1  the  benefits  of  the  Federal 
'owes  Compensation  Act  '5  I".  S.  C.  731-7*1  and  793)  and  the  Federal 
,.>,.,.*■  ':u.;:i;:-ymc-nt  compensation  benefits  of  title  XT  of  the  Social 
lily  Ait    i42  U.  S.  C.  i:-i»il-137i>i    to  tiie  om\.-ers  uud  employeea  of  the 


i.ri  mid  ('■'  The  Federal  Dep»sit  Insnraace  Corporation  operates  without 
my  appropriated  funds:  Its  iuome  is  derived  from  assessments  paid  to  it  by 

iii-mvd  birika.  Th»  Corivirntion  liflf  ref umled.  with  imprest,  the  original  Invest- 
ment hi'  £.>:•  m!i:i'n  in  its  capital  st«-k  made  by  the  United  States  Treasury 
in. I  tlie  l>It-ral  Ke*erve  hank>>  and  it  has  accnmnlated  a  reserve  Insnranea 
i  oiul  In  eves*  >>?  jl.t!  Mlliou.  while  ■■ariit::  for  operating  costs  and  losses.  By 
itit-  milt'ii'lnit-nts  hero  offered  the  Corpnriitiiin  proposes  to  remove  all  vestlse 
H  Coven. uieiit  subsidy  frrnn  Its  n;.erations  and  to  repay  to  the  Government 
ill  mhii*  heretofore  advanced  by  it  on  account  of  benefits  that  have  accrued 
(,.  (he  Oti" ■ratlin*.*  emjiloyee*  by  reason  of  the  subsidies  mentioned  In  the 
inieuiliiiem*. 

Tl>e  ano-teli.em-i  authorise  the  CorpiTntion  to  pay  the  Government's  share 
■''  (lie  r-ost  <\*  oli'i:-*ervice  retiroiu^ul  and  disftbillty  lienefits  which  h«T*  here- 
(.■i.'te  ii'-'T-ii'J  nml.  ir:  the  future,  t"  make  cirrent  payments  of  such  costs  as 
I Iii-j  mature.  Further,  the  C«'irpnratl"n  desire*  to  eompenrnte  the  Government 
fur  linerlt--  that  have  heretofore  accrued  on  account  of  the  benefits  under  tbe 
Hockiiien"s  (■■>!» jiematinn  laws  and.  in  the  future,  to  pay  Its  fair  share  of  the 
,-,>mk  of  v-'-r'iTiieu's  'omneusation  as  they  mature. 

l'nr  se-.eril  yt-nrs  the  romptrnller  General  In  hi*  anilit  reports  has  recom- 
mended  the  onaetiiicnt  of  le-i-!:-ti"ii  whl'-h  would  direct  the  action  \ 
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herein  In  reference  to  retirement,  disability,  and  workmen's  compensation 
benefits.  In  the  1953  audit  report  It  was  estimated  that  benefits  theretofore 
received  by  the  Corporation's  personnel  on  account  of  these  laws  would  amount 
to  approximately  $2.5  million  and  that  the  annual  carrying  charges  therefor 
would  be  approximately  $300,000.  The  current  estimates  fix  the  backlog 
obligation  at  approximately  $3.5  million.  The  Corporation  now  proposes  to 
relieve  the  Treasury  of  these  burdens,  and  to  assume  full  responsibility  not  only 
tor  the  future  costs  thereof  but  to  refund  to  the  Government  those  costs  which 
have  been  borne  by  the  Government  in  the  past. 

There  is  no  provision  for  any  payment  to  the  Secretary  of  Labor  for  the 
unemployment  compensation  benefits  to  persons  by  reason  of  their  employment 
by  the  Corporation.  Because  the  number  of  employees  of  the  Corporation  is 
relatively  small,  disbursements  for  unemployment  benefits  would  undoubtedly 
also  be  small,  possibly  amounting  to  $1,000  to  $1,500  annually.  The  proposal 
of  such  payment  was  met  with  the  opinion  that  the  increased  overall  cost  of 
agency  accounting  and  payment,  as  well  as  the  compounding  of  administrative 
problems,  militates  strongly  against  any  allocation  of  unemployment  compen- 
sation costa  of  Federal  employees  to  the  individual  agencies.  It  was  pointed 
out  that  such  an  allocation  would  require  additional  records  in  every  one  of 
the  51  jurisdictions  disbursing  Federal  employee  benefits.  It  would  pose  the 
problem  of  devising  some  method  of  separating  the  overall  costs  of  administer- 
ing the  Federal-State  unemployment  compensation  program  from  the  costs  of 
administering  that  portion  which  relates  to  Federal  lieneflts.  It  would  also 
involve  proration  of  costs  between  Federal  agencies  where  employment  with 
more  than  one  agency  Is  Involved  and  State  laws  do  not,  in  general,  make  such 
prorating  possible,  it  appears  that  the  cost  of  determining  the  amount  of  the 
benefits  to  former  employees  of  this  Corporation  would  exceed  the  amount  of 
the  benefits  received  by  such  employees. 

(c)  The  Corporation  desires  to  make  certain  application  of  the  workmen's 
compensation  laws  and  Federal  employees  unemployment  compensation  laws 
to  its  employees.  There  exists  a  difference  of  opinion  between  the  Depart- 
ment of  Labor  and  the  Corporation  as  to  the  applicability  of  these  laws  to 
the  Corporation.  To  eliminate  this  uncertainty,  these  laws  should  be  expressly 
extended  to  the  officers  and  employees  of  the  Corporation. 
Subject 

Accounting  and  auditing  of  the  Corporation  on  calendar  year  basis. 
KwiMins  tlatute 

The  first  and  second  sentences  of  subsection  (c)  of  section  17  of  the  Federal 
Deposit  Insurance  Act,  as  amended  (12  D.  S.  C.  1827  (c) )  : 

"A  report  of  the  audit  for  each  fiscal  year  ending  on  June  30  shall  be  made 
by  the  Comptroller  General  to  the  Congress  not  later  than  January  15  following 
the  close  of  such  fiscal  year.  On  or  before  December  15  following  such  fiscal 
year  the  Comptroller  General  shall  furnish  the  Corporation  a  short  form  report 
showing  the  financial  position  of  the  Corporation  at  the  close  of  the  fiscal  year." 

The  last  sentence  of  subsection  (b)  of  section  17  of  the  Federal  Deposit  In- 
surance Act,  as  amended  (12  u.  S.  C.  1827  (b)) : 

"The  audit  shall  begin   with  financial   transactions   occurring  on   and  after 
August  31, 1948." 
Recommendation 

(o)  The  first  and  second  sentences  of  subsection  (c)  of  section  17  should  be 
amended  to  make  the  calendar  year  the  fiscal  year  of  the  Corporation,  to  provide 
iter  the  audit  of  the  Corporation  by  the  Comptroller  General  on  the  cnlendar-yeur 
basis  rather  than  for  each  year  ending  on  June  :io  and  to  provide  that  the 
Comptroller  General  furnish  the  Corporation  with  a  short  form  reimrt  of  the 
financial  position  of  the  Corporation  at  the  close  of  the  calendar  year,  if  possible. 
In  time  for  Inclusion  of  the  report  in  the  Corporation's  annual  report  to  Congress. 

(6>  The  last  sentence  of  subsection  (b)  of  section  17  should  be  deleted. 
Beaton 

{«)  By  statute,  accounting  by  the  Corporation  and  auditing  by  the  General 
Accounting  Ofllce  are  on  the  basis  of  n  fiscal  year  ending  June  30.  Also  by 
statute,  the  Corporation  is  required  to  make  an  annual  report  to  Congress  on  a 
calendar  basis.  Further,  the  calculation  and  determination  of  assessment  credits 
which  are  provided  In  the  act  for  the  benefit  of  Insured  banks  must  be  made  on 
the  basis  of  operations  on  a  calendar- yenr  basis.    The  complication  of  requiring 
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217  and  218  of  title  18  of  the  United  States  Code : 

"otbtb  or  loan  on  gratuity  to  bank  examines 

"Whoever,  being  an  officer,  director  or  employee  of  a  bank  which  Is  a  member 
of  the  Federal  Reserve  System  or  the  deposits  of  which  are  Insured  by  the  Federal 
Deposit  Insurance  Corporation,  or  of  any  National  Agricultural  Credit  Corpora- 
tion, or  of  any  land  bank,  national  farm  loan  association  or  other  Institution 
■object  to  examination  by  a  farm  credit  examiner,  makes  or  grants  any  loan  or 
gratuity,  to  any  examiner  or  assistant  examiner  who  examines  or  has  authority 
to  examine  such  bank,  corporation,  or  Institution,  shall  be  fined  not  more  than 
90,000  or  Imprisoned  not  more  than  one  year,  or  both ;  and  may  be  fined  a  further 
sum  equal  to  the  money  so  loaned  or  gratuity  given. 

"The  provisions  of  this  section  and  section  218  of  this  title  shall  apply  to  all 
public  examiners  and  assistant  examiners  who  examine  member  banks  of  the 
Federal  Reserve  System  or  insured  banks,  or  National  Agricultural  Credit  Cor- 
porations, whether  appointed  by  the  Comptroller  of  the  Currency,  by  the  Board 
of  Governors  of  the  Federal  Reserve  System,  by  a  Federal  Reserve  Agent,  by  a 
Federal  Reserve  bank  or  by  the  Federal  Deposit  Insurance  Corporation,  or 
appointed  or  elected  under  the  laws  of  any  State ;  but  shall  not  apply  to  private 
examiners  or  assistant  examiners  employed  only  by  a  clearinghouse  association 
or  by  the  directors  of  a  bank. 

"acceptance  or  LOAN  OB  gratuity  BE  BANK  examines 

"Whoever,  being  an  examiner  or  assistant  examiner  of  member  banks  of  the 
Federal  Reserve  System  or  banks  the  deposits  of  which  are  Insured  by  the  Federal 
Deposit  Insurance  Corporation,  or  a  farm  credit  examiner  or  examiner  of 
National  Agricultural  Credit  Corporations,  accepts  a  loan  or  gratuity  from  any 
bank,  corporation,  association  or  organization  examined  by  him  or  from  any 
person  connected  therewith,  shall  be  fined  not  more  than  $5,000  or  Imprisoned 
not  more  than  one  year,  or  both ;  and  may  be  fined  a  further  sum  equal  to  the 
money  so  loaned  or  gratuity  given,  and  shall  be  disqualified  from  holding  office 
as  such  examiner." 

The  first  three  sentences  of  subsection  (h)  of  section  10  of  the  Federal  Deposit 

"The  Board  of  Directors  shall  appoint  examiners  who  shall  have  power,  on 
behalf  of  the  Corporation,  to  examine  any  Insured  State  nonmember  bank  (except 
a  District  bank),  any  State  nonmember  bank  making  application  to  become  an 
Insured  bank,  and  any  closed  Insured  bank,  whenever  in  the  judgment  of  the 
Board  of  Directors  an  examination  of  the  bank  Is  necessary.  In  addition  to  the 
examinations  provided  for  In  the  preceding  sentence,  such  examiners  shall  have' 
like  power  to  make  special  examination  of  any  State  member  bank  and  any 
national  bank  or  District  bank,  whenever  In  the  Judgment  of  the  Board  of 
Directors  such  special  examination  is  necessary  to  determine  the  condition  of 
any  such  bank  for  insurance  purposes.  Each  snch  examiner  shall  have  power 
to  make  a  thorough  examination  of  all  the  affairs  of  the  bank  and  In  doing  so  he 
■ball  have  power  to  administer  oaths  and  to  examine  and  take  and  preserve 
the  testimony  of  any  of  the  officers  and  agents  thereof,  and  shall  make  a  full 
and  detailed  report  of  the  condition  of  the  bank  to  the  Corporation." 
Recommendation 

Section  217  should  be  amended  to  make  sections  217  and  218  inapplicable  to 
loans  by  national  banks,  District  banks,  and  State  member  banks  to  examiners 
and  assistant  examiners  of  the  Federal  Deposit  Insurance  Corporation  when 
inch  loans  are  made  In  accordance  with  regulations  prescribed  by  the  Board  of 
Directors  of  the  Corporation. 
Beaton 

..'Examiners  of  the  Corporation  regularly  examine  only  insured  State  banks 
which  are  not  members  of  the  Federal  Reserve  System  and  may  make  a  special 
examination  of  any  State  member  bank,  national  bank  or  District  bank,  only 
When  In  the  Judgment  of  the  Board  of  Directors  such  special  examination  is 
necessary  to  determine  the  condition  of  any  such  bank  for  Insurance  purposes. 

Examiners  of  the  Corporation  are  now  prohibited  from  borrowing  from  any 
Insured  bank,  because  of  tbelr  authority  to  examine  any  insured  bank.  Aa  a 
result  they  are  denied  reasonable  bank  credit  facilities  and  must  obtain  funda 


,yGoogIe 


812  FINAls-WAL  INSimmOMB  ACT  Or   1057 

for  their  needs  elsewhere  at  higher  rates.  Other  State  and  Federal  examiners 
do  not  have  authority  to  examine  all  insured  banks  and  may  borrow  from  banks 
which  are  not  within  their  Jurisdiction.  With  the  proposed  amendment,  exam- 
iners of  the  Corporation  would  be  able  to  obtain  reasonable  bank  credit  facili- 
ties. The  Corporation  by  regulation  could  require  notice  of  any  borrowings  by  its 
examiners  from  national,  District,  and  State  member  banks.  In  the  event  of  a 
special  examination  of  such  a  bank,  this  information  would  enable  the  assign- 
ment of  examiners  who  are  not  borrowers  of  the  bank. 


Federal  Deposit  Irborarce  Cohporatiow, 

Washington,  November  t,  1B5B. 
Hon.  A.  Willis  Rohertsom, 

Committee  on  Banking  anit  Currency, 

United  State*  Senate.  Washington,  D.  C. 
My  Dear  Senator:  The  Corporation  has  heretofore  submitted  to  you  for  con- 
sideration hy  your  subcommittee  proposals  of  the  Corporation  to  amend  or  other- 
wise modify  the  Federal  Deposit  Insurance  Act. 

As  a  result  of  the  bearings  aud  the  suggestions  of  the  Senate  Banking  and 
Currency  Committee  arising  therefrom,  together  with  the  consideration  given 
by  the  Corporation  to  proposals  marie  by  other  agencies,  we  deem  to  desirable 
to  submit  five  additional  proposals;  namely: 

1.  Power  to  require  audits  of  insured  banks; 

2.  Authority  to  prescribe  by  regulation  employments  that  may  involve 
conflicts  of  interest; 

3.  Redefine  "branch  banks"  to  exclude  school  savings  funds ; 

4.  Amend  time  for  filing  claims  against  receivers ; 

6.  Prohibition  of  disclosure  of  examination  reports. 

These  proposals  are  being  submitted  to  the  Bureau  of  the  Budget  but  we  have 
not  received  advice  from  the  Bureau  that  the  proposals  are  in  accord  with  the 
policies  of  the  administration.  Upon  receiving  advices  from  the  Bureau  of  the 
Budget  you  will  be  advised. 

I  trust  that  these  proposals  are  submitted  in  sufficient  time  so  that  yon  and 
your  committee  may  give  them  full  consideration. 

With  personal  regards,  I  am. 
Sincerely  yours, 

H.  B.  COOK,  Chairman. 
Subject 

Power  to  require  audits  of  insured  banks. 
Existing  taw 

None. 
Recommendaitotu 

It  Is  recommended  that  legislation  be  enacted  to  provide  authority  for  the 
Board  to  require  an  audit  of  an  Insured  bank  by  a  certified  public  accountant  In 
any  case  where  It  determines,  in  its  discretion,  that  the  affairs  of  the  bank  are 
In  such  state  that  Its  books  and  records  may  not  reveal  its  true  condition  and 
that  the  costs  of  the  audit  and  report  be  added  to  the  assessment  otherwise 
payahle  by  the  bank  In  those  Instances  where  the  bank  refuses  to  have  such  an 
audit  and  it  is  necessary  for  the  Corporation  to  cause  one  to  be  made. 
Reniont 

It  Is  the  responsibility  of  bank  management  to  establish  and  maintain  adequate 
bookkeeping  procedures  and  to  provide  satisfactory  internal  controls;  However, 
some  hanks  do  not  meet  this  responsibility.  Under  such  circumstances  It  Is 
exceedingly  difficult  to  conduct  a  satisfactory  examination  and  arrive  at  a  satis- 
factory appraisal  of  a  bank's  condition.  It  would  be  possible  for  the  exsmln'tng 
authorities  t<>  condut  appropriate  iiudlts  but  to  do  so  would  constitute  an  assump- 
tion of  the  duties  and  responsibilities  of  bank  management  and  ownership.  To 
conduct  such  audits  would  impose  unreasonable  costs  upon  the  Corporation  and 
consequently  to  the  ether  insured  banks.  Further,  were  the  examining  agencies 
to  assume  such  responsibilities  management  and  ownership  would  tend  more  and 
more  to  rely  upon  the  examining  authorities  for  the  accuracy  of  their  record 
keeping  and  the  maintenance  of  their  controls  with  resultant  ill  effect  upon  fas 
banking  system.    The  Judicious  exercise  of  the  authority  requested  would  faclll- 
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tate  the  determi nation  of  the  condition  of  dilatory  banks,  would  have  a  salutary 
effect  upon  their  managements,  and  therefore  would  be  helpful  to  bank  stock- 
holders  as  well  as  be  beneficial  to  the  Corporation. 


Power  to  prescribe  by  regulation  restrictions  on  the  employment  of  any  State 
or  Federal  bank  examiner  and  of  any  employee  or  former  employee  of  the  Corpo- 
ration when  such  employment  may  involve  a  conflict  of  interest,  and  to  prescribe 
penalties  against  the  bank  and  the  employee  for  the  violation  thereof. 
Bxitting  law 

None. 
Recommendation* 

It  is  recommended  that  the  Corporation  be  expressly  authorized  to  issue  appro- 
priate regulations  to  prescribe  restrictions  on  the  employment  of  any  State  or 
Federal  bank  examiner  or  former  employees  of  the  Corporation  in  substance  aa 
follows  [ 

"BEGnLATIOIC 

"(«)  No  Insured  bank  shall  employ  or  negotiate  to  employ  any  bank  examiner 
during  the  course  of  an  examination  of  the  bank  pursuant  to  the  authority  of 
any  bank  supervisory  authority. 

"(If)  No  insured  bank  shall  employ  or  negotiate  to  employ  any  employee  of  the 
Corporation  or  any  former  employee  of  the  Corporation  within  a  period  of  1  year 
from  the  date  of  the  severance  of  bis  employment  from  the  Corporation,  If  the 
bank  at  the  time  of  sold  negotiations  or  employment  has  pending  before  the 
Corporation  any  matter  requiring  the  action  or  approval  of  the  Board  of  Direc- 
tors of  the  Corporation, 

"The  Board  of  Directors,  upon  application  of  either  the  bank  or  the  prospective 
employee,  may  waive  the  requirement  of  this  regulation. 

"The  violation  of  this  regulation  by  any  Insured  bank  may  be  the  basis  for 
unfavorable  action  on  the  matter  pending  before  the  Board  of  Directors  consti- 
tuting the  basis  for  the  violation,  and  it  may  also  constitute  the  basis  for  a 
proceeding  to  terminate  the  Insured  status  of  the  bank." 
Beaton* 

This  proposal  arises  from  the  suggestions  made  by  Senator  Fulbrlght  at  a 
bearing  before  the  Senate  Committee  on  Banking  and  Currency  in  its  investi- 
gation of  the  Illinois  banking  situation.  Its  purpose  is  to  prevent  an  examiner 
or  former  employee  of  the  Corporation  from  being  placed  in  the  position  of 
having  a  conflict  of  Interest.  As  the  loyalty  of  an  examiner  Is  to  his  employer, 
any  suggestions  In  respect  to  employment  by  the  bunk  examined  may  place  him 
in  an  embarrassing  position  and  affect  his  recomiuendutions  to  bis  employer.  The 
purpose  of  recommending  that  these  restrictions  be  placed  in  regulation  in 
place  of  statutory  form  is  to  provide  more  flexibility,  and  Its  enforcement  should 
be  such  as  to  not  prohibit  such  employment  where  there  Is  no  evidence  of  con- 
flict of  interest.  One  of  the  Inducements  in  recruiting  competent  personnel  as 
bank  examiners  is  that  they  may  eventually  obtain  employment  In  banks.  This 
Inducement  should   not  be   discouraged  us   bank   examiners  usually   become 


Subject 

Exclusion  of  school  savings  plans  from  definition  of  branch. 
Emitting  ttatute 

Subsection  (O)  of  section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  C.  1813  (o>): 

"The  term  'branch'  inclndes  any  branch  bank,  branch  office,  branch  agency, 
additional  office,  or  any  branch  place  of  business  located  In  any  State  of  the 
United  States  or  in  any  Territory  of  the  United  States,  Puerto  Rico,  or  the 
Virgin  Islands  at  which  deposits  are  received  or  checks  paid  or  money  lent." 
Reeommendation 

Subsection  (o)  of  section  3  should  be  amended  by  adding  at  the  end  thereof 
a  proviso  to  the  effect  that  the  acceptauce  of  deposits  as  part  of  a  school  thrift 
or  savings  plan  at  the  school  by  officers,  employees,  or  agents  of  a  bank  shall 
not  be  construed  as  the  operation  of  a  branch. 
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Reason 

The  acceptance  of  deposits  at  a  place  other  than  the  bank's  office  Is  considered 
to  be  branch  banking.    In  order  to  encourage  savings  on  the  part  of  school 
children  it  Is  believed  that  the  statute  should  be  amended  to  remove  any  doubt 
that  a  bauk  can  engage  in  snch  activities. 
Subject 

Prescribing  time  for  filing  claims  against  receiver  of  an  Insured  State  bank. 
Existing  statute 

Subsection  (e)  of  section  12  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  0.1822(e)): 

"If,  after  the  Corporation  shall  have  given  at  least  three  months'  notice  to  the 
depositor  by  mailing  a  copy  thereof  to  his  last-known  address  appearing  on  the 
records  of  the  closed  bank,  any  depositor  in  the  closed  bank  shall  fail  to  claim 
his  Insured  deposit  from  the  Corporation  within  eighteen  months  after  the 
appointment  of  the  receiver  for  the  closed  bank  or  shall  fall  within  such  period 
lo  claim  or  arrange  to  continue  the  transferred  deposit  with  the  new  bank  or  with 
the  other  insured  bank  which  assumes  liabllty  tberefor,  all  rights  of  the  depositor 
against  the  Corporation  with  respect  to  the  insured  deposit,  and  against  the  new 
bank  and  such  other  Insured  bank  with  respect  to  the  transferred  deposit,  shall 
be  barred,  and  all  rights  of  the  depositor  against  the  closed  bank  and  Its  share- 
holders, or  the  receivership  estate  to  which  the  Corporation  may  nave  become 
subrogated,  shall  thereupon  revert  to  the  depositor.  The  amount  of  any  trans- 
ferred deposits  not  claimed  within  such  eighteen  months'  period,  shall  be 
refunded  to  the  Corporation." 
Reconi  mendatlon 

The  provisions  of  subsection  (e)  of  section  12  should  be  amended  to  provide 
that  claims  against  a  receiver  of  a  closed  insured  bank  must  be  filed  within 
the  period  fixed  by  State  law  where  snch  period  Is  leas  than  that  fixed  by  sub- 
section (e)  for  the  filing  of  claims  against  the  Corporation  for  insured  deposits. 
Reason 

When  the  Corporation  pays  the  claim  of  a  depositor  in  a  closed  insured  bank 
placed  in  receivership  it  becomes  subrogated  to  the  depositor's  claim  against  the 
bank.  Suili  depositors  have  eighteen  months  within  which  to  file  claims  for  their 
insured  deposits.  When  a  State  law  prescribes  a  lesser  time  for  filing;  claims 
against  the  receiver  of  a  closed  State  bank,  the  Corporation  may  be  required  to 
pay  claims  for  insured  deposits  and  be  barred  from  filing  Its  subrogated  claims 
against  the  receiver. 
Subject 

Federal    Deposit    Insurance    Corporation    examination    reports,    privileged 
against  disclosure. 
Existing  statute 

None. 
Rccommcndat  ion 

Subsection  (f )  of  section  10  of  the  Federal  Deposit  Insurance  Act  should  to 
amended  to  add  a  provision  that  reports  of  examinations  of  insured  banks  made 
by  examiners  of  the  Corporation  and  related  correspondence  and  papers  and 
their  contents  should  be  deemed  to  be  confidential  documents  and  Information 
privileged  against  disclosure  except  with  the  consent  of  the  Corporation. 
Reasons 

Parties  to  litigation  Involving  hanks,  from  time  to  time,  seek  to  obtain,  by 
supena,  copies  of  reports  of  examination  of  such  banks  made  by  examiners  of  the 
Corporation  and  correspondence  or  other  documents  relating  thereto.  The  Cor- 
poration has  taken  the  position  that  the  Information  in  such  reports  and  related 
documents,  having  often  been  obtained  In  confidence,  should  not  be  dlstjaaeg 
except  with  the  consent  of  the  Corporation  where  the  public  Interest  warrants 
such  disclosure.  While  refusal  to  disclose  this  type  of  information  or  to  rusks 
available  reports  or  other  documents  1b  generally  upheld  by  the  courts.  It  ts 
believed  that  this  matter  is  of  such  importance  that  the  authority  of  the  Corpora- 
tion to  restrict  the  disclosure  of  such  information  should  be  the  subject  t£ 
statutory  enactment.    Litigants  would  not  be  harmed  by  sucl  ~ 
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the  information  sought  from  the  examination  reports  or  related  documents  Is 
readily  available  from  the  books  and  records  of  the  bank,  which  are,  of  course, 
the  best  evidence  of  the  transaction  or  event  sought  to  be  proved. 
No.  86.  Term  or  Office  or  Appointive  Directors 

Section  2  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  TJ.  S.  0. 
1812),  Is  hereby  amended  by  striking  tbe  third  sentence  thereof  and  substituting 
therefor  the  following  two  sentences : 

Each  such  appointive  member  shall  hold  office  for  a  term  of  six  years:  Pro- 
vided, That  upon  the  expiration  of  the  terms  of  six  years  from  September  6, 1851, 
of  the  two  appointive  members,  the  President  shall  fix  the  term  of  the  successor 
to  one  such  appointive  member  at  four  years.  Each  such  appointive  member 
shall  serve  until  his  successor  Is  appointed  and  has  qualified." 

NO.  87.   COMPTKOLLEB  OF  THE  CURRENCY  AS  A  MEMBER  OF  THE  BOAKD 

Section  2  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  C.  1812), 
Is  hereby  amended — 

(a)  By  striking  In  the  fourth  sentence  the  word  "during  the  absence  of  the 
Comptroller  from  Washington,  the  Acting  Comptroller  of  the  Currency  shall  be 
a  member  of  the  Board  of  Directors  in  the  place  and  stead  of  the  Comptroller." 
and  substituting  therefor  the  words  "during  his  absence,  the  Acting  Comptroller 
of  the  Currency  shall  serve  as  a  member  of  the  Board  of  Directors."; 

(b)  By  striking  in  the  fifth  sentence  the  word  "appointment"  and  substituting 
therefor  tne  word  "election"; 

(c)  By  striking  in  the  last  sentence  the  words  "that  he  has  complied  with 
this  requirement"  and  substituting  therefor  the  words  "that  he  Is  not  an  officer 
or  director  of  any  Insured  bank  or  Federal  Unserve  bank  and  does  not  hold  stock 
In  any  insured  bank." 

No.  88.  Definitions  of  Mutual  Savings  Bank  and  of  Savings  Bank 

Section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  C.  1813), 
Is  amended  by  deleting  therefrom  subsections  (f )  and  (g). 
No.  89.  Trust  Funds  in  a  Noninbured  Bank 

Subsection  (1)  of  section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  C.  1813  (1)),  Is  amended  by  striking  the  words  "another  bank"  and 
substituting  therefor  the  words  "another  insured  bank"  and  subsection  (i)  of 
section  7  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  C.  1817 
(1) ),  Is  amended  to  read  as  follows: 

"(1)  Trust  funds  held  by  an  Insured  bank  in  a  fiduciary  capacity  whether  held 
In  Its  trust  department  or  deposited  In  any  other  department  of  the  fiduciary 
bank  shall  be  Insured  in  an  amount  not  to  exceeed  310,000  for  each  trust  estate, 
and  when  deposited  by  the  fiduciary  bank  In  another  insured  bank  such  trust 
funds  shall  be  similarly  Insured  to  the  fiduciary  bank  according  to  the  trust 
estates  represented.  Notwithstanding  any  other  provision  of  this  Act,  such 
Insurance  shall  be  separate  from  and  additional  to  that  covering  other  deposits 
Of  the  owners  of  such  trust  funds  or  the  beneficiaries  Of  such  trust  estates. 
Where  the  fiduciary  bank  deposits  any  of  such  trust  funds  In  other  banks,  the 
amount  so  held  by  other  banks  on  deposit  shall  not  for  the  purpose  of  any  certi- 
fied statement  required  under  subsections  (b)  and  (c)  of  this  section  be  con- 
sidered to  be  a  deposit  liability  of  the  fiduciary  bank,  bnt  shall  be  considered  to 
be  a  deposit  liability  of  the  bank  In  which  such  funds  are  so  deposited  by  such 
fiduciary  bank.  The  Board  of  Directors  shall  have  power  by  regulation  to  pre- 
scribe the  manner  of  reporting  and  of  depositing  such  trust  funds." 
No.  90.  Exclusion  From  Deposit  Inhvkanck  of  Deposits  of  Bbanches  of 
Mainland  Banks  in  Alaska,  Hawaii,  or  the  Virgin  Islands 

Subsection  (1)  of  section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  TJ.  S.  C.  1813  (1)),  Is  amended  by  striking  the  last  two  proviso  clauses  and 
substituting  a  period  for  the  colon  at  the  end  of  the  first  proviso. 
No.  91.  Insurance  of  Interest  on  Deposits 

Subsection  (m)  of  section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  C.  S.  C.  1813  (m) ),  Is  amended  by  striking  out  the  second  sentence  thereof 
and  by  substituting  therefor  the  following  two  sentences : 

"Such  net  amount  shall  be  determined  according  to  such  regulations  as  the 
Board  of  Directors  may  prescribe  and  shall  include  Interest  accrued  to  the  date 
of  the  closing  of  the  bank.    In  determining  the  amount  due  to  any  depositor 
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there  shall  be  added  together  all  deposits  In  the  bank  maintained  In  the  bsdm 
capacity  and  the  same  right  for  his  benefit  either  In  his  own  name  or  In  the 
nnuies  of  others  except  trust  funds  which  shall  be  Insured  as  provided  In  sub- 
section (i)  of  section  7." 

No.  02.  Transferiied  Deposit  as  Payment  or  Insured  Deposits  Availabl*  ox 
Demand 

Subsection  (n)  of  section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  C.  1813  (n)).  Is  amended  by  striking  the  words  "means  a  deposit"  and 
substituting  therefor  the  words  "means  a  demand  deposit"  and  subsection  (f) 
of  section  11  of  that  act  (12  U.  S.  C.  1821  (f ) )  Is  amended  by  Inserting  after  the 
words  "transferred  deposit"  the  words  "payable  on  demand." 
No.  JKt.  Definition  of  Bras  en 

Subsection  (o)  of  section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  C.  1813  lo)),  is  amended  by  striking  the  words  "located  In  any  State  of 
the  United  States  or  in  any  Territory  of  the  United  States,  Puerto  Rico,  Gum. 
or  ihe  Virgin  Islands." 
No.  04.  Insurance  of  Deposits,  in  National  Banks 

Section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  D.  8.  C  IBIS), 
Is  amended  by  striking  subsections  (d)  and  (e)  thereof  and  substituting  therefor 
the  following  subsection : 

"(d)  The  term  'notional  bank'  means  any  national  bank  located  In  any  of  the 
Stntesof  the  United  States,  the  District  of  Columbia,  any  Territory  of  the  United 
Slates,  Puerto  Rico,  Guam,  or  the  Virgin  Islands." 

The  Hist  sentence  of  subsection  (b)  of  section  4  of  the  Federal  Deposit  Insur- 
ance Art.  an  n mended   (12  U.  S.  C.  1814),  Is  amended  to  read  as  follows: 

"lb)  Every  national  hank  which  is  or  has  been  authorized  to  commence  the 
business  of  bunking,  and  which  is  engaged  In  the  business  of  receiving  deposits 
other  than  trust  funds  us  herein  defined,  shall  be  an  Insured  bank  on  and  after 
the  effective  date  of  this  amendment.  Every  State  bank  which  is  converted  Into 
a  national  bunk  or  which  is  or  becomes  a  member  of  the  Federal  Reserve  Sys- 
tem, und  which  ii  engaged  In  the  business  of  receiving  deposits  other  than  trust 
funds  as  herein  defined,  shall  be  an  Insured  bank  from  the  time  It  converts  into 
a  national  bank  or  lieeomes  a  member  of  the  Federal  Reserve  System." 

The  remaining  sentences  of  subsection  (b)  of  section  4  and  the  first  sentences 
of  subsections  (a)  and  (h)  of  section  8  of  the  Federal  Deposit  Insurance  Act, 
as  amended  1 12  V.  S.  C.  1S14  (b),  ISIS  (a)  and  (b) ),  are  amended  by  striking 
the  words  'national  member  bank"  wherever  used  therein  and  SUbstitutlBa] 
thci'K'oi  the  words  "national  bank." 

The  first  sentence  of  section  5  of  the  Federal  Deposit  Insurance  Act,  as  amended 
( 12  U.  S.  C.  1  Sl'i).  is  amended  to  rend  us  follows : 

"Sec.  0.  Subject  to  the  provisions  of  this  Act,  any  State  nonmember  bank, 
upon  application  to  and  examination  by  the  Corporation  and  approval  by  the 
Board  of  Directors,  nuiy  become  an  Insured  bank." 

The  first  sentence  of  subsection  th)  of  section  7  of  the  Federal  Deposit  Insur- 
ance Act,  us  amended  (12  U.  S.  C.  181 7  (hi).  Is  amended  by  striking  the  words 
"national  member  bank  or  any  insured  national  nonmember  bank"  and  substitut- 
ing therefor  the  words  "national  bank". 

Subsection  <  c  >  of  section  11  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  I".  S.  C.  1K21  ic)  1.  by  striking  the  words  "insured  District  bank  or  of  any 
noninsurcd  nationul  bank  or"  and  substituting  therefor  the  words  "of  any™. 
No.  IK.  Change  of  Term  "Thorough  Examination"  to  "Examination™ 

Section  ".  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  C.  ISIS), 
and  snlist  rtion  (bl  of  section  It)  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  C.  1S20  lb)  1.  are  amended  by  striking  the  words  "a  thorough  examina- 
tion" wherever  used  therein,  and  substituting  therefor  the  words  "aa 
pi  a  in  In  at  ion". 

No.  w.  Maintenance  of  Assessment  Records 

The  fourth  sentence  of  subsection  (a)  of  section  7  of  the  Federal  Deposit 
Insurance  Act,  as  amended  |12  U.  S.  C.  1817  (all,  is  amended  by  substituting  s 
colon  for  the  period  at  the  end  thereof  and  by  adding  the  following  proviso  after 
the  colon: 
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'Provided,  That  no  insured  bank  shall  be  required  to  retain  such  records  with 
any  such  deduction  or  exclusion  for  a  period  In  excess  of  five  years 
the  date  of  the  filing  of  any  certified  statement  wherein  such  deduction  or 
Kt  elusion  is  claimed." 
No.  97.  Assessment  Credits 

Subsection  (d)  of  section  7  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  8.  C.  1817  ( d ) ) ,  is  amended  to  read  as  follows : 

"(d)  As  of  December  31  of  each  calendar  year,  the  Corporation  shall  trans- 
fer 40  per  centum  of  Its  net  assessment  Income  to  Its  Deposit  Insurance  Fund 
and  the  balance  of  the  net  assessment  income  shall  be  credited  pro  rata  to  the 
Insured  banks  based  upon  the  assessment  of  each  bank  becoming  due  daring  said 
calendar  year.  Each  year  such  credit  may  be  applied  by  the  Corporation  toward 
the  payment  of  any  past  due  assessment  not  In  dispute,  and  tbe  balance  shall 
be  applied  toward  the  payment  of  future  assessments,  provided  that  any  unused 
balance  remaining  to  the  credit  of  a  bank  in  liquidation  shall  be  refunded  to 
such  bank,  or  refunded  or  credited  to  its  assignee.  The  term  'net  assessment 
income'  as  used  herein  means  the  total  assessments  which  become  due  during 
the  calendar  year  less  (1)  the  administrative  and  operating  costs  of  the  Cor- 
poration; (2)  additions  to  reserves  to  provide  for  insurance  losses  and  other 
losses  during  the  calendar  year,  except  that  any  adjustments  to  reserves  which 
result  In  a  reduction  of  such  reserves  shall  be  added;  and  (3)  the  insurance 
losses  and  other  losses  sustained  in  said  calendar  year  pins  losses  from  any 
preceding  years  in  excess  of  such  reserves.  If  the  above  deductions  exceed 
In  amount  the  total  assessments  which  become  due  during  the  calendar  year,  the 
amount  of  such  excess  shall  be  restored  by  deduction  from  total  assessments 
becoming  due  In  subsequent  years.  Any  overpayment  or  underpayment  of 
assessments  by  any  bank  in  any  preceding  year  shall  be  adjusted  by  payment  or 
credit  of  the  amount  of  tbe  overpayment  to  such  bank,  or  by  collection  of  the 
amount  of  the  underpayment  from  such  bank,  less  the  net  assessment  income 
credit  on  such  overpayment  or  underpayment  computed  at  the  rate  established 
for  such  preceding  year  when  the  overpayment  or  underpayment  occurred.  The 
Deposit  Insurance  Fund  shall  be  charged  or  credited,  as  the  case  may  be,  with 
40  per  centum  of  the  amount  of  the  overpayment  or  underpayment.  The  remain- 
ing balance  of  such  overpayment  or  underpayment  shall  be  charged  or  credited, 
as  the  case  may  be,  pro  rata  to  the  insured  banks  based  upon  tbe  assessments  of 
each  bank  becoming  dne  during  the  calendar  year  In  which  the  adjustment  is 
wade." 

Note. — Supplementary  paragraphs  (e)  of  the  recommendation  and  reasons 
sections  on  page  126  of  the  committee  print  of  the  Study  of  Banking  Laws — 
Legislative  Recommendations  of  tbe  Federal  Supervisory  Agencies  to  the  Sen- 
ate Committee  on  Banking  and  Currency,  the  addition  of  the  words  "and  other 
losses"  following  the  words  "insurance  losses"  is  recommended  to  clarify  these 
provisions  so  that  there  can  be  no  question  of  the  propriety  of  deducting  from 
assessment  Income  items  of  expenditure  which  are  not  classified  technically 
either  as  an  "administrative  and  operating  cost"  or  as  an  "insurance  loss". 
Examples  of  transactions  which  the  accountant  and  auditor  might  classify  as 
"other  losses"  are  tosses  arising  from  claims  from  punitive  damages;  personal 
and  property  damage  claims  not  covered  by  Insurance ;  and  loss  of  uninsured 
property- 
No.  98.  Limitation  oh  Actions  fob  Assessment  Payments 

Subsection  (g)  of  section  7  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  8.  C.  1817  (g) ),  is  amended  by  striking  the  first  proviso  therefrom  and 
by  striking  the  words  "And  provided  further"  therefrom  and  substituting  there- 
for the  words  "Provided,  however,". 
No.  99.  Pbooedure  for  Termination  of  Iksubed  Status 

The  first  five  sentences  of  subsection  (a)  of  section  8  of  the  Federal  Deposit 
Insurance  Act,  as  amended  (12  U.  S.  C.  ISIS  (a)),  are  amended  to  read  as 
follows : 

"Sec.  8.  (a)  Any  insured  bank  {except  a  national  member  bank  or  State  mem- 
ber bank)  may,  upon  not  less  than  ninety  days'  written  notice  to  tbe  Corporation, 
terminate  its  status  as  an  insured  liauk.  Whenever  the  Board  of  Directors  shall 
find  that  an  Insured  bank  or  Its  directors  or  trustees  have  engaged  in  unsafe  or 
nnsound  practices  In  conduct  inc  tin-  business  of  such  l>nnk.  or  have  knowingly  or 
negligently  permitted  any  of  its  officers  or  agents  to  violate  any  provision  of  any 
law  or  regulation  to  which  the  insured  bank  is  subject,  the  Board  of  Directors 


,yGoogIe 


818  FINANCIAL   nreTITUTIOWS   ACT   OS*   1SJJ7 

shall  first  give  to  the  Comptroller  of  the  Currency  In  the  case  of  a  national  bank 
or  a  district  bank,  to  the  authority  having  supervision  of  the  bank  In  the  case  of 
a  State  bank,  and  to  the  Board  of  Governors  of  the  Federal  Reserve  System  in 
the  case  of  a  State  member  bank,  a  statement  with  respect  to  such  practices  or 
violations  for  the  purpose  of  securing  the  correction  thereof  and  shall  glTe  a 
copy  thereof  to  the  bank.  Unless  such  correction  shall  be  made  within  out 
hundred  and  twenty  days,  or  within  twenty  days  In  any  case  where  the  Board  of 
Directors  in  Its  discretion  has  determined  that  the  insurance  risk  of  the  Corpo- 
ration is  unduly  jeopardized,  or  within  such  shorter  period  of  time  as  the  Comp- 
troller of  the  Currency  or  the  State  authority,  as  the  case  may  be,  shall  require, 
the  Board  of  Directors,  if  It  shall  determine  to  proceed  further,  shall  give  to  the 
bank  not  less  than  thirty  days'  written  notice  of  intention  to  terminate  the  status 
of  the  bank  as  an  insured  bank,  and  shall  fix  the  time  and  place  for  a  hearing 
before  the  Board  of  Directors  or  before  a  person  designated  by  It  to  conduct  such 
hearing,  at  which  evidence  may  be  produced,  and  upon  such  evidence  the  Board 
of  Directors  shall  make  written  findings  which  shall  be  conclusive.  If,  upon 
such  evidence,  the  Board  of  Directors  shall  find  that  any  unsafe  or  unsound 
practice  or  violation  specified  In  such  statement  has  been  established  and  has  not 
been  corrected  within  the  time  above  prescribed  in  which  to  make  such  correc- 
tions, the  Hoard  of  Directors  may  order  that  the  Insured  status  of  the  bank  be 
terminated  on  a  date  subsequent  to  such  finding  and  to  tbe  expiration  of  the  time 
specified  In  such  notice  of  Intention.  Unless  the  bank  shall  appear  at  tbe  bear- 
ing by  a  duly  authorized  representative,  It  shall  be  deemed  to  have  consented  to 
the  termination  of  Its  status  as  an  Insured  bank  and  termination  of  such  statu* 
thereupon  may  be  ordered:  Provided,  That  if  a  person  is  designated  by  tbe 
Board  of  Directors  to  conduct  the  hearing,  he  shall  certify  that  the  bank,  did  not 
appear." 

No.  100.  Redesionation  of  Provisions  of  Section  9  or  the  Federal  Deposit 
Insurance  Act 

Section  0  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  C  1819), 
is  amended  hy  redesignating  the  provisions  designated  as  "First"  to  "Tenth"  as 
"(a)"'  to  "(J)",  respectively. 
No.  101.  Employment,  Separation,  and  Compensation 

Section  9  Fifth  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  C. 
1819  Fifth),  is  amended  to  read  as  follows: 

"Fifth.  Without  regard  to  the  provisions  of  any  Civil  Service  laws  relating  to 
the  employment,  separation,  or  compensation  of  officers  or  employees  of  the 
United  States,  to  appoint  by  Its  Board  of  Directors  officers,  employees,  attorneys 
and  agents,  to  dismiss  at  pleasure  any  officer,  employee,  attorney  or  agent,  to 
define  their  duties,  fix  their  compensation,  require  bonds  of  them  and  fix  the 
penalty  thereof.  Nothing  in  this  or  any  other  Act  shall  be  construed  to  prevent 
the  appointment  and  compensation  as  an  officer  or  employee  of  the  Corporation  of 
any  officer  or  employee  of  the  United  States  In  any  board,  commission.  Independ- 
ent establishment,  or  executive  department  thereof." 
No.  102.  Application  hy  Corporation  fob  Subpewa 

The  second  sentence  of  Bubsectlon  (c)  of  section  10  of  the  Federal  Deposit 
Insurance  Act,  as  amended  (12  U.  S.  C.  1820  (e)),  Is  amended  by  striking  the 
words  "Board  of  Directors"  and  substituting  therefor  the  word  "Corporation". 
No.  103.  Immonitt  From  Prosecution 

Subsection  (d)  of  section  10  of  the  Federal  Deposit  Insurance  Act,  as 
(12  U.  S.  C.  1820  (d)),  Is  amended  by  deleting  the  last  sentence  thereof. 
No.  104.  Certification  of  Records 

The  second  sentence  of  subsection  (g)  of  section  10  of  the  Federal  Deposit  In- 
surance Act,  as  amended  (12  U.  S.  C.  1820  (g) ),  ia  amended  to  read  as  follows: 
Photographs,  microphotographs,  or  photographic  film  or  other  copies  of  such 
records,  papers,  or  other  documents,  certified  by  the  Secretary  of  the  Corporation, 
over  the  Corporation's  seal,  to  be  true  and  correct  copies  of  the  originals,  shall 
he  deemed  to  be  an  original  record  for  all  purposes,  Including  introduction  In 
evidence  In  all  State  and  Federal  courts  or  administrative  agencies  and  shall  be 
admissible  to  prove  any  act,  transaction,  occurrence,  or  event  therein  recorded." 
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NO.10B.    DlTOWTlWSTJKANOlFUND 

Subsection  (a)  of  section  11  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  D.  S.  C.  1821  (a)),  Is  amended  to  read  as  follows: 

"The  assets  of  the  Corporation  shall  be  held  in  a  Deposit  Insurance  Fond  for 
Injuring  deposits  and  for  other  uses  and  purposes  of  the  Corporation.    The 
m.-Hmnm  amount  of  the  insured  deposit  of  any  depositor  shall  be  $10,000." 
Ha  108.  LiAwunr  of  ConroBATion  tor  Insueed  Deposits 

Subsection  (b)  of  section  11  of  the  Federal  Deposit  Insurance  Act,  as  amended 
■(1217.  S.  G.  1821  (b)),  Is  amended  to  read  as  follows: 

"(b)  For  the  purposes  of  this  Act  an  insured  bank  shall  be  deemed  to  have 
cloned  on  account  of  inability  to  meet  the  demands  of  its  depositors  In  any 
case  In  which  it  has  been  closed  for  any  purpose  without  adequate  provision 
being  made  for  the  payment  of  its  insured  deposits"; 

and  subsection  (f)  of  section  11  of  the  Federal  Deposit  Insurance  Act,  as 
amended  (12  U.  &  C.  1821  (f)),  is  amended  by  striking  the  proviso  therefrom 
and  inserting  the  letter  "(1)"  for  the  letter  "(g)"  where  appearing  therein; 
and  the  existing  subsection  (g)  of  said  section  11  is  redesignated  as  subsection 
(I) ;  and  a  new  subsection  (g)  Is  added  to  said  section  11  to  read  as  follows: 

"(g)  In  the  event  that  pursuant  to  State  or  Federal  law  the  control  of  any 
insured  bank  is  assumed  by  a  receiver,  conservator,  or  other  statutory  author- 
ity without  adequate  provision  being  made  for  the  payment  of  the  insured 
deposits  in  such  bank,  thereupon  the  Corporation  shall  promptly  pay  to 
.depositors  their  Insured  deposits  as  herein  provided,  and  upon  such  payment 
the  Corporation  shall  be  subrogated.  In  accordance  with  the  provision  of  sub- 
section 1 1)  of  this  section,  to  the  rights  of  such  depositors  to  the  extent  of  such 
payment.*' 
And  a  new  subsection  (h)  is  added  to  said  section  11  to  read  as  follows: 

"(h)  The  Corporation,  in  Its  discretion,  may  require  proof  of  claims  to  be 
filed  before  paying  the  Insured  deposits,  and  in  any  case  where  the  Corporation 
is  not  satisfied  as  to  the  validity  of  a  claim  for  an  Insured  deposit.  It  may 
require  the  final  determination  of  a  court  of  competent  jurisdiction  before 
paying  such  claim.  For  the  purpose  of  determining  the  amount  and  validity  of 
any  claim  for  any  Insured  deposit  or  the  duty  of  the  Corporation  to  pay  the 
same,  the  Corporation  shall  have  access  to  all  books  and  records  of  the  Insured 
.bank."; 

-and  the  existing  subsections  (h),  (t),  (J),  (k),  and  (1)  are  redesignated  (j), 
(k),  (1),  (m),and  (n),  respectively. 
No.  107.  Additional  Liability  of  National  Bark  Stockholders 

The  first  sentence  of  subsection  (d)  of  section  11  of  the  Federal  Deposit  In- 
surance Act,  as  amended  (12  U.  S.  C.  1821  (d)),  Is  amended  by  striking  therefrom 
the  words  "stockholders  and". 
No.  108.  New  National  Bank  Organized  To  Assume  Deposits 

Subsection  (1)  of  section  11  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  V.  8.  C.  1821  (i) ),  is  amended  by  striking  the  eighth  sentence  therefrom  and 
substituting  therefor  the  following: 

"The  new  bank  shall  transact  no  business  except  that  authorised  by  this  Act 
and  as  may  be  incidental  to  its  organization :  Provided,  however.  That  the  Comp- 
troller of  the  Currency,  In  his  discretion,  may  authorize  the  bank  to  transact 
such  other  business  as  a  national  bank  may  transact." ; 

and  subsection  (1)  of  said  section  11  is  amended  by  substituting  a  colon  for  the 
period  at  the  end  of  the  second  sentence  thereof  and  by  adding  the  following  pro- 
viso after  the  colon : 

"Provided,  however,  That  the  Corporation  may  extend  the  two-year  limitation 
on  the  operation  of  such  a  new  national  bank  for  periods  of  six  months,  but  not 
in  excess  of  two  additional  years,  when  the  Board  of  Directors  determines  that 
the  continuance  of  the  new  bank  Is  necessary  to  meet  the  needs  and  convenience 
of  the  community." 
■No.  100.  Receiver  or  AH  IlfSUBEO  Bahk 

Subsection  (a)  of  section  12  of  the  Federal  Deposit  Insurance  Act,  as  amended 
412  D.  8.  C.  1822  (a) ),  is  amended  to  read  as  follows: 
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"Notwithstanding  any  other  provision  Of  law,  temporary  employees  hired  by 
the  Corporation  to  assist  It  In  performing  Its  duties  and  functions  ax  receiver 
of  any  insured  hank  shall  be  deemed  to  be  employees  of  the  receivership  estate." 
and  subsection  (d)  of  section  11  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  8.  C.  1821  (d) ),  Is  amended  by  adding  the  following  sentence  at  the  end 
thereof : 

"Notwithstanding  any  other  provision  of  law,  the  Corporation  as  receiver  of 
a  closed  national  bank  or  District  bank  shall  not  be  required  to  furuish  bond 
and  shall  have  the  right  to  appoint  an  agent  or  agents  to  assist  it  in  Its  duties 
as  such  receiver,  and  all  fees,  compensation,  and  expenses  of  liquidation  and 
administration  thereof  shall  be  fixed  by  the  Corporation,  and  may  be  paid  by  It  oat 
of  funds  coming  into  its  possession  as  such  receiver." 

No.  110.  Liability  op  Depositor  as  Stockholder  of  Closed  Bank 

Subsection  (d)  of  section  12  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  C  1822  (d) ),  is  amended  by  deleting  the  following  words  therefrom; 
"as  a  stockholder  of  the  closed  bank,  or  of  any  liability  of  such  depositor." 
No.  111.  Loans  to  and  Asset  Purchases  Frou  Receivers  or  Liquidators 

The  first  sentence  of  subsection  (d)  of  section  IS  of  the  Federal  Deposit 
Insurance  Act,  as  amended  (12  U.  S.  C.  1823  (d)),  is  amended  by  striking 
therefrom  the  words  "express  provisions  of  and  substituting  therefor  the  word 
"applicable"  and  said  subsection  (d)  Is  further  amended  by  striking  therefrom 
the  third  sentence  thereof. 

No.  112.  Crra- Service  Retirement  and  Disability  Benefits  and  Employees' 
Compensation  Benefits 

Section  13  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  D.  S.  C 
1823),  Is  amended  by  adding  at  the  end  thereof  the  following  new  subsection: 

"(I)  The  Corporation  shall  pay  Into  the  civil-service  retirement  and  disability 
fund  such  sum  as  shall  be  agreed  upon  by  the  Civil  Service  Commission  and  the 
Corporation  us  the  Government's  share  of  the  cost  of  the  civil-service  retirement 
system  applicable  to  the  Corporation's  officers  and  employees  and  their  bene- 
ficiaries for  the  period  from  the  creation  of  the  Corporation  to  the  first  day  of 
the  first  pay  period  which  begins  after  June  30,  1957.  The  benefits  of  the 
Federal  Employees  Compensation  Act  (5  U.  S.  C.  751-791  and  793),  as  now  or 
hereafter  amended,  and  of  the  unemployment  compensation  provided  in  Title 
XV  of  the  Social  Security  Act  (42  tj.  S.  C.  1301-1370),  as  now  or  hereafter 
amended,  shall  extend  to  the  officers  and  employees  of  the  Corporation.  The 
Corporation  shall  pay  into  the  employees'  compensation  fund  such  sum  as  shall 
be  agreed  upon  by  the  Secretary  of  Labor  and  the  Corporation  as  being  the 
amount  of  the  benefit  payments  made  from  such  fund  on  account  of  the  Corpo- 
ration's officers  and  employees  prior  to  January  1, 1957.  The  Corporation  shall, 
after  January  1,  19S7,  pay  into  the  employees'  compensation  fund,  on  the  basis 
of  annual  hillings  as  agreed  upon  hy  the  Secretary  of  Labor  and  the  Corporation, 
the  amount  of  the  benefit  payments  made  from  such  fund  on  account  of  the  Cor- 
poration's officers  and  employees.  The  annual  hillings  shall  also  include  a  fair 
portion  of  the  cost  of  the  administration  of  the  employees'  compensation  fond, 
which  portion  shall  be  paid  by  the  Corporation  into  the  Treasury  as  miscel- 
laneous receipts.  Any  payments  made  hereunder  applicable  to  periods  prior  to 
January  1,  1057,  shall  be  paid  out  of  the  Corporation's  capital  account  and  shall 
not  affect  the  'net  assessment  income'  computed  under  subsection  (d)  of  section 
7  for  such  periods.  Any  such  costs  applicable  to  periods  after  January  1,  1857, 
and  any  amounts  contributed  to  the  civil-service  retirement  and  disability  fund 
pursuant  to  section  4  (a)  of  the  Civil  Service  Retirement  Act  of  May  29.  1930,  as 
amended  by  the  Civil  Service  Retirement  Act  Amendments  of  1956  (Public  Law 
8M,  «■! t h  Cong. ) ,  shall  be  included  as  a  part  of  the  administrative  and  operatklf 
costs  of  the  Corporation  for  the  purpose  Of  computing  'net  assessment  income* 
as  provided  In  said  subsection  (d)  of  section  7,  and  may  be  paid  upon  estimates 
or  formulas  subject  to  subsequent  adjustment  after  audit  or  other  verification, 
and  the  amount  of  any  subsequent  adjustment  shall  be  charged  or  credited  in 
the  year  in  which  the  adjustment  is  made.  Any  disagreement  between  the  Cor- 
poration and  the  Civil  Service  Commission  or  the  Secretary  of  Labor,  as  the 
case  may  be,  as  to  the  propriety  or  amount  of  any  sum  due  for  past  b 
herein  provided  or  as  to  the  amount  of  any  annual  billings  shall  be  d 
as  the  President  by  Executive  order  shall  direct." 
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No.  113.  Aooocmrao  and  auditiho  or  the  Corporation  on  Calendas-Yeab  Babib 

Subsection  (c)  of  section  IT  of  the  Federal  Deposit  insurance  Act,  as  amended 
(12  U.  S.  C.  1827  (c)),  is  amended  by  striking  the  first  two  sentences  thereof 
and  substituting  therefor  the  following  three  sentences: 

"(c)  The  fiscal  year  of  the  Corporation  shall  be  the  calendar  year.  A  report 
-of  the  audit  for  each  calendar  year  shall  be  made  by  the  Comptroller  General 
to  the  Congress  not  later  than  June  30  following  the  close  of  such  calendar 
.year :  Provided,  That  the  first  report  of  audit  under  this  provision  shall  include 
any  period  of  1906  or  1957  which  has  not  been  Included  In  any  audit  report, 
'Tbe  Comptroller  General  shall  furnish  the  Corporation  a  short  form  report 
showing  the  financial  position  of  the  Corporation  at  the  close  of  the  calendar 
year,  if  it  la  possible  for  him  to  do  so  in  time  for  inclusion  of  the  report  In 
tbe  Corporation's  annual  report  to  the  Congress." 

-and  subsection  (b)  of  section  17  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  8.  C.  1827  (b)),  is  amended  by  deleting  tbe  last  sentence  thereof. 
Ho.  114.  Regulation  of  Bank  Mergers 

Subsection  (c)  Of  section  IS  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  8.  C.  1828) ),  is  amended  by  striking  out  the  third  sentence  thereof  and 
substituting  in  lieu  thereof  the  following: 

"No  Insured  bank  shall  merge  or  consolidate  with  any  other  Insured  bank 
or,  either  directly  or  Indirectly,  acquire  the  assets  of,  or  assume  liability  to  pay 
.any  deposits  made  In,  any  other  Insured  hank  without  the  prior  written  consent 
(1)  of  the  Comptroller  of  the  Currency  If  tbe  acquiring,  assuming,  or  resulting 
bemk  la  to  be  a  national  bank  or  a  District  bank,  or  (11)  of  the  Board  of  Governors 
•of  the  Federal  Reserve  System  if  the  acquiring,  assuming,  or  resulting  bank  is 
■to  be  a  State  member  bank  (except  a  District  bank),  or  (lii)  of  the  Corporation  if 
tbe  acquiring,  assuming,  or  resulting  bank  is  to  be  B  nomnember  insured  bank 
(except  a  District  bank).  In  granting  or  withholding  consent  under  this  sub- 
section, the  Comptroller,  the  Board,  or  the  Corporation,  as  the  case  may  be, 
shall  consider  the  factors  enumerated  In  section  6  of  this  Act.  In  the  case  of 
a  merger,  consolidation,  acquisition  of  assets,  or  assumption  of  liabilities,  the 
appropriate  agency  shall  also  take  into  consideration  whether  the  effect  thereof 
may  be  to  lessen  competition  unduly  or  to  tend  unduly  to  create  a  monopoly, 
and,  in  the  interests  of  uniform  standards,  It  shall  not  take  action  as  to  any 
such  transaction  without  first  seeking  the  views  of  each  of  the  other  two  banking 
agencies  referred  to  herein  with  respect  to  such  question ;  and  in  such  a  case 
tbe  appropriate  agency  may  also  request  the  opinion  of  the  Attorney  General  with 
respect  to  such  question." 
No.  11B.  Loans  to  Examiners  of  the  Corporation 

Title  18,  United  States  Code,  section  217,  Is  amended  by  substituting  a 
comma  for  the  period  at  the  end  thereof  and  adding  the  following  words: 
"or  to  loans  made  by  a  national  bank,  by  a  bank  operating  under  the  Code  of 
Lew  for  the  District  of  Columbia,  or  by  any  other  bank  which  is  a  member  of 
the  Federal  Reserve  System,  to  examiners  and  assistant  examiners  of  Federal 
Deposit  Insurance  Corporation,  or  to  borrowings  made  by  such  examiners  or 
assistant  examiners  from  such  banks  when  such  loans  or  borrowings  are  made 
In  accordance  with  regulations  prescribed  by  the  Board  of  Directors  of  the 
Federal  Deposit  Insurance  Corporation." 

Additional  Recommendation  No.  1.  Power  To  Require  Audits  or  Insubed 
Banks 

Section  10  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  0. 1820), 
Is  amended  by  redesignating  tbe  subsections  designated  as  "(e)"  to  "(g)"  as 
"(f)"  to  "(h),"  respectively,  and  by  inserting  as  new  subsection  (e)  tbe  following : 

"(e)  Whenever  the  Board  of  Directors  shall  find  that  the  affairs  of  an  Insured 
bank  are  in  such  state  that  its  books  and  records  may  not  reveal  Its  true  condi- 
tion, and  the  Board  of  Directors  shall  further  find  that  an  audit  of  the  affairs 
of  the  bank  is  necessary  to  properly  appraise  the  Insurance  risk  of  the  Corpora- 
tion, the  Board  of  Directors  may,  in  its  discretion,  direct  the  bank  to  cause  to  be 
made  forthwith  an  audit  of  the  bank  by  a  certified  public  accountant  within  the 
scope  fixed  by  the  Board  of  Directors  as  being  necessary  for  a  determination  of 
the  true  condition  of  the  bank,  and  if  within  a  reasonable  time  thereafter  the 
bank  shall  fall  to  cause  Haul  audit  to  be  initiated,  or  shall  fall  to  file  a  copy  of 
the  completed  report  of  audit  with  tbe  Corporation,  then  the  Corporation  mny 
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cause  an  audit  of  the  bank  to  be  made  by  a  certified  public  accountant  selected 
by  the  Board  of  Directors,  and  tbe  costs  of  tbe  audit  and  report  shall  be  added 
to  the  assessment  otherwise  payable  by  such  bank." 

Additional  Recommendation  No.  2.  Requlatoby  Authority  Ovee  Bmplotmebt 
bt  Insured  Barks  or  State  and  Feobrai,  Bark  Examiners  and  Employees 
09  Corporation  Involving  Conflict  of  Interest 

Section  9  of  the  Federal  Deposit  Insurance  Act,  as  amended  (12  U.  S.  C  1819), 
is  amended  by  adding  at  the  end  thereof  the  following  subsection: 

"(k)  To  prescribe,  by  regulations  of  its  Board  of  Directors,  restrictions  on 
the  employment  by  any  Insured  bank  of  any  State  or  Federal  bank  examiner  and 
of  any  employee  or  former  employee  of  the  Corporation  when  such  employment 
may  involve  a  conflict  of  Interest,  and  to  prescribe  penalties  against  the  bank 
and  the  employee  for  the  violation  thereof." 

Additional  Recommendation  No  3.  ACCEPTANCE  or  SCHOOL  Savings  Not  A 
Branch 

Subsection  (o)  of  section  3  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  C.  1813  (o) ),  Is  amended  by  substituting  a  colon  for  the  period  at  the 
end  thereof  and  by  adding  the  following  proviso  after  the  colon : 

"Provided,  however.  That  the  acceptance  of  deposits  In  furtherance  of  a  school 
thrift  or  savings  plan  by  an  officer,  employee,  or  agent  of  a  bank  at  schools  shall 
not  be  construed  to  be  tbe  operation  of  a  branch," 
Additional  Recommendation  No.  4.  Time  For  Filing  Claims  Aqain8T  Keceivkrs 

The  first  sentence  of  subsection  (e)  of  section  12  of  tbe  Federal  Deposit  In- 
surance Act,  as  amended  (12  U.  S.  C.  1822  (e) ),  la  amended  by  adding  after 
the  words  "receiver  for  the  closed  bank"  the  words  "or  such  leaser  period  as 
may  be  fixed  by  Slate  law  for  filing  claims  of  depositors  against  a  receiver  of  a 
closed  State  bank"  and  the  last  sentence  thereof  Is  amended  by  adding  after 
the  words  "eighteen  months'  period"  a  comma  and  the  words  "or  such  lesser 
period,''. 

Additional  Recommendation  No  5.  Prohibition  or  Disclosure  or  Examination 
Reports 

Subsection  (f)  of  section  10  of  the  Federal  Deposit  Insurance  Act,  as  amended 
(12  U.  S.  C.  1820  (f)).  Is  amended  by  adding  the  following  sentence  at  the  end 
thereof : 

"All  files,  documents,  reports,  books,  accounts,  and  records  (hereinafter  col- 
lectively referred  to  as  'records')  pertaining  to  any  bank.  In  the  possession  or 
under  the  control  nf  the  Corporation  or  any  officer,  employee,  or  agent  thereof, 
including  but  not  limited  to  (1)  reports  Of  examinations  or  Investigations  of  any 
bank,  (2)  applications,  statements,  and  reports  to  the  Corporation  by  any  bank, 
or  (3)  proceedings  for  the  termination  of  the  Insured  status  of  any  hank  and 
all  facts  or  information  contained  in  such  records  or  acquired  by  the  officer*, 
employees,  or  agents  of  the  Corporation  In  the  performance  of  their  official 
duties  are  confidential  and  privileged,  and  the  disclosure  of  snch  facts  or  Infor- 
mation or  the  production  of  snch  records  In  any  proceedings,  without  the  prior 
consent  of  the  Corporation,  is  prohibited." 

Mr.  Mtjlter.  Now,  Mr.  Cook,  I  think  you  indicated  to  us  that  your 
Board  fixed  tfie  salaries  and  compensation  of  all  of  your  employees. 

Mr.  Cook.  That  is  correct- 
Mr.  Multrr.  You  do  not  submit  any  budget  requests  to  the  Budget 
Bureau  ? 

Mr.  Cook.  No. 

Mr.  Mur.TER.  You  do  not  submit  anything  to  the  Congress  for  ap- 
proval or  disapproval  as  to  any  of  the  appropriations  or  expenditures 
that  you  make? 

Mr.  Cook.  We  have  no  appropriated  funds  as  you  well  know,  be- 
cause we  have  our  own  funds.  We  do  not  go  to  the  budget.  We  hare 
submitted  our  figures  to  the  Bureau  of  the  Budget  for  their  informa- 
tion, but  each  year  as  you  know,  we  submit  to  the  Congress  a  report 
with  the  General  Accounting  Office  so  that  everything  is  aboveboard 
and  clear. 
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Mr.  Multbh.  Under  the  existing  statute,  and  there  is  nothing  pro- 
posed in  this  hill  to  change  the  existing  statute,  there  is  no  provision 
permitting  the  Congress  to  supervise  or  control  your  expenditures. 
-^Mt.'Gobubn.  Mr.  Multer,  you  know  that  GAO  conducts  our  annual 
audit,  and  matters  of  expenditures  of  all  kinds  are  considered  by 
GAO  in  the  audit. 

Mr.  MtrLTER.  That  is  information  to  the  Congress,  copies  to  the 
Board  and  copies  to  the  Congress,  and  that  is  submitted  for  the  infor- 
mation of  the  Congress. 

Mr.  Coburn.  Yes. 

Mr.  Multer.  But  there  is  no  supervision,  wb  have  no  right  to  tell 
you  you  should  not  make  this  expenditure  or  you  should  make  another 
kind  of  expenditure  that  you  are  not  making. 

Mr.  Coburn.  Well,  if  GAO  deems  any  action  of  the  corporation  to 
be  improper  or  outside  of  the  law,  or  irregular,  or  excessive,  they  com- 
ment on  it  in  their  report  to  Congress. 

Mr.  Multer.  But  beyond  comment  and  recommendation,  without 
any 'statutory  provision  there  is  no  way  to  compel  the  FDIC  to  change 
its  policy  or  procedures  as  to  the  money  it  is  spending  or  has  spent  or 
will  spend. 

Mr.  Cobubn.  Well,  the  management  of  the  Corporation  is  vested, 
in  the  Board  of  Directors  generally,  yes. 

Mr.  Multer.  Now  why  shouldn't  Congress  have  control  over  those 
expenditures  for  operations?  Why  shouldn't  we  put  a  provision  in 
this  bill  permitting  the  Congress  to  say  what  you  shall  spend  and 
what  you  shall  spend  it  for? 

Mr.  Cobubn.  Well,  Mr.  Multer,  we  have  discussed  many  times,  at 
least  the  Corporation  has,  coming  down  to  Congress  for  the  expendi- 
tures, and  if  you  are  going  to  have  an  independent  agency  that  is  free 
to  act  in  an  emergency,  we  think  that  this  present  procedure  is  prob- 
ably the  best  if  not  the  only  way  to  do  it. 

Mr.  Cook.  And  it  has  worked  well  for  24  years. 

Mr.  Multer.  Well,  I  am  not  so  sure  it  has  worked  well  for  24  years. 
That  is  why  I  am  suggesting  that  the  Congress  should  have  control 
over  thepurse  strings.  Is  there  any  emergency  involved  in  the  hiring 
of  chauffeurs,  and  clerks,  and  typists,  and  stenographers? 

Mr.  Coburn.  Well,  there  can  be,  depending  on  the  circumstances. 
Ordinarily,  there  isn't. 

Mr.  Multer.  Would  that  kind  of  emergency  be  any  different  than 
exists  in  any  other  executive  department  of  government  ? 

Mr.  Coburn.  I  don't  know  about  the  other  agencies  of  Government, 
but,  for  instance,  with  your  insurance  risk,  whenever  there  is  a  likeli- 
hood or  a  fact  that  banks  are  closing  or  about  to  close,  we  have  got  to 
take  that  into  consideration,  the  number  of  banks  that  are  closed  and 
in  the  process  of  liquidation  makes  necessary  to  increase  or  decrease 
the  size  of  the  personnel  of  the  corporation,  the  number  of  personnel. 

Mr.MuLTER.  What  has  that  got  to  do  with  the  right  of  the  Congress 
to  determine  whether  or  not  you  are  spending  too  much  or  too  little 
for  examiners,  and  for  clerks,  and  for  chauffeurs,  and  for  stenog- 
raphers, and  for  lawyers  ? 

m  Mr.  Coburn.  Well,  I  think  that  the  report  of  GAO,  that  is  a  func- 
tion of  GAO  and  the  purpose  of  the  audit  is  to  give  the  Congress  that 
information. 

Mr.  Multer.  That  is  right. 
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Mr.  Coburn.  And  I  think  it  does. 

Mr.  Multer.  It  does  give  us  the  information,  but  after  we  have  the 
information  we  can  call  you  names  or  just  sit  back  and  fume  about  it 
There  is  nothing  we  can  do  about  it. 

Mr.  Coiiurn.  Well,  you  certainly  can,  as  you  are  doing  now,  con- 
sider legislation  and  adopting  legislation.  We  are  certainly  creatures 
of  Congress  and  anything  Congress  wants  to  do  it  can  do,  and  we 
certainly  respect  that  position  of  Congress,  and  we  don't  do  the  things 
that  we  think  that  Congress  doesn't  want  us  to  do  or  are  not  within 
the  spirit  as  well  as  the  letter  of  our  net.  and  I  think  we  have  kept 
both  within  the  letter  and  the  spirit  of  our  act-. 

Mr.  Brown.  Mr.  Multer,  will  you  yield  to  me  ? 

Mr.  Ml -ltkk.  Surely. 

Mr.  Brown.  Mr.  Cook  stated  the  agency  had  worked  well  for  the 
past  24  years.  You  said  you  weren't  so  sure  of  that.  Mr.  Cook  nsked 
you  what  you  meant  by  that ;  would  you  mind  answering  that ! 

Mr.  Multer.  I  am  now  addressing  myself  to  the  question  of  the 
right  of  the  Congress  and  why  the  Congress  should  not  enact  as  part 
of  tliis  bill  a  provision  requiring  this  agency  to  come  before  the  Con- 
gress and  get  its  appropriations,  and  have  the  Congress  approve  its 
expenditures  before  it  makes  them. 

Mr.  Brown.  They  don't  get  appropriations. 

Mr.  Multer.  Of  course,  they  don  t.  I  am  suggesting  even  though 
they  are  spending  the.  money  which  they  are  collecting  by  assessments, 
this  is  a  Government  agency,  wholly  owned  and  controlled  by  the 
Government,  created  by  the  Congress,  and  I  am  saying  that  they 
should  not  be  permitted  to  spend  their  money  except  that  they  come 
in  and  justify  it  in  advance  before  the  Congress  the  way  every  other 
executive  department  of  Government  does. 

Now,  I  would  like  to  have  some  good  reason  why  this  agency  should 
bo  exempted  from  that  procedure  other  than  the  fact  that  they  collect 
all  of  (heir  money  in  the  first  instance  and  it  does  not  go  into  the 
United  States  Treasury. 

The,  Chairman.  Not  a  dollar  of  this  money  is  appropriated  funds. 

Mr.  Multer.  Of  course,  it  isn't. 

The  Chairman.  And  you  submit  your  expenditures  to  the  Budget 
Bureau  and  General  Accounting  Office,  the  two  agencies  that  look 
over  it. 

Mr.  Cook.  AVe  do,  and  we  are  thoroughly  audited  by  the  General 
Accounting  OHioe. 

The  Chairman.  Tt  seems  to  me,  all  the  Congress  could  do  would 
lie  resubmit  it  to  the  agencies  for  detailed  examination. 

I  think  Congress  has  control,  because  the  reports  are  sent  to  it. 

Mr.  Cook.  AVe  are  a  creature  of  the  Congress  and  perfectly  willing 
to  submit  anv  information,  but  I  might  make  this  observation,  Mr. 
Chairman. 

1  (  we  would  have  to  come  to  the  Congress  for  an  appropriation,  we 
don't  know  in  any  one  year  what  our  losses  are  going  to  be.  If  we  had 
a  good-size  bank  drop  in  our  laps  like  we  had  down  in  Del  Rio,  Tex, 
for  a  few  days,  it  took  about  $11  million  just  for  a  short  time  to  do  that. 
Fori imately".  (hat  situation  has  worked  out.  but  taking  an  extreme  case 
where  we  might  have  to  use  millions  within  a  matter  of  hours,  we  cant 
wine  to  the  Congress  for  that :  we  have  to  act  quickly.    That  is  oar 
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job — to  protect  the  depositors — and  that  is  the  reason  this  fund  has 
been  established — for  the  protection  of  the  depositors. 

The  Chairman.  The  expeditious  exercise  of  that  power  is  absolutely 

essential  to  maintain  the  faith  the  people  have  in  the  agency. 

Mr.  Cook.  That  is  correct,  Mr.  Chairman.    We  have  to  move  fast. 

The  Chairman.  I  think  it  would  be  ridiculous  to  come  to  Congress 

for  an  appropriation  every  time  you  need  the  money  when  you  already 

have  the  money  you  have  earned,  and  you  report  what  you  do. 

Mr.  Cook.  That  would  simply  emasculate  the  powers  01  the  agency 
to  do  the  job  the  Congress  created  it  for  some  24  years  ago. 

Mr.  Multer.  You  nave  nicely  confused  the  subject,  Mr.  Cook,  and 
created  an  atmosphere  that  has  nothing  to  do  with  my  question. 

I  didn't  for  one  moment  infer  that  you  should  come  to  the  Congress 
for  an  appropriation  in  order  to  be  able  to  save  a  bank  or  protect  the 
depositors. 

I  am  addressing  myself  to  your  appropriations  for  the  expenditures 
of  your  office — not  for  the  insurance  operations — for  the  operation  of 
your  office,  the  hiring  of  employees,  the  buying  of  automobiles,  and  the 
things  of  that  kind.    That  is  what  I  am  talking  about. 

The  Chairman.  I  thought  the  gentleman  said  "expenses  of  admin- 
istration" which  would  include  the  payment  of  losses  and  all  other 
operations. 

Mr.  Multer.  The  expenses  of  administration  are  quite  apart  from 
the  statutory  obligations  of  paying  out  insurance. 

The  Chairman.  That  is  the  difference  between  expenses  and  expend- 
itures of  the  office.    These  are  expenditures  of  the  office. 

Mr.  Anderson.  Mr.  Multer,  you  have  certainly  raised  a  point  that 
is  worth  going  into.  The  fact  that  the  money  is  raised  by  this 
Government  agency  should  not  give  them  authority  to  expend  it 
without  reference  to  Congress,  .fust  to  put  in  a  comparison,  which 
is  perhaps  at  first  blush  a  little  incongruous,  the  situation  might  be 
compared  with  that  in  the  TVA  or  one  of  our  public  power  hydro- 
electric developments  where  an  agency  of  the  Government  is  making 
substantial  collections.  All  of  the  money  goes  into  the  Treasury  of 
the  United  States,  and  the  agency  is  not  authorized,  simply  because 
it  collects  the  money  in  the  course  of  its  business,  to  use  it  for  expan- 
sion or  otherwise. 

It  seems  to  me  that  expenditures  of  all  Government  agencies  should 
be  very  closelv  scrutinized  by  the  Congress. 
Mr.  Cook.  We  are- 
Mr.  Anderson.  Their  budgetary  expenditures  also  should  be  sub- 
ject to  control  by  the  Congress;  not  just  scrutinized  but  subject  to 
control  of  the  Congress. 

Mr.  Cook.  Let  me  make  this  comment,  if  you  please,  Mr.  Chairman, 
and  that  is  this:  I  believe  for  about  the  first  8  or  10  years  of  the 
life  of  the  Corporation,  when  we  had  quite  a  number  of  large  banks 
in  liquidation,  our  liquidation  staff  was  larger  at  that  time  than  our 
entire  staff  is  now,  including  examination,  so  if  we  had  a  number  of 
banks  in  our  hands  at  one  time,  we  would  have  to  expand  that  force 
quickly  because,  we  have  to  move. 

Mr.  Anderson.  Certainly,  it  would  be  possible  to  have  either  emer- 
gency funds  that  would  be  available  for  such  purposes  as  that,  or  a 
method  could  be  utilized  by  which,  at  the  conclusion  of  a  year  of  such 
emergency,  deficiency  appropriations  were  made  available.     There 
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could  be  a  clear  understanding  that  normal  expenses  could  be  exceeded 
in  the  case  of  emergency.  Considering  the  number  of  bankruptcies 
that  are  taking  place,  we  may  expect,  perhaps,  that  such  an  emergency 
may  arise  in  the  not  too  distant  future. 

Mr.  Greensides.  To  point  up  a  little  bit  what  the  problem... would 
be  in  operating  under  a  budget  prepared  a  year  or  two  in  advance, 
in  1938,  9  banks  failed:  in  1935,  25  banks;  the  next  year,  69  banks. 
Now,  the  rapid  influx  of  failed  hanks  could  not  have  been  anticipated 
and  we  had  to  expand  our  Liquidation  Division  from  zero  to  1,400 
employees  within  a  year's  time. 

Now,  that  could  not  be  anticipated  in  a  budget  prepared  2  years  in 
advance  of  the  event.  If  we  tried  to  anticipate  future  bank  closings, 
that  could  be  used  as  an  element  to  jar  business  confidence  and. so 
forth,  so  there  is  a  very  severe  and  difficult  practical  problem  in 
setting  up  budgets  for  Congress  to  approve  in  advance,  and  which 
hind  us  and  might  have  a  very  bad  effect  on  our  operation  in  case  of  a 
wave  of  bank  failures. 

Mr.  Anderson.  Thank  you,  Mr.  Multer. 

Mr.  Multer.  You  said  2  years  in  advance.  The  fact  is  Congress 
appropriates  funds  year  by  year. 

Mr.  Greensides.  Year  by  year,  but  you  are  working  on  the  1968 
budget  early  in  1957. 

Sir.  Multer.  You  mean  the  Budget  Bureau  is. 

Mr.  Greensides.  Yes,  and  the  agencies  before  that  because  they 
have  to  get  their  estimates  over  to  the  Budget  Bureau,  cleared  there,  to 
come  up  here,  so  we  would  be  working  almost  2  years  in  advance  of  the 
designated  budget  year. 

Mr.  Multer.  Congress  is  only  working  on  the  new  fiscal  year. 

Mr.  Greensides.  That  is  right. 

Mr.  Multer.  As  a  matter  of  fact,  when  you  walk  into  a  bank  that 
you  are  going  to  take  over  or  close  up  or  merge  into  a  more  solvent 
institution,  vou  go  in  with  a  force  of  examiners  and  clerks  that  are  on 
your  payroll ;  don't  you  ? 
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Mr.  Gkbenbidxs.  In  liquidating  the  assets  of  closed  banks,  that  is 
done  through  our  Liquidation  Division,  and  employees  are  hired  and 
released  in  accordance  with  need. 

Mr.  Multeh.  Will  you  submit  to  us  a  list  of  your  employees  that  you 
have  on  a  permanent  basis  by  titles  and  number— I  don't  want 
names — for  each  of  the  last  5  years,  and  an  indication  of  how  many 
temporary  employees  you  had  taken  on  each  year,  and  indicating  how 
long  the  temporary  employees  remained  with  you ! 
Mr.  Gheensides.  Yes. 
(The  data  requested  above  are  as  follows:) 

Federal  Deposit  Insurance  Corporation, 

Office  of  the  Chaxbmas, 
Washington,  D.  C,  September  11,  1957. 
Mr.  Bobeet  L.  Gaboon, 

Clerk,  Committee  on  Banking  and  Currency, 

'Haute  of  Representatives,  Washington,  D.  C. 
Deab  Mb.  Cabdon:  We  submit  copies  of  schedules  described  below  In  ful- 
fillment of  the  request  of  Congressman  Multcr  expressed  during  the  course  of  the 
hearings  on  the  Financial  Institutions  Act,  August  15, 1957. 

1.  A  list  of  permanent  employees  by  titles  and  number  for  each  of  the  last 
It  years. 

2.  A  schedule  of  temporary  employees  taken  on  for  each  liquidation  over  the 
course  of  the  past  Q  years  and  showing  the  number  of  such  temporary  employees 
on  duty  at  the  closing  of  the  year  in  which  hired. 

S.  A  schedule  reporting  the  number  of  temporary  employees  taken  on  for 
each  liquidation  orer  the  past  5  years  and  showing  the  number  of  such  em- 
ployees released  within  a  4-month  period. 

4.  A  schedule  showing  the  number  of  employees  of  the  corporation  by 
divisions  for  each  year  since  the  organization  of  the  corporation. 

The  last-named  schedule  was  not  specifically  requested,  but  Is  submitted  for 
the  reason  that  It  Illustrates  how  the  total  of  permanent  as  well  as  temporary 
employees  rises  and  falls  with  the  incidence  of  bank  closings.  Inasmuch  as 
the  number  of  bank  closings  has  been  small  In  each  of  the  last  5  years,  there 
bas  been  little  change  In  our  total  personnel  over  that  period.  During  the  earlier 
years  of  the  corporation's  life  the  number  of  bank  closings  was  much  higher  and 
the  schedule  reflects  the  personnel  requirements  for  those  years. 

We  believe  the  schedules  as  enclosed  will  meet  the  needs  of  the  committee. 
Sincerely, 

Netl  G.  Greenbides, 
Acting  Assistant  to  the  Chairman. 
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SCIIEDVLE    ft 

Temporary  employed  in  liquidations  acquired  Jan.  1, 1952,  to  July  SI,  I8J7 


Thomasvllle  Bank  *  Tt;1  Co  .  Thgu-.»*tille.  A'o 

Cc^den  State.  Bsnli.frejnderj.  Ill  

Bank  ol  Pierks.  Dlerks.  U* 

MeyMd  «atf  Bank,  Ms> field,  ft 

First  Stats  Bank  of  Kin  ".*.:  I'.-i.  Ki-r.*on>!  t'-oi. 

Bunk  of  11a,  lis.  Gil  

Bulk  of  Wrdtesvllle.  «  mu<«;,.».  Kj 

The  First  National  M-uk  i.fl..i-r  ._:.,:-.:,_  1 

-     -  ■         -   ■    -      ■    -     Mrurn.IrtaDO 

IV',S1  Hiw-.Msbo. 

ill    Rank    ol    Toriilyn-oe    Palnn, 

"iwentynme  raim«,  \_aiii 

Frontlet  Trust  Co..  r  *:  1  .  .-?,  !  M  .  :.. 
Rlwr  Oaks  State  Book.  Fort  Wwih,  T.i 
The  Home  National  Bank  ..!  K.l-nnil-.  KHmiule.  N.  Y 

Flm  State  Bank  of  ¥  -II. .n.  i    in.mo.Tei     ... 

Del  Rio  National  Bank.  Ix-I  Km.  Tfl 


.    May 


June  30.1667 
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Mr.  Mii.ter.  Now  what  do  you  do  as  far  as  lawyers  are  concerned 
when  you  go  into  liquidate  a  bank  or  close  it  up  i 

Mr.  Cook.  General  counsel  answers  that  question. 

Mr.  Coburx.  Mr.  Miilter,  in  each  instance  that  there  is  a  closed 
bank  in  which  there  is  indication  there  are  going  to  be  substantial  legal 
problems,  we  employ  local  counsel  to  represent  the  Corporation,  the 
rei-eiver,  or  the  liquidator  in  the  matter. 

We  do  that  on  the  basis  of  a  form  of  contract  that  gives  the  Board 
of  Directors  of  the  Corporation  the  absolute  right  and  authority  to 
fix  fees  and  during  the  course  of  the  administration  of  the  estate, 
whether  it  be  receivership  or  liquidation,  or  any  other  capacity,  we 
ordinarily  have  counsel  file  with  us  quarterly  fee  bills;  both  the.  liqiii- 
dation  division  and  the  legal  division  examine  them,  and  then  they 
are  passed  on  to  the  Board  of  Directors  with  recommendations,  anil 
the  Board  fixes  the  amount   of  the  fees. 

Mr.  Mixtku.  You  doirt  pay  those  lawyers  by  the  week  or  the  month 
or  the  year? 

Mr.  Cobtrx.  Xo;  they  are  the  kind  of  legal  services,  Mr.  Multer, 
that  involve  specific  litigation  or  advisory  matters,  so  that  it  is  not 
practical  to  employ  them  on  a  full-time  basis. 

Mr.  Milter.  And  they  are  paid  after  their  services  are  completed 
and  voti  then  evaluate  the  value  of  the  services,  and  they  are  then 
paid.' 

Mr.  Conur.N.  Well,  ordinarily  in  a  liquidation  proceeding  that  is  a 
continuing  matter  for  2  or  3  years,  we  consider  tne  services  on  a  pe- 
riodic basis,  ordinarily  a  quarterly  basis,  on  the  matters  that  have 
concluded. 

In  other  words,  those  matters  that  are  concluded  in  the  quarter,  we 
consider  Hie  fees  to  be  allowed  for  such  services. 

Mr.  Mvi.tkr.  Then  whenever  the  emergency  arises  and  you  must 
call  in  local  counsel  to  be  of  assistance  to  the  corporation  in  doing 
a  job,  yon  don't  need  any  advance  appropriation  for  that.  That  man 
goes  in  and  does  the  work  and  then  he  is  paid  after  he  has  completed 
his  work. 

Mr.  Conrnx.  As  I  say  we  ordinarily  provide  for  quarterly  pay- 
ments for  such  counsel. 

Mr.  Multer.  Is  there  any  court  review  of  those  allowances? 

Mr.  Cobtrx.  Here  again  it  is  a  matter  that  comes  before  the  Board. 
They  are  approved  by  the  Board  and  they  are  audited  by  the  GAO. 

Mr.  Mi-ltkh.  Then  the  answer  to  my  question  is,  there  is  no  court 
review  of  those  allowances. 

Mr.  Com'RN*.  Well,  in  State  receiverships  where  we  are  acting  under 
court,  appointment,  there  is,  but  in  instances  of  national  bank  receiv- 
erships, there  is  not  a  court  review. 

Mr.  Milter.  In  every  instance,  Mr.  Coburn,  where  there  are  State- 
appointed  receivers  or  trustees,  and  in  the  Federal  district  courts 
where  a  receiver  or  trustee  is  appointed,  whether  it  be  an  equity  re- 
ceivership or  a  bankruptcy  receivership,  in  all  of  those  instances  the 
court  reviews,  does  it  not,  and  fixes  the  allowances  to  be  paid  out  to 
the  receiver  and  the  trustees  and  their  attorneys? 

Mr.  Coin-Ry.  Well,  if  the  receivership  is  operating  under  court 
appointment,  and  under  the  jurisdiction  of  a  court,  the  court  passes  on 
and  fixes  the  fees.    Our  Board  acts  in  the  same  capacity  as  the  court. 
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**  Mr.  Multer.  In  other  words,  your  Board  acts  as  the  receiver  and  as 
the  court 

tinder  the  statute,  you  have  a  right  to  go  in  as  the  receiver ;  isn't 
that  sot 

Mr.  Cobubn.  Under  the  statute  in  the  case  of  the  closing  of  a 
national  bank  and  appointing  the  receiver,  the  comptroller  must  ap- 
point the  Corporation  receiver. 

Mr.  Multer.  There  is  no  discretion  about  it,  the  Comptroller  must 
appoint  the  Corporation  receiver. 

Then  the  receiver  proceeds  to  employ  his  own  attorney;  is  that 
right? 

Mr.  Cobubn.  ThB  Board  appoints  an  attorney  just  like  the  court 
appoints  an  attorney. 

Mr.  Multer.  The  Corporation  which  is  the  receiver  appoints  the 
lawyer,  fixes  his  compensation. 

Mr.  Cobubn.  Just  like  the  court  does  in  the  case  of  a  court  receiver- 
ship, yes,  sir. 

Mr.  Multer.  And  determines  how  and  when  and  where  the  assets 
will  be  sold  or  liquidated. 

Mr.  Cobubn.  Well,  now  in  the  case  of  a  national  bank  receivership, 
as  you  know,  and  as  I  pointed  out  in  my  statement,  under  the  present 
law  in  the  case  of  the  compromise  or  settlement  of  any  claim  or  the 
sale  of  assets,  it  is  necessary  to  get  court  approval,  and  as  I  pointed 
out  on  that,  that  is  an  ex  parte  proceeding,  and  part  of  an  administra- 
tive act  on  the  part  of  any  court  of  competent  jurisdiction. 

Mr.  Multer.  So  you  think  that  that  is  like  the  court,  too. 

Mr.  Cobubn.  No,  that  particular  phase  is  an  additional  matter. 

Mr.  Multer.  Well,  now  the  sale  of  assets  where  you  go  in  and  get 
the  ex  parte  order — so  that  the  record  may  be  clear — an  ex  parte  order 
is  one  where  you  go  in  and  get  an  order  without  notice  to  anybody. 
The  Corporation  through  its  counsel  goes  in  before  the  court,  presents 
some  papers  to  the  court  on  which  the  court  then  makes  an  order  with 
notice  to  no  one. 

Mr.  Coburn.  That  is  correct. 

Mr.  Multer.  Where  you  get  that  kind  of  an  order,  ex  parte  from  the 
court  for  the  sale  of  assets,  you  are  talking  about  the  sale  of  all  of  the 
assets. 

Mr.  Coburn.  No,  sir,  it  can  be  the  sale  of  all  or  any  portion  of  them. 

Mr.  Multer.  Well,  let's  be  specific,  let's  take  the  Ellenville  National 
Bank  case. 

Mr.  Cobubn.  Yes,  sir. 

Mr.  Multer.  You  went  to  court  there  and  got  a  court  order. 

Mr.  Coburn.  We  have  gotten  several  court  orders  in  the  Ellenville 
National  Bank  case. 

Mr.  Multer.  Did  you  get  a  court  order  permitting  you  to  settle 
the  obligation  which  practically  broke  the  bank !  Do  you  know  which 
one  I  am  referring  to  i 

Mr.  Cobubn.  Are  you  talking  about  the  Anjopa  Paper  Co.  ¥ 

Mr.  Multer.  Yes;  how  big  was  that  obligation  when  the  FDIC 
stepped  in  ? 

Mr.  Cobubn.  Our  final  audit  showed  something  in  excess  of  $900,000, 
I  think  it  would  be  $950,000. 

Mr.  Multer.  Thatwasprincipal. 
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Mr.  Cobukn.  No,  that  included  calculated  interest  of  the  overdraft 

Mr.  Mui.tbii.  What  was  the  original  amount  of  the  overdraft?  Do 
you  know! 

Mr.  Conuitx.  Xo ;  I  can't  give  yon  that,  exactly. 

Mr.  Multeh.  When  did  the  overdraft  first  occur? 

Mr.  Cobiirn'.  Well,  it  had  been  going  on  for  several  years. 

Mr.  Miii.TEii.  How  come  your  examiners  never  discovered  it! 

Mr.  Counts'.  That  was  a  national  bank,  and  the  examination  of 
that  bank  was  under  the  Comptroller. 

Mr.  Multeh.  Weren't  the  Comptroller's  reports  of  examination  sub- 
mitted to  you  regularly? 

Mr.  CoinjRN.  Yes,  sir. 

Mr.  Multer.  Were  they  reviewed  regularly  ? 

Mr.  Coburn.  Yes,  sir. 

Mr.  Mui/tek.  And  there  was  nothing  suspicious  in  that? 

Mr.  CouuitN.  The  overdraft  was  not  shown  in  the  report  of  exami- 
nation. 

Mr.  Mur.TEK.  There  was  nothing  in  that  report  that  put  anybody  on 
notice  that  there  was  something  wrong  there;  that  you  had  better 
check  on  this. 

Mr.  Coburn.  As  I  recall,  the  last  report  prior  to  the  one  in  which 
the  shortage  was  discovered  indicated  that  the  bank  had  an  excessive 
amount  of  bad  assets,  and  as  result,  as  I  understand  it,  a  surprise 
examination  was  made,  and  it  was  at  the  time  of  the  surprise  examina- 
tion that  the  examiners  discovered  the  shortage. 

Mr.  Multer.  Now  that  obligation  was  settled;  wasn't  it. 

Mr.  Coburn.  Yes,  sir. 

Mr.  Multeh.  For  how  much? 

Mr.  Coburn.  Well,  it  involved  a  settlement  which  nets  to  the  Cor- 
poration approximately  $390,000. 

Mr.  Multer.  Approximately  33Va  percent  on  the  dollar. 

Mr.  Coburn.  That  is  right,  roughly,  a  little  bit  more  than  that.  It 
is  closer,  I  think,  to  40  percent. 

Mr.  Multer.  Was  this  matter  reviewed  by  the  Board  of  the  FDIC? 

Mr.  Coburn.  That  matter  was  very,  very  carefully  reviewed. 

You  see,  when  we  take  over  a  closed  bank  we  have  to  try  to  realize 
on  the  assets  that  are  available  to  us,  and  we  have  to  tnke  it  over  under 
the  conditions  that  we  find.  Here  was  an  overdraft,  an  extension  of 
credit  that  from  the  sound  banking  point  of  view  there  was  no  basis 
at  all  for,  no  basis  for  that  kind  or  amount  of  credit  to  be  extended  to 
this  firm. 

Mr.  Multer.  Quite  apart  from  the  fact  that  it  was  well  in  excess 
of  the  maximum  amount  this  hank  had  the  right  to  lend  any  one 
company. 

Mr.  Oibi-rx.  That  is  true.     It  was  excessive  in  that  regard. 

Mr.  Multer.  Before  that  settlement  was  made  you  say  the  matter 
was  reviewed  by  the  Board  of  the  FDIC. 

Mr.  Coburn.  Yes,  sir:  very  carefully. 

Mr.  Multer.  Does  Mr.  Gridney  attend  Board  meetings  himself  or 
does  he  have  somebody  delegated  by  him  to  act  for  him? 

Mr.  Coburn.  Well,  through  the  4  years  I  have  been  here,  Mr. 
Gidnev  has  attended  most  of  our  Board  meetings.  In  a  few  instances 
when  lie  was  out  of  town,  Mr.  Jennings  attended. 
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Now,  if  1  recall  correctly,  I  think  that  when  we  finally  acted  upon 
this  particular  settlement— the  meeting  that  acted  upon  that,  I  think 
Mr,  Jennings  was  present  and  not  Mr.  Gidney,  but  Mr,  Gidney  had 
been  conversant  with  the  affairs  and  the  procedures  that  the  Corpora- 
tion had  been  following  in  an  effort  to  work  out  and  liquidate  this 
indebtedness  to  the  best  advantage  to  the  receivership. 

Mr.  Multer.  Just  for  the  sake  of  the  record,  not  that  I  am  always  so 
proud  that  I  must  always  say  I  told  you  so — but  Mr.  Gidney  and  Mr. 
Jennings  sat  at  that  table  when  Mr.  Gidney  told  us  that  the  people  who 
gave  me  my  information  didn't  know  what  they  were  talking  about, 
-when  I  said  the  settlement  was  one-third,  approximately  33%  cents  on 
the  dollar,  and  he  insisted  it  was  well  over  50  cents  on  the  dollar. 

Mr.  Coborn.  I  don't  remember  him  saying  that.  I  heard  the  testi- 
mony, and  of  course  the  record  speaks  for  itself,  and  Mr.  Gidney  is  well 
able  to  take  care  of  himself,  but  the  figures  speak  for  themselves. 

As  a  matter  of  fact,  the  committee  has  here  before  it  a  petition  in 
court,  the  form  of  agreement,  the  consent  of  the  other  creditors. 

You  see,  in  this  instance  the  Corporation  was  not  the  only  creditor. 
There  were  other  creditors  approximating  $300,000. 

Mr.  Multeh.  Who  were  those  creditors,  what  kind  of  creditors  were 
they* 

Mr.  Cobcrn.  Generally  people  they  were  doing  business  with,  pro- 
viding them  with  materials. 

Mr.  Mui/ter.  You  are  talking  about  the  debtor  corporation. 

Mr.  Cobdrn.  I  am  talking  about  Anjopa. 

Mr.  Multer.  That  settlement  was  approved  by  the  court  by  an 
ex  parte  order. 

Mr.  Cobukn.  Yes,  sir. 

Mr.  Multer.  You  and  I  as  lawyers  understand  this,  but  I  would 
like  to  have  the  record  show  it  That  means  that  no  depositor  and  no 
stockholder  got  any  notice  of  the  application  to  settle  that  claim. 

Mr.  Coburn.  That  is  right.  That  is  the  way— that  provision,  as 
I  told  you,  there  is  some  question  as  to  its  constitutionality.  It  has 
been  referred  to  in  a  number  of  appellate  court  cases.  It  is  an  admin- 
istrative proceeding,  it  is  not  a  judicial  proceeding,  and  the  receiver 
goes  into  court,  is  required  to,  and  gets  an  ex  parte  approval. 

Now,  the  court  may,  if  it  sees  fit,  suhpena  any  witnesses  that  it 
desires,  but  in  the  usual  course  of  events  it  is  done  with  only  evidence 
from  the  receiver  and  its  representatives. 

Mr.  Multer.  You  are  now  talking  about  only  the  receiverships 
where  FDIC  is  the  receiver.  You  are  not  talking  about  general 
receiverships  in  the  Federal  courts,  are  you? 

Mr.  Cobtxrn.  No,  I  nm  talking  about  action  under  this  particular 
section  of  the  statute  that  requires  the  receiver  of  the  national  banks 
to  get  a  court  approval  of  any  sale  of  assets  or  compromise  of  claim. s 

Mr.  Multer.  Now  did  the  judge  before  he  handed  down  that  opin- 
ion ask  your  counsel  for  any  briefs  on  the  subject? 

Mr.  Coburn.  I  wasn't  present  when  this  was  handled,  but  no  briefs 
were  submitted  to  the  judge. 

Mr.  Multer.  I  think  the  procedure  was — and  vou  correct  me,  and 
if  you  don't  know  find  out  and  let  us  know — tiie  matter  was  sub- 
mitted ex  parte  to  the  court,  the  court  took  the  papers  under  advise- 
ment and  subsequently  handed  down  an  order  approving  this  sale 
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together  with  this  memorandum  of  opinion  indicating  its  doubt  as  to 
tin*  constitutionality  <if  the  statute. 

Mr.  Com  i;x.  Wait  a  minute:  we  nit*  talking  about  two  different 
things  now.  Yon  arc  now  talking  about  the  approval  in  reference  to 
the  sale  of  assets  lo  the  new  hank.  The  opinion  I  handed  to  you  did 
not-  ivfer  in  any  way  to  Aiijopn  or  the  settlement  of  the  claim. 

Mr.  Mti.TKit.  Before  you  go  on 

The  Ciiamman.  lA-t  him  answer. 

Mr.  Mri.rei:.  I  will,  but  before  we  leave  the  matter  of  the  scttle- 
int'iit  of  the  claim,  was  there  any  opinion  handed  down  in  connection 
with  that  ruling  indicating  tmv  doubt  as  to  the  constitutionality  of 
t  lie  statute  ? 

Mr,  Conmx".  No. 

Mr.  Mii/ri:'!.  All  right,  go  abend. 

Mr.  Conrnx.  Then1  have  been  other  orders  we  have  gotten,  and  I 
am  reasonably  suit  in  the  Kllenville  case,  but  the  first  time  that  we 
went  before  a  court  for  a  court  order  in  the  Kllenville  case  was  to 
get  approval  of  the  sale  of  assets  to  the  new  bank  which  was  organized 
to  assume  the  deposit  liabilities  of  the  bank,  and  we  sold  certain  assets 
to  the  new  bank'  in  exchange  for  the  new  bank,  assuming  the  deposit 
liabilities. 

It  included,  among  other  things,  the  banking  house  and  certain  of 
the  assets  of  the  closed  bank  that  had  been  approved  both  by  the 
chief  national  hank  examiner  who  was  up  there  and  screening  the 
paper,  and  also  bv  the  proposed  officers  or  representatives  of  the  new- 
bank. 

Now  at  thai  time  we  presented  the  matter  to  the  Federal  court  in 
New  York  City.  A  date  was  given  to  us.  I  asked  Mr.  Judd,  who  had 
represented  tlio  corporation  in  other  matters,  to  get  a  date  set  for 
the  hearing  of  the  matter.  Time  was  of  the  essence  because  at  that 
time  the  proposed  bank  was  going  to  open  up  *2  or  3  days  later,  Thurs- 
day of  the  week,  and  as  T  recall,  we  got  the  petition  up  to  New  York 
the  prior  Thursday.  I  think  it  was  Friday  Mr.  Judd  called  me  and 
saiil  that  he  had  a  telephone  conversation  with  the  clerk  of  Judge 
Palmicri.  and  he  questioned  the  constitutionality  and  the  authority 
of  Judge  Palmicri  to  take  any  action  on  it  at  all.  As  a  result  Mr. 
Judd  worked  over  the  weekend  down  at  the  office  of  Mr.  Cecil,  and  I 
and  two  of  the  other  lawyers  worked  all  dav  Saturday  and  all  day 
Sunday  to  try  to  determine  the  propriety  of  the  criticism. 

Here  was  a  section  that  had  been  on  the  books  for  a  hundred  years. 
It  was  passed,  it  wa<  first  put  on.  as  I  recall,  in  the  sixties  or  seventies. 
It  was  a  long  time  ago.  anyway,  and  there  had  been  numerous  deci- 
sions on  it,  and  this  is  the  first  time  that  there  had  been  any  challenge 
on  the  constitutionality  of  it. 

We  came  up-  -it  was  sort  of  a  dead-end  research  because  we  couldn't 
find  and  didn't  find  any  position,  any  adjudications  to  really  sustain 
the  objection  to  it. 

The  Chairman.  What  is  the  language  of  the  statute? 

Mr.  t'ot'iKv.  It  merely  says.  Mr.  S-penee.  that  any  sale  or  compro- 
mise of  assets  shall  Ih*  approved  by  a  court  of  competent  jurisdiction. 

The  Ciiaikm  ix.  Well,  has  it  \ieen  construed  that  that  means  an 
ex  parte  proceeding! 

.Mr.  IViu  un.  Yes.  sir. 
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The  Chairman.  The  courts  have  construed  that 

Mr.  Coburn.  Yes,  sir ;  and  there  are  several  appellate  court  deci- 
sions that  refer  to  it  as  an  administrative  as  distinguished  from  a 
judicial  proceeding,  and  they  have  also  said  that  it  is  an  essential 
step  in  the  sale  of  assets,  and  its  is  my  firm  opinion  with  those  deci- 
sions outstanding  that  no  title  could  at  least  pass  upon  the  sale  of  the 
assets  of  a  receiver  without  having  court  approval. 

Mr.  Brown.  Would  Mr.  Multer  yield  a  minute? 

Mr.  Multer.  Surely. 

Mr.  Brown.  Did  the  depositors  of  this  bank  lose  anything? 

Mr.  Coburn.  No,  sir:  the  depositors  in  the  Ellenville  bank  did  not 
lose.     None  of  the  depositors  lost  anything. 

Mr.  Brown.  Did  the  FDIC,  in  your  opinion,  lose  anything,  and  if 
so,  about  how  much? 

Mr.  Cobcrn.  The  present  indication  is  that  there  will  be  no  loss  in 
the  Ellenville  case. 

Mr.  Multer.  Does  that  mean  the  stockholders  will  lose  nothing? 

Mr.  Coburn.  No,  there  will  be  a  loss  to  the  stockholders.  The  prob- 
abilities are  that  there  will  be  a  loss  to  the  stockholders. 

Mr,  Multer.  The  probabilities  are  that  they  will  probably  be  wiped 
out  as  far  as  their  investment  in  the  capital  stock  is  concerned. 

Mr.  CoBUBN.  It  will  depend  in  a  good  part  on  whether  or  not  this 
particular  settlement  is  carried  through,  and  the  amount  of  money 
that  we  get  from  Zeiger  Hotel,  which  was  another  excess  loan  we  have 
■worked  out  on  a  program  that  the  hotel  is  giving  us  what  we  think 
is  the  most  they  can  do  and  still  operate,  and  in  arriving  at  that  set- 
tlement again  we  took  the  full  amount  of  that  indebtedness  and  as 
far  as  working  out  the  payments,  we  got  the  advice  of  what  we  con- 
sidered the  best  hotel  management  advice  that  was  available.  It  was 
the  dean  of  the  Cornell  School 

Mr.  Multer.  Was  that  a  loan  or  an  overdraft? 

The  Chairman.  What  was  the  reason  for  these  excess  loans? 

Mr.  Cook.  They  were  overdrafts. 

The  Chairman.  Why  did  they  allow  such  an  overdraft  ? 

Mr.  Cook.  That  is  another  question  of  management,  Mr.  Spence. 

Mr.  Multer  .  That  is  one  of  the  reasons  the  president  of  the  bank 
is  under  indictment,  is  it  not  ? 

Mr.  Coburn.  Yes,  sir,  the  president  of  the  bank  is  under  indict- 
ment and  bo  also  is  the  president  of  the  Anjopa  Paper  Co.  under 
indictment 

The  Chairman.  Was  the  paper  company  a  heavy  stockholder;  did 
they  have  any  influence  on  the  bank  ? 

Mr.  Coburn.  The  president  of  the  company  to  my  knowledge  had 
no  stock  or  if  he  did,  it  was  most  nominal.  I  am  reasonably  sure  he 
had  none. 

Mr.  Multer.  Was  the  hotel  indebtedness  an  overdraft  also,  or  was 
that  a  loan  ? 

Mr.  Cobubn.  That  was  primarily  a  loan.  $204,000  was  in  the  form 
of  a  loan,  and  the  balance  a  concealed  overdraft 

Mr.  Mumma.  Where  is  this  hotel  located  ? 

Mr.  Multer.  Ellenville,  N.  Y. 

Mr.  Mumma.  Is  that  near  Grossinger's! 

Mr.  Coburn.  It  is  the  Adirondack^. 
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Mr.  Multer.  No;  the  Catskills. 

Mr.  Cnmmx.  The  Catskills;  you  an  right. 

Mr.  MfLTEB.  Is  it  in  the  southern  district  of  New  York? 

Mr.  Oohurjj.  Yes. 

Mr.  Multer.  It  is  up  above  Monticello.     Mr.  Barrett. 

Mr.  Barrett.  You  said  that  on  n  few  of  the  audita  you  weren't 
able  to  pick  up  the  overdraft.  How  did  you  eventually  learn  of 
this? 

Mr.  Coburn.  Well,  the  situation  was  discovered  by  the  national 
bankers  in  the  course  of  an  examination. 

Mr.  Barrett.  How  is  it  the  FDIO  couldn't  pick  it  up  t 

Mr.  (Viburx.  Sir,  generally,  the  Corporation  does  not  examine 
national  bunks.  We  have  the  statutory  right  to  do  it  whenever  we 
think  that  the  insurance  risk  is  in  jeopardy.  However,  because  of 
our  close  association  with  the  Comptroller  and  the  fact  that  when 
we  think  there  is  trouble  we  suggest  to  them  that  they  give  it  closer 
scrutiny. 

Mr.  Barrett.  How  do  you  different  iate  between  a  bank  examination 
and  an  audit! 

Mr.  Corurn.  There  are  a  number  of  distinctions  and  without  going 
into  all  of  the  refinements  and  for  practical  purposes,  an  examination 
is  an  appraisal  of  bank  assets  and  an  appraisal  of  management.  An 
audit  includes  an  audit  of  the  affairs  with  verification.  Ordinarily 
the  examiners  will  not  verify.  For  instance,  they  do  not  verify  the 
deposit  liabilities  of  the  bank. 

In  other  words,  they  don't  contact  each  depositor  and  note  the 
books  of  the  bank  show  that  you  have  a  balance  of  a  hundred  or  a 
thousand  dollars.  That  is  not  verified.  There  are  some  refinements 
that  point  up  some  differences,  too,  but  that  in  the  main  is  the  dis- 
tinction. 

Mr.  Barrett,  .lust  one  other  question.  Did  the  national  bankers 
make  inquiries  of  the  individual  depositors? 

Mr.  Coihrx.  No,  sir;  they  were  able  to  find  it,  as  I  understand  it, 
because  of  certain  lack  of  balance  in  the  internal  records  of  the  bank. 

Mr.  Barrett.  Wouldn't  you  say  that  somebody  in  the  bank  itself 
revealed  the  overdraft  to  the  examiners? 

Mr.  Coiniix.  Well,  what  ordinarily  happens,  Mr.  Barrett-,  the 
cxumini'i-s  in  the  shortage  cases  find  one  little  thing  and  then  it  leads 
In  another  anil  ultimately,  and  I  think  in  this  case  it  happened  that 
liosc  who  was  the  president  of  the  hank  revealed  the  shortage  in  the 
cout>e  of  (hat  examination. 
.Air.  Milieu.  What  was  the  capital  stock  of  this  bank  paid  in? 
Mr.  Conmtx.  1  think  it  is  close  to  a  million  dollars,  eight  or  nine 
hundred  thousand  dollars. 

Mr.  Mi  lteil  Is  that  capital  or  capital  and  surplus? 
Mr.  ( 'onrnv.  That  would  lie  the  whole  capital  account, 
MY.  Milter.  I  would  like  to  have  the  breakdown  on  it:  how  much 
was  capital  stock  paid  in? 
Mr.  SIimma.  Mr.  Multer. 

Mr.  Milter.  1  would  like  to  get  the  answer  to  that. 
Sir.  Cue ni.  fir.  Cramer,  I  think,  has  those  figures. 
Mr.  Cramer.  JItiv  I  have  your  question  again,  the  common  capital 
stock? 
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Mr.  Multer.  Yes. 

Mr.  Cramer.  280,000. 

Mr.  Multer.  Was  there  any  preferred  stock? 

Mr.  Cramer.  No,  sir. 

Mr.  Multer.  The  capital  stock  account  was  $280,000.    The  surplus 

Mr.  Cramer.  The  surplus  undivided  profits  and  any  other  capital 
accounts  was  $580,000. 

Mr.  Multer.  Do  you  know  how  much  of  the  $580,000  was  reserve 
for  losses  ? 

Mr.  Cramer.  I  do  not.     We  have  that  information. 

Mr.  Multer.  Will  you  supply  that  to  us  for  the  record,  please,  the 
amount  of  the  capital  accounts; 

Mr.  Cramer.  A  breakdown  of  the  capital  account  of  the  bank;  yes. 

Mr.  Mumma.  How  long  did  this  loan  last;  over  what  period  of  tune 
was  this  going  on  ? 

Mr.  Coburn.  The  overdraft  situation  continued  for  several  years. 

Mr.  Mumma.  I  mean  the  loan.  It  seems  to  me  if  the  loan  had  been 
on  for  a  long  time,  the  amount  of  the  loan  compared  to  the  capital  and 
undivided  surplus  is  much  over  10  percent  allowed  our  customer.  It 
seems  that  ought  to  have  been  brought  out. 

Mr.  Coburn.  These  loans  were  not  shown  on  the  books. 

Mr.  Mumma.  I  see. 

Mr.  Multer.  The  amount  of  the  hotel  loan  was  shown  on  the  books. 
With  the  hotel  you  had  a  dual  situation ;  there  was  a  loan  in  excess  of 
the  amount  they  could  make  to  any  one  firm  and  an  overdraft.  With 
the  paper  company  you  had  an  overdraft.    Is  that  not  right! 

Mr.  Cobtjrn.  I  am  not  sure  whether  the  loan  to  the  Zeiger  was  in 
excess  of  the  capacity  of  the  bank  to  loan  to  a  single  borrower. 

Mr.  Mtxter.  Now  none  of  those  examiners'  reports  were  ever  made 
available  to  any  of  the  stockholders  in  the  Ellenville  National  Bank; 
were  they  ? 

Mr.  Cobihn.  Mr.  Multer,  let  me  suggest  this  to  you :  The  processes 
of  examination,  and  the  report  of  examination  that  we  obtained,  the 
report,  itself,  is  for  the  benefit  of  the  supervisors  so  that  we  can  know 
something  about  the  bank,  and  then  the  use  that  we  make  of  it  is 
through  banking  recommendations  and  directions  to  management,  and 
by  management  we  mean  the  executive  officers  and  the  board  of  direc- 
tors of  the  bank,  anil  it  is  not  primarily  for  the  stockholders.  They 
fat  a  secondary  benefit  from  it  to  the  extent  that  the  bank  is  improved 
y  reason  of  the  examination,  the  criticism,  and  suggestions  and 
changes  in  policy  that  result  from  the  examination  technique. 

Mr.  Multer.  The  answer  to  my  question  is;  The  stockholders  did 
not  get  any  copies  of  any  of  the  examiners'  reports  in  the  last  3  years 
of  the  operation  of  this  hank  during  which  time  these  overdrafts  were 
occurring. 

Mr.  Cook.  Let  me  make  this  statement 

Mr.  Multer.  May  I  have  a  yes  or  no  to  that  and  then  any  explana- 
tion you  like. 

Mr.  Cook.  You  don't  give  a  fellow  a  chance  to  answer  properly. 

Mr.  Multer.  I  will  give  you  all  the  chance  to  answer  vou  want, 
but  I  want  an  answer  to  my  question.  Is  it  not  a  fact  that  these  stock- 
holders never  saw  an  examiner's  report  during  the  last  3  years  of  the 
operation  of  the  bank  ?     Then  go  on  and  explain  all  you  like. 
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.■oin  the  bank.  Secondly,  he  gets  information — opinion  information 
l  confidential  information — from  discussing  the  matters  of  loans 

.d  other  matters  with  the  officers  of  the  bank,  and  he  comes  to  cer- 
.iin  conclusions  in  reference  to  those. 

Xow  the  reports  of  examination  contain  this  confidential  informa- 

jn  that  comes  from  the  officers.  It  contains  the  opinions  of  the 
"aminer  and  if  we  are  going  to  be  able  to  continue  to  get  them  and 
'ire  them  freely  expressed,  the  reports  of  examination  must  remain 
"mfidential. 

Mr.  Multeb.  Now,  again,  I  repeat  my  question :  What  techniques, 
•*  any,  do  you  recommend  that  we  write  into  this  statute  to  prevent 
"■currences  of  the  instances  we  have  been  talking  about  ? 

Mr.  Coburn.  We  think  that  our  present  techniques  are  about  as 
ood  as  can  be  devised. 

Mr.  Multer.  Then  the  answer  is  you  make  no  recommendation? 

Mr.  Coburn.  Some  recommendations  have  been  made.  For  in- 
stance, we  are  making  a  recommendation  that  under  certain  circum- 
dtances  an  audit  can  be  required.  Mrs.  Sullivan  has  asked  several 
questions  about  that.  There  again  we  come  into  the  difference  in 
techniques  that  Mr.  Barrett  has  inquired  about  as  to  the  difference 
between  an  audit  and  an  examination. 

Mr.  Seely-Bhown.  Would  the  gentleman  yield  ? 

Mr.  Multeb.  I  yield  to  Mr.  Seely-Brown. 

Mr.  Seely-Brown.  To  clarify  the  situation,  let's  assume  I  am  a 
stockholder  in  the  bank.  If  I  want  to  see  a  report  of  the  examiner, 
I  go  to  management  and  ask  for  that  report.  Then  the  management 
may  or  may  not  in  its  discretion  give  it  to  me  but  there  is  no  way 
in  which  I  can  force  them  to  give  me  the  report  of  the  examiner;  is 
that  correct? 

Mr.  Coburn.  That  is  correct. 

Mr.  Seely-Brown.  I  want  to  make  sure  that  is  the  situation  as  I 
understand  it  and  what  Mr.  Multer  is  suggesting  for  the  protection 
of  any  stockholder— he  is  suggesting,  if  I  understand  his  line  of  ques- 
tioning correctly,  that  there  should  be  some  possible  requirement 
■whereby  a  stockholder  could  demand  that  lie  be  given  that  report  of 
the  examiner  and  the  management  would  then  be  forced  to  comply 
with  his  request:  is  that  right  ( 

Mr.  Coburn.  Your  statement  in  reference  to  the  bank  situation  is 
correct. 

Mr.  Seely-Brown.  And  is  it  my  understanding  that  you  feel 
should  legislation  of  that  type  be  drafted  it  might  interfere  with 
what  you  call  sound  management? 

Mr.  Coburn.  In  our  opinion  and  in  the  opinion  of  the  other  super- 
vising agencies,  it  would  interfere  materially  with  getting  confidential 
information  which  the  examiner  gets  and  passes  on  to  his  superiors. 

Mr.  Seely-Brown.  And  is  it  my  further  understanding  that  if  a 
man  owned  enough  slock  in  a  bank  so  that  he.  had  possibly  a  very  real 
interest  in  it,  the  chances  are  because  of  iiis  ownership  of  stock  he 
would  be  represented  in  management  or  on  the  board  of  directors,  and, 
as  such,  he  would  have  the  information  ? 

Mr.  Coburn.  That  is  correct;  the  reports  are  available  to  the  board 
of  directors. 
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Mr.  Seely-Brown.  But  the  little  fellow  who  has  what  you  might 
call  the  occasional  share  of  bank  stock,  that  information  in  fact  is 
denied  to  him  unless  management  is  willing. 

Mr.  Coburn.  That  is  correct. 

Mr.  Multer.  With  one  addition.  If  management  is  unwilling  to 
give  it  to  him  and  doesn't  want  to  assume  the  burden  of  not  milking 
that  report  available  to  the  stockholder,  he  can  come  on  down  to  the 
Comptroller  of  the  Currency  or  to  your  office  or  call  you  on  the  tele- 
phone and  say,  "Look,  this  little  stockholder  is  a  troublemaker.  I 
am  not  going  to  give  it  to  him;  I  would  like  to  be  able  to  say  that  this 
report  belongs  to  you,  and  you  then  take  the  position  that  this  is  your 
report  and  nobody  else  can  use  it" ;  is  that  a  fact  ? 

Mr,  Coburn.  The  reports  are  our  reports  and  we  can  deny  them  to 
the  stockholders.    May  I  make  a  suggestion,  Mr.  Multer? 

Mr.  Multer.  Surely. 

Mr.  Coburn.  I  think  the  committee  should  respect  the  considered 
conclusion  of  the  agencies  that  have  these  functions  every  day.  I 
think  that  these  reports  of  examination  should  remain  confidential. 

Now,  if  you  want  to  give  the  stockholders  some  right  of  access  to 
the  books  and  records  of  the  bank  and  give  him  a  source  of  informa- 
tion, I  think  you  should  consider  it  as  a  separate  and  distinct  thing 
and  give  him  such  rights  of  discovery.  He  has  rights  of  discovery. 
He  can  get  the  information  concerning  the  loans  andthat  information 
is  available  to  him  or  if  he  doesn't  have  sufficient  possibilities  to  ob- 
tain the  information,  I  think  you  should  give  it  to  him,  but  not  inter- 
fern  with  the  processes  of  examination  and  supervision. 

Mr.  Mn.TEB.  Now  let's  pursue  that  a  moment.  "What  did  it  cost, 
the  last  audit  and  examination  of  the  Ellenville  National  Bank;  how 
much  did  you  assess  as  the  cost  of  that  examination? 

Mr.  CuituRN".  We  make  no  assessments  at  all. 

Mr.  Multer.  What  did  the  Comptroller  assess  against  the  hank  for 
his  last  examination? 

Mr.  Cdburk.  I  don't  have  the  least  idea. 

Mr.  Multer.  Approximately  what  would  it  have  cost  for  that 
examimit  ion — the  last  examination  by  any  Federal  authority  or  agency 
of  the  Ellenville  National  Bank;  about? 

Mr.  Cor.ritN.  J  couldn't  give  you  an  intelligent  guess,  Mr.  Multer. 
Maylie  Mr.  Greensides  could. 

Mr,  Multer.  Let's  have  him  tell  ub. 

Mr.  Mimma.  Mr.  Multer,  I— 

Mr.  Multer.  I  jet's  get  an  answer  to  (his  first.  Can  anybody  in 
FDICtell  up  the  approximate  cost  of  an  examination? 

.Mr.  Cook.  The  cost  of  that  examination  was  assessed  by  the  Comp- 
troller of  (he  Currency  depending  upon  the  amount  of  the  assets.  It 
is  based  on  a  certain  percentage  on  assets,  isn't  it  ? 

Mr.  Giieexsihes.  It  is  a  percentage  on  assets. 

Mr.  Mri.TKR.  Will  you  give  us  some  dollars-and-cents  valuation. 
I  don't  want  it  to  the  penny.  Approximately  what  does  it  cost  for 
Mich  an  examination ' 

Mr.  ( ritKKNsmi's.  I  don't  know  what  their  rate  is. 

Mr,  Milter.  There  is  nobody  with  FDIC  who  is  here  who  can  tell 
us  iippi-oximntely  what  il  would  cost  for  the  examination  of  any  bank 
-f  iniv  sizej 
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Mr.  GheeNsides.  We  can  put  into  the  record  the  scale  of  examination 
fees. 

Mr.  Multeb.  Can  anybody  now  tell  us  what  the  cost  of  examination 
of  any  national  bank  or  any  State-insured  bank  is,  big,  small,  or 
intermediate  ? 

Mr.  Gkeensides.  It  would  depend  on  the  size  of  the  bank  and  the 
personnel  used. 

Mr.  Multer.  You  have  no  idea.     Now  I  will  yield  to  Mr.  Mumma. 

Mr.  Mumma.  We  were  talking  about  the  little  stockholder  who 
would  go  into  the  bank  and  wanted  to  find  out  about  the  examiner's 
report  and  they  would  tell  him  "No."  I  was  wondering  what  you 
would  do.    Do  you  know  what  I  would  do? 

Mr.  Mdi/ter.  What 3 

Mr.  Mumma.  I  would  write  a  letter  to  the  Comptroller  of  the  Cur- 
rency and  tell  him  of  the  situation,  and  then  I  would  ask  you  about 
what  you  would  do.  Would  you  say  that  was  a  crackpot  or  would  you 
at  least  look  into  it  ? 

Mr.  Coburn.  If  we  get  communications  from  stockholders  or  other 
people  that  are  interested  in  banks  suggesting  that  something  is  wrong 
with  the  bank  or  suggesting  certain  changes  in  it,  we,  of  course 

Mr.  Mumma.  It  alerts  you. 

Mr.  Coburn.  Of  course,  it  alerts  us. 

Mr.  Multeb.  It  isn't  a  question  of  the  stockholder  alerting  you.  All 
he  wants  to  do  is  look  and  see  if  everything  is  right. 

Mr.  Coburn.  I  think  he  has  a  right,  I  have  made  some  cursory  ex- 
amination, and  he  has  a  right  to  look  at  the  books  at  the  bank. 

Mr.  Multer.  And  the  reason  I  am  trying  to  find  out  how  much  the 
examination  would  cost  is  to  point  out  to  you  how  ridiculous  it  is  to 
say  to  the  stockholder,  "You,  Mr.  Stockholder,  go  hire  an  auditor  and 
pay  $10,000  to  find  out  if  everything  is  all  right,"  when  you  have  all 
of  the  information  available  in  your  office  and  Comptroller  Gidney 
has  it  in  his  office  and  neither  of  you  will  make  it  available  to  the 
stockholders. 

Mr.  Coburn.  But  we  are  making  use  of  our  information  as  efficiently 
as  we  can. 

Mr.  Multer.  Now,  Mr.  Mumma. 

Mr.  Mumma.  I  had  so  many  questions.  I  want  to  bring  out  one 
point 

Mr.  Multer.  Let  me  pursue  this. 

Mr.  Mumma.  How  long  is  it  going  to  take  you  ? 

Mr.  Multer.  Let  me  pursue  this.  Since  hefore  you  gentlemen  came 
in,  the  chairman  announced  we  were  going  to  dismiss  these  witnesses 
today,  I  am  not  going  to  hog  all  the  time.  I  cannot  possibly  finish 
with  all  of  my  questions,  but  let  me  finish  this  one  subject,  which 
points  up  this  whole  problem. 

This  Ellenvillc  National  Bank  situation  is  not  just  the  Ellenville 
National  Bank  in  New  York.  To  me,  it  points  up  an  entire  problem 
throughout  the  country  that  requires  attention  and  requires  attention 
in  this  bill. 

Now  without  getting  into  the  question  of  whether  your  judgment 
was  good,  bad,  or  indifferent,  after  you  settled  this  claim  for  one-third 
of  its  face  amount,  the  $050,000  claim  that  you  settled  for  approxi- 
mately one  third,  and  then  obtained  an  ex  parte  order,  without  notice 
from  the  court,  did  the  stockholders  complain?     Now  I  don't  care 
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whether  they  were  right  or  wrong  or  you  were  right  or  wrong,  I  am 
not  going  to  get  into  tiie  question  of  reviewing  your  judgment,  did 
the  stockholders  complain  that  that  was  a  bad  settlement  and  they 
could  have  gotten  more  money  if  they  had  been  notified  and  allowed  to 
work  it  out? 

Mr.  Coburn.  Let  me  answer  that  the  best  I  can.  I  saw  one  news- 
paper report  where  one  stockholder  who  was  not  a  member  of  the 
bourd  of  directors  of  the  bank  did  make  a  claim  that  it  was  unfair. 
However,  we  have  discussed  the  matter  with  several  of  the  former 
directors  of  the  bank  and  others  that  were  interested  nnd  had  knowl- 
edge of  the  circumstances,  and  we  think  that  it  is  generally  accepted 
thiit  we  made  :i  very  good  deal. 

Mr.  Multeh.  Now  when  Judge  Palmieri  handed  down  his  decision 
indicating  there  was  some  question  as  to  the  constitutionality  of  bis 
right  to  approve  the  sale,  did  anybody  call  to  the  judge's  attention 
that  in  every  State  court  trusteeship,  in  every  State  and  in  every  Fed- 
eral trusteeship  whether  it  be  on  the  equity  side  or  the  bankruptcy 
bide,  no  sale  oi  the  assets  can  be  made  except  that  every  stockholder 
and  creditor  is  given  notice  and  an  opportunity  to  be  heard. 

Mr.  Coburn.  We  discussed  that,  Mr.  Multer,  with  him,  and  we  went 
over  the  decisions  and  the  decisions  very  clearly  say  that  such  notice  to 
stockholders  and  creditors  and  others  is  not  required.  The  decisions 
spell  it  out. 

Mr.  Multer.  In  FDIC  matters,  is  that  what  you  say  ? 

Mr.  Coburn.  No,  I  am  talking  about  acting  under  the  particular 
section  of  the  statute  under  which  he  issued  the  order.  The  decisions 
interpreting  that  say  that  notice  to  stockholders  and  others  is  not 
required.     It  is  an  ex  parte  proceeding. 

Mr.  Multer.  Mr.  Coburn,  1  am  sure  you  are  a  good  lawyer  nnd 
you  are  not  trying  to  evade  my  question.  You  are  talking  about  the 
procedure  under  the  FDIC  Act. 

Mr.  Coburn.  No,  1  am  talking  about  procedure  under  the  National 
Hank  Act. 

Mr.  Multer.  Let's  forget  about  the  National  Bank  Act  for  a  moment 
and  the  FDIC  Act.  In  every  other  receivership  and  every  other 
trusteeship  outside  of  the  National  Dank  Act  in  the  Federal  courts 
and  in  the  Stale  courts  in  equity  and  in  bankruptcy  and  in  insolvency 
proceedings,  the  rule  requires  that  before  you  dispose  of  a  major  asset, 
before  you  approve  a  sale  of  the  assets  of  the  bankrupt  or  insolvent 
estate,  notice  must  be  given  to  all  concerned,  isn't  that  the  rule  i 

Mr.  t  -onuiix.  Mr.  Multer,  there  are  rules,  for  instance,  the  referee  in 
bankruptcy  can  approve  sales  without  calling  a  creditors'  meeting. 
There  are  certain  procedures — 

Mr.  Multer.  You  are  a  better  lawyer  than  that,  Mr.  Coburn.  The 
statute  is  to  the  contrary.  I  am  not  talking  now  about  an  instance 
where  there  is  an  order  permitting  you  to  run  the  business,  there  you 
operate  the  business  and  sell  assets  in  due  course  but  even  there  if  you 
lire  going  to  sell  a  major  asset  other  than  in  due  course  of  business,  you 
cant  do  it  without  the  court  approval,  and  after  notice  to  creditors. 

Mr.  Dhown.  Will  Mr.  Multer  yield  to  me? 

Mr.  Multer.  1  would  like  to  gvl  this  finished  up  first. 

Mr.  Talus.  Mr.  Chairman,  point  of  order. 

The  Chairman.  Dr.  Talle. 
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Mr.  Talle.  I  want  to  ask,  Mr.  Chairman,  whether  other  members 
of  this  committee  have  rights  or  does  one  member  have  a  preemption 
on  all  of  the  time  in  connection  with  this  hearing? 

The  Chairman.  No  other  member  asked  for  recognition.  We  have 
been  on  this  one  question  now  for  some  time.  We  are  going  to  dismiss 
the  witness  today.  We  are  going  to  discontinue  the  hearings  until  the 
next  session  of  Congress. 

Mr.  Moltkr.  Now  may  I  continue,  Mr.  Chairman? 

The  Chairman'.  I  think  you  might  conclude  now,  Mr.  Mutter. 

Mr.  Multer.  I  am  going  to  conclude  on  this  subject.  I  have  made 
my  position  clear.  I  am  going  to  conclude  on  this  subject  and  it  should 
be  unnecessary  for  me  to  say  that  members  who  want  the  witness  ought 
to  be  here  when  the  session  opens.  Now,  Mr.  Cook  and  Mr.  Coburn, 
with  reference  to  this  matter  of  receiverships  and  particularly  with 
reference  to  the  Judge  Palmieri  decision  and  opinion,  as  a  result  of 
that,  you  have  come  in  and  recommended  a  change  in  the  statute  so  that 
you,  FDIC,  as  receiver,  shall  not  have  to  go  to  court  and  get  approval 
on  notice  to  anybody,  is  that  right? 

Mr.  Coburn.  That  is  right,  because  we  have  asked  the  committee 
to  study  the  constitutionality.  Now  we  have  no  objections  to  going 
into  court.  That  is  perfectly  proper.  We  just  don't  want  to  be  in  the 
position  where  a  court  will  sny  I  don't  have  the  jurisdiction,  the  au- 
thority to  issue  an  order  and  we  have  decisions  that  hold  that  the 
order  is  necessary. 

Mr.  Molter.  Just  one  last  question  on  this  subject. 

The  Chairman.  All  right. 

Mr.  Multer.  Mr.  Cook  and  Mr.  Coburn,  don't  you  think  that  in  all 
fairness  to  the  depositors  and  the  stockholders  of  a  bank,  what  you 
should  do  is  come  in  here  and  recommend  that  instead  of  this  being  a 
purely  ex  parte,  without  notice,  administrative  proceeding  as  to  what 
you  should  do  with  the  assets  of  a  closed  bank,  you  ought  to  come  in 
here  and  recommend  that  we  write  into  this  statute  the  same  provi- 
sions that  apply  to  every  trusteeship  and  every  receivership  so  that 
every  stockholder  and  every  creditor  can  get  notice  before  you  dispose 
of  major  assets  of  the  bank. 

Mr.  Coburn.  No,  sir,  I  do  not  think  so. 

The  Chairman.  Mr.  Brown. 

Mr.  Brown.  1  think  we  ought  to  clear  this  up :  Mr.  Multer  has  made 
the  point  that  the  stockholder  doesn't  have  any  representation.  The 
stockholder  does  because  the  directors  represent  him.  Who  elected 
the  directors ;  the  stockholders  did. 

Mr.  Seely-Brown.  Mr.  Brown,  will  yon  yield  ? 

Is  it  not  correct  that  your  Corporation  has  the  title  of  the  Federal 
Deposit  Insnrance  Corporation,  and  as  such,  your  primary  responsi- 
bility under  the  law  is  to  protect  the  depositors? 

Mr.  Cook.  That  is  absolutely  correct,  sir. 

Mr.  Seely-Brown.  And  the  questions  that  I  have  asked  and  others 
have  asked  regarding  the  stockholders  and  so  forth,  in  all  fairness  to 
you,  your  primary  responsibility  is  still  under  the  law  to  the  depositor? 

Mr.  Cook.  That  is  entirely  correct,  sir. 

Mr.  Seely-Bkown.  Until  and  unless  we  change  the  law,  that  will 
continue  to  be  and  so  your  entire  effort  has  been  made  to  protect  the 
depositor,  particularly  the  small  one  who  is  so  badly  hurt  whenever 
there  is  any  kind  of  bank  crisis. 
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Mr.  Cook.  That  is  entirely  correct,  Mr.  Congressman,  and  may  I 
make  this  additional  statement.  We  operate  under  the  law  that  the 
Congress  laid  down  starting  with  the  1!)33  act  and  as  amended  several 
times,  but  the  primary  responsibility,  as  you  say,  is  to  the  depositor. 
We  want  to  protect  the  stockholder  when  we  can  and  we  have  had 
liquidations  where  we  have  paid  out — I  cited  a  case  the  other  day — 
where  in  liquidation  we  paid  more  to  the  stockholders — we  not  only 
got  our  money  out  of  it,  but  we  paid  more  to  the  stockholders  per 
share  than  the  slock  was  selling  at  when  the  bank  closed.  That  is 
the  Newark,  N.  J.,  case. 

Mr,  Skei,y- Brown.  Thank  you. 

Mr.  MuLTEit.  Mr.  Seely-Brown,  will  you  yield  to  me  ? 

Mr.  Skei.y-Bhowx.  If  I  have  the  floor,  I  will  yield. 

The  Chairman.  T>o  any  other  members  desire  recognition? 

Mr.  Mumma.  Well,  I  would  like  to  make  a  statement,  a  short  one. 

The  Chairman.  You  are  recognized. 

Mr.  Mumma.  You  know  this  matter  of  the  stockholders  in  a  bank 
or  an j'  other  institution,  my  opinion  is  that  when  a  stockholder  signs 
that  proxy  lie  has  confidence  in  the  people.  Now  I  have  in  mind  a 
particular  instance,  a  relatively  small  bank,  they  send  the  proxies  to 
every  small  stockholder  and  they  put  in  2  or  3  names  you  could  xote 
for,  now  one  time  I  got  those  and  the  third  name  on  the  list  was  a 
fellow  that  owed  me  $800  and  I  couldn't  collect,  so  I  immediately 
crossed  that  name  olF  and  called  up  the  banker  and  told  him  I  thought 
that  was  wrong  putting  a  fellow  like  that  on  the  proxy  committee. 

Well,  he  changed  it.  But  I  also  know  my  son  happened  to  be  a 
director  in  a  bank  until  quite  recently  and  there  is  a  lot  of  gossip  goes 
on  even  among  (he  directors  pertaining  to  somebody's  financial  situa- 
tion and  solvency  and  it  isn't  good. 

In  fad,  there  is  a  fellow  wanted  to  get  on  a  bank  board  and  when 
they  discussed  him  thev  said,  "Well,  now,  Joe  at  a  cocktail  party  after 
the  first  drink  he  is  a  little  windy  and  he  tells  a  lot  of  facts  which  is 
maybe  a  facetious  way  of  saying  that  the  fellow  gives  out  facts,  and 
I  will  tell  you  it  is  not  good  to  have  the  general  public  know  what  a 
person  owes  at  a  bank." 

Now  this  may  be  beside  the  point  but  I  think  that  is  a  very  important 
thing  in  business. 

Mr.  Cook.  Mav  I  make  this  comment  sir?  I  think  vou  would  be 
«  good  banker.    ' 

.Mr.  Mumma.  Well,  I  had  an  opportunity  of  getting  on  a  couple 
of  boards  of  banks  but  one  banker  told  me,  you  stick  to  the  concrete 
business.  AVally.  Now  this  matter  of  defalcation  at  Ellenville  was 
a  man  who  thought  he  had  the  perfect  crime,  he  didn't  think  he  would 
git  caught  like  Ilauptmann  and  all  of  the  others,  but  vou  leam  from 
the  past  what  to  look  for. 

Now  one  more  question.  When  an  examiner  goes  into  your  bank 
he  does  go  through  the  notes  and  look  them  over ;  thev  are  niade  avail- 
able? 

Mr.  Cook.  They  are:  every  note  and  every  financial  statement. 

Mr.  Mi  mma.  1  imagine  one  over  a  certain  size  in  a  certain  bank, 
and  if  the  examiner  is  little  known  in  the  community,  he  goes  through 
there  and  sees  one,  and  it  may  light  a  fire  and  he  would  be  into  that. 
Of  course,  if  they  aren't  in  the  list  of  notes,  lie  has  a  hard  time  finding 
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them,  and  that  is  all  my  comment.  I  think  this  matter  of  raising  all 
of  thiB  fuss  about  the  stockholders  who  have  the  proxy 

Mr.  Multer.  Would  you  yield  to  me  a  moment,  Mr.  Mumma  I 

Mr.  Mumma.  Yes. 

Mr.  Multer.  Isn't  it  a  fact  that  although  it  is  the  primary  duty  of 
this  Corporation  to  protect  the  depositor,  it  is  not  the  sole  duty  and 
you  and  every  other  stockholder  in  the  bank  want  some  protection, 
too! 

The  Chairman.  Well,  let  the  chairman  make  a  statement.  When 
ft  member  is  recognized,  he  isn't  given  any  time.  He  can  yield  for  a 
question  but  he  can't  yield  time  to  another  member.  In  the  House 
you  are  yielded  time.  Here  it  is  recognition.  I  think  the  committee 
should  recognize  this. 

Mr.  Multer.  I  didn't  know  we  had  adopted  any  such  rule,  Mr. 
Chairman. 

Mr.  Patman.  Mr.  Chairman,  when  Mr.  Mumma  gets  through  I 
would  like  to  finish  a  question  which  I  did  not  finish  yesterday. 

Mr.  Mumma.  I  will  yield  the  floor  to  the  chairman. 

The  Chairman.  I  recognize  Mr.  Patman  for  a  question. 

Mr.  Patman.  Mr.  Cook,  in  1947  you  testified  that  you  wanted  to 
repay  the  $289  million  to  bring  to  an  end  the  Government  subsidy  to 
the  Federal  deposit  insurance  system,  and  then  after  you  made  that 
statement,  I  asked  you  these  questions.     I  shall  read  from  that  record: 

Mr.  Patman.  Do  you  want  to  be  purged  of  this  subsidy? 

Mr.  Cook.  We  do,  sir. 

Mr.  Patman.  Do  you  think  you  can  get  the  subsidy  entirely  out  without 
putting  the  Interest  back,  too? 

.  Mr.  Cook.  Well,  Mr.  Congressman,  as  I  say,  my  brief  exposure  to  the  opera- 
tions of  the  Board  leads  me  to  be  careful  in  the  statements  I  make  and  I  will 
not  make  a  statement  which  would  commit  our  Chairman,  and  I  would  prefer 
to  have  him  answer  it,  if  you  will  bold  that  question  in  abeyance. 

Now  on  page  56  of  the  same  hearings,  I  asked  Mr.  Harl,  at  that 
time  the  Chairman  of  the  Board : 

Mr.  Patman.  Well,  do  you  agree  that  the  $150  million  was  subsidy  or  was 
not  subsidy? 

Mr.  Haul.  Well,  I  would  have  to  agree  that  the  $150  million  and  the  $139 
million  both  were  a  subsidy. 

Mr.  Patman.  That  is  the  reason  you  want  to  pay  it  back.  Tou  want  to  get 
It  out  of  your  capital  structure? 

Mr.  Harl.  That  is  right. 

Mr.  Patman.  All  right,  then,  that  $289  million  was  used  to  purchase  Govern- 
ment bonds,  let  us  say;  that  in  the  first  year  it  earned  $,"i  million,  would  that 
$5  million  be  a  subsidy  or  would  it  not  be  a  subsidy? 

Mr.  Harl.  We  got  the  benefit  of  it ;  yes. 

Mr.  Patman.  Well,  is  it  a  subsidy  or  isn't  it  a  subsidy? 

Mr.  Harl.  I  think  any  money  the  Government  put  into  the  Federal  Deposit 
Insurance  Corporation,  regardless  of  from  what  source,  would  be  a  subsidy. 

Mr.  Patman*.  Would  the  $5  million  accumulation  the  first  year  on  that  capital 
structure  which  was  a  subsidy  be  a  subsidy,  too? 

Mr.  Harl.  I  think  whatever  money  came  in,  whether  from  interest  or  capital, 
would  be  a  subsidy. 

Mr.  Patman.  And  you  agree  the  interest  would  be  a  subsidy? 

Mr.  Harl.  Yes,  sir. 

Now,  then,  in  further  questioning  on  that  subject  I  have  endeavored 
over  the  years  to  get  an  accurate  statement  of  the  amount  of  interest 
that  had  accumulated  up  to  the  time  that  you  paid  back  this  capital 
to  the  Government.     I  commend  you  for  wanting  to  pay  back  the 


,yGoogIe 


i.  uud  IJm  *  t*  r 
of  this  fiisg  ib*«*a 

Mr.  Mum.  «— » 
Mr.  Momu.  t- 

Mr.Mn.il 
this  CorpontMi  *v^m 
you  and  erwr  <*y  «^ 

tOO< 


Ih  Cum 


Mf  I 


qmmm  bat^-vr  ^, 


Mr.  Pmux  &     : 

Mr.  Mens     I 

Ti.,.1  u  | 

Mr.  Piiu^  | 


F    1967  851 

ded  by  the  decision  of 
[nirt,  and  we  are  going 
witors  of  this  country 
H  iat  we  are  doing  our 
neies. 

■  which  I  understand 
■how  the  exact  amount 
ion ;  it  might  he  a  few 


1-pound  interest  on  that? 

Ircles  thev  don't  compute  com- 
I  interest. 

fl  $■"»  million  in  interest  you 
niikIs  at  the  end  of  the  year, 
would  not  want  you  to  com- 
ut  to  know  what  it  amounted 


erl  iny  herewith  the  table  pre- 
Ute  FDIC.    It  discloses  that  the 
&28y  «!>!>,556.',)!>,  upon  which  it  col- 
was  paid  back  to  the  Government. 
Mick  to  the  Government  the  amount 
iter  4,  11)47,  and  completed  the  pay- 
BuC  also  paid  back  $80,562,311.78  of 
"  \g  $41,481,155.73  not  returned,  and 
structure. 
p  follows:) 


.yGOOfl 


51    I 


FINANCIAL   mSTTTOTIONS   ACT   OF    18«7 


SS8-SH333SSSSS 


~o  |§ 


t 


il    I! 


i|    P 


3g 


a'liiiSssiiiii 


issiillililt! 


Ss=83=683?=sS 

siiSiiii. 
mmanm 


S1S5M50S38S6 


iiiHUiiiiiii 


is  iiistliliillil  j 
Jl  ttisiUllMJf 


,,  Google 


FINANCIAL   INSTITDTiONB   ACT  OF    1957 


Si. 

:  = 

fit 

ssssssssitesg 

I! 

Hnmmm 

L 

f 

mmsuwu 

iiiiiiiiihii 

„S332£3S233S= 

0mMiMi 

>,  Google 


854  financial  iNsirnmoNS  act  of  19*t  ' 

Mr.  Barrett.  Mr.  Chairman. 

The  Chairman.  Mr.  Barrett. 

Mr.  Barrett.  You  may  have  answered  this  question  in  my  absence, 
Mr.  Cook,  but  I  would  like  to  know  how  you  feel  about  cumulative 
voting. 

Mr.  Cook.  I  gave  my  opinion  on  that  in  prior  testimony,  but  I 
will  repeat  it.  In  my  opinion  that  should  be  left  to  the  banks  them- 
selves. If  the  bank  wants  cumulative  voting  they  should  have  the 
right  to  have  it.  If  they  want  to  discontinue  it,  I  think  that  should 
be  a  decision  of  the  stockholders  of  the  bank. 

Mr.  Anderson.  Will  Mr.  Barrett  yield  for  a  further  question  on 
that  subject  ? 

Mr.  Barrett.  I  will  yield. 

Mr.  Anderson.  Is  there  any  way  that  the  voice  of  the  minority 
stockholders  can  be  heard,  as  to  whether  or  not  they  would  favor 
cumulative  voting.  When  you  say  it  should  be  left  to  the  bank,  in 
effect  do  you  mean  we  should  leave  the  decision  to  the  majority  of  the 
stockholders '( 

Mr.  Cook.  I  would  say  to  the  majority  of  the  stockholders.  The 
small  stockholder  can  appear  at  any  stockholders7  meeting  and  voice 
his  opinion.  If  he  is  persuasive  enough  he  may  get  his  point  across, 
but  in  our  democratic  system  of  handling  things  he  has  his  right  to 
speak. 

Mr.  Anderson.  Your  point,  though,  with  reference  to  the  amend- 
ment of  this  law  is  that  we  should  put  into  the  law  what  the  present 
management  of  the  banks,  which  is  the  majority  stockholder  manage- 
ment, want  without  reference,  since  they  have  no  voice,  to  the  minority 
stockholders ! 

Mr.  Cook.  Well,  I  think  I  tried  to  make  that  clear  that  I  think  that 
should  be  left  entirely  up  to  the  stockholders  in  each  individual  bank 
to  determine  what  method  they  choose  to  pursue. 

Mr.  Anderson.  Well,  of  course,  then  you  are  leaving  it  up  to  those 
who  now  control  the  boards  of  directors.  Do  you  think  that  the 
majority  of  the  stockholders  is  ever  going  to  give  the  minority  of  the 
stockholders  an  opportunity  to  have  cumulative  voting? 

Mr.  Cook.  Well.  I  will  tell  you.  That,  I  think,  depends  on  the 
individual  bank.  I  have  known  banks  where  the  stock  is  so  widely 
distributed  there  is  no  centralized  control  of  the  bank.  There  are 
some  banks,  of  course,  where  the  stock  is  closely  held  where  the  smaller 
stockholders  would  not  have  much  of  a  voice,  but  in  many  banks 
where  there  is  wide  distribution,  the  minority  stockholders  can  get 
together  and  they  can  have  a  very  strong  voice  in  what  policies  are 
pursued. 

Mr.  Anderson.  I  think  Mr.  (iidney  previously,  in  response  to 
similar  questions,  indicated  that  he  didn  t  expect  that  the  minority 
stockholder  would  be  able  to  get  the  articles  of  incorporation  changed 
so  that  they  would  have  any  representation  unless  the  Congress  gives 
them  that  representation  at  this  point.  To  say  you  should  leave  it  up 
to  the  stockholders  is  in  effect  taking  any  representation,  excepting 
such  as  they  are  able  to  negotiate,  from  the  minority  stockholders  of 
our  banks.    Thank  you,  Mr.  Chairman. 

Mr.  Chamberlain.  Mr.  Chairman. 

The  Chairman.  Mr.  Chamberlain. 


,yGoogIe 


FINANCIAL   INSTITUTIONS   ACT  OP    1987  855 

Mr.  Chamberlain.  If  I  may,  sir,  I  should  like  to  ask  you  with 
respect  to  your  proposed  change  of  our  fiscal  year.  I  don't  have 
your  statement  before  me  but,  as  X  recall,  you  wanted  to  change  from 
a  calendar  year  to  a  fiscal  year,  or  from  June  30  to  the  calendar  year; 
is  that  it  ! 

Mr.  Cook.  To  the  calendar  year,  yes. 

Mr.  Chamberlain.  What  are  your  reasons  for  wanting  to  make 
this  change  and  how  important  is  this  change  to  you  people  ! 

Mr.  Cook.  Here  is  one  reason :  The  General  Accounting  Office  has 
recommended  that  in  several  of  their  audits — to  change  to  a  calendar 
year  instead  of  a  fiscal  year.  Another  reason  is  this :  The  banks  al- 
ways for  the  most  part  operate  on  a  calendar  year  and  that  would 
coincide  with  the  operation  of  the  bank  and  I  think,  Mr.  Loeffler,  it 
would  simplify  our  accounting  substantially ;  would  it  not  ¥ 

Mr.  Loeffler.  We  think  that  it  would  be  very  helpful  because  we 
now  make  our  reports  to  the  Congress — our  annual  reports  are  made 
on  a  calendar  year  basis.  Also,  and  I  think  this  is  much  more  im- 
portant, the  fact  that  our  assessment  credit,  which  was  written  into 
the  1950  act,  goes  back  to  the  banks  based  on  the  results  of  operations, 
is  based  on  calendar  year  results,  so  that  we  are  in  a  position  now,  it 
gives  us  additional  work  in  having  to  close  our  books  as  of  June  30, 
and  do  it  again  at  December  31 ;  and  it  does  not  give  us  as  clean-cut 
a  way  of  preparing  our  reports  and  making  the  necessary  computa- 
tions, particularly  for  this  assessment  credit. 

Mr.  Chamberlain.  Is  this  being  opposed  by  anybody! 

Mr.  Loeffler.  Not  that  I  know.  As  a  matter  of  fact,  the  latest 
audit  report  of  the  General  Accounting  Office,  w  hich  has  just  recent- 
ly  in  the  last  2  or  3  weeks  been  submitted  to  the  Congress,  both  Houses, 
carries  the  recommendation.  They  have  for  several  years  recom- 
mended to  the  Congress  that  tliey  he  authorized  to  go  ahead  with 
their  audit  on  the  calendar  year  basis  instead  of  the  fiscal  year,  June 
30,  and  in  this  latest  report  have  recommended  that  that  be  adopted. 

Mr.  Chamberlain.  That  is  all. 

The  Chairman.  Mr.  Henderson. 

Mr.  Henderson.  Mr.  Cook,  one  question.  Earlier  this  morning 
you  were  asked  concerning  a  certain  bank  that  was  involved  in  a 
liquidation  proceeding,  ana  the  question  was  asked  whether  or  not  all 
of  the  depositors  had  been  paid  off  in  full  and  your  answer  was  that 
they  had.  Then  the  next  question  was  asked  whether  or  not  the 
FDIC  came  out  clean  on  the  liquidation  and  that  answer  was  also 
"yes." 

Now  isn't  it  a  fact  that  wherever  all  depositors  are  paid  in  full 
the  FDIC  is  also  paid  in  full  1 

Mr.  Cook.  Not  in  every  case. 

Mr.  Henderson.  How  could  that  be  ? 

Mr.  Cook.  That  would  depend  upon  the  results  of  the  liquidation. 
In  taking  over  some  of  these  distressed  assets  it  might  take  quite  a 
period  of  time  to  collect  all  of  them  and  sometimes  we  do  not  get  all 
of  the  assets  collected  but  yet  the  depositors  may  be  made  whole,  lo- 
calise we  not  only  take  into  consideration  the  welfare  of  the  dejmsitor, 
but  the  effect  upon  the  community,  the  economy  of  the  community 
which  is  affected  by  a  closed  baiik  and  we  try  to  soften  that  blow  to 
the  economy  as  much  as  we  can.  It  may  cost  us  a  little  bit  more  but 
yet  in  the  long  run  it  helps  the  banking  industry. 
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Mr.  IlENttEiumx.  Well,  now,  do  you  not  haw  a  definite  formula  by 
which  you  go?  In  other  words,  once  yon  have  made  the  insured  de- 
positors whole  to  the  extent  of  $10,000.  are  you  not  then  in  the  same 
position  as  a  creditor,  just,  as  any  other  depositor  is  a  creditor! 

Mr.  Cook.  1  think  that  is  more  of  a  legal  point. 

Mr.  Coburx.  Mr.  Henderson,  let  me  go  back  to  Ellenville  as  an  ex- 
ample. In  that  ease  n  new  bank  was  formed  and  we  sold  to  the  new 
bank  certain  of  the  assets  and  that  bank  assumed  the  full  deposit  lia- 
bilities of  the  closed  bank.  Now,  then,  in  order  to  effect  that  the 
Corporation  made  a  loan  to  the  receivership,  and  in  order  to  enter 
into  the  transaction,  our  Board  had  to  find  that  it  was  reasonably 
advantageous  to  the  Corporation  from  a  loss  standpoint  to  enter  into 
the  transaction. 

Now.  going  into  some  of  the  factors  entering  into  it,  it  provided 
us  with  a  means  of  liquidating  some  half  million  dollars  worth  of 
paper  thai  was  in  the  bunk  which  we  would  have  been  required,  as 
receiver,  to  liquidate. 

We  liquidate  that  without  any  cost.  In  receivership  we  would  have 
the  bank  building  which  was  on  the  books,  as  I  recall — and  these  are 
approximate  figures — nt  £K4,000.  The  new  bank  took  it  over  for 
b>!()O,()tl0.  There  were  a  number  of  factors  of  that  kind  that  made 
it  look  to  us  at  that  time  that  it  would  reduce  our  risk  if  we  went 
into  that  arrangement.     At  the  present  time  it  still  looks  that  way. 

Thu  ultimate  result  will  have  to  come  when  we  fully  liquidate 
the  remaining  assets  in  the  receivership  estate,  but  from  present 
appearances  and  from  probabilities  we  will  liquidate  it  and  there  will 
be;  mi  excess  to  turn  over  to  the  stockholders. 

Mr.  Nkxdeiisov.  Thank  you  very  much,  Mr.  Coburn,  Thank  you, 
Mr.  Chairman. 

Mr.  HRKKniNiJ.  Mi.  Chairman. 

The  Chaikmax.  Mr.  Breeding. 

Mr.  r.itKKitiNc.  Mr.  Cook,  yesterday  I  believe  you  made  the  remark 
(bat  the  gross  profits  of  your  organization  were  Slid  million? 

Mr.  (  'imik.   You  mean  the  income  for  last  year? 

Mr.  Bitv:i:i>i\«.   Yes. 

Mr.  Cook.  Yes. 

Mr.  HiiEEMxu.  What  were  your  costs  of  operation  Inst  year? 

Mr.  Cook.  Our  costs  and  operation  are  about  $9  million. 

Mr.  Uheejilno.  That  seems  like  an  enormous  profit. 

Mr.  Cook.  We  have  to  consider  this:  To  build  up  that  reserve 
fund  to  make  it  strong  enough  to  meet  any  eventuality.  It  is  just 
a  question  of  strengthening  our  reserve  fund  to  take  care  of  any  de- 
positors in  the  future. 

Mr.  BitEKiuMJ.  What  are  your  assets  at  the  present  time? 

Mr.  Cook,  Approximately  $1.8  billion. 

Mr.  LlitKKmm  Wouldn't  "it  be  possible  if  yon  continue  at  this  rate 
of  profit  that  von  could  have  cheaper  services  for  the  banks  that 
participate; 

Mr.  Cook.  'I  he  banks  got  a  tremendous  benefit,  under  the  Banking 
Act  of  1  MO  when  the  rate  of  assessment,  one-twelfth  of  1  percent,  was 
retained  but  the  Banking  Act  of  11150  contains  a  proviso  on  that 
lifter  the  payment  of  losses  and  operating  expenses,  that  60  percent  of 
the  n mount  left  goes  Imck  to  the  hanks,  as  Mr.  Loeffler  mentioned,  goes 
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back  as  a  credit  against  their  next  assessment,  and  40  percent  goes 
into  our  reserve  fund. 

Mr.  Cobubx.  May  I  make  just  one  additional  consideration!  Our 
economy  is  ever  on  the  increase  and  the  overall  deposits  of  banks  are 
increasing.  They  increase  and  have  been  increasing  for  the  last  5 
years  at  a  ratio  of  about  4  percent — 4  to  5  percent. 

The  increase  in  our  fund  in  reference  to  the  total  increase  in  deposits 
is  Just  about  equal.  The  ratio  between  the  total  deposits  of  insured 
banks  and  the  size  of  our  fund  is  just  about  equalizing.  It  is  growing 
just  about  one-hundredth  of  a  percent  a  year. 

The  Chairman.  What  do  the  banks  actually  pay  now  for  insurance 
when  you  consider  the  dividends  they  get  ? 

Mr.  Coburn.  About  one-tweiity-eighth  of  1  pereent  of  their 
deposits. 

Mr.  Patman.  Mr.  Chairman,  will  we  be  privileged  to  ask  Mr.  Cook 
questions  in  writing  us  we  have  other  witnesses  and  his  replies  will  be 
furnished  to  the  clerk  to  be  inserted  in  the  record  i 

The  Chairman.  If  Mr.  Cook  will  agree  to  answer  them,  of  course. 

Mr.  Patman.  I  assume  Mr.  Cook  will  be  willing  to  answer  any 
questions. 

The  Chairman.  If  the  members  propound  any  questions  to  you 
in  writing  you  will  be  agreeable  to  answering  them,  Mr.  Cook? 

Mr.  Cook.  Certainly. 

The  Chairman.  Mr.  Breeding,  you  may  proceed. 

Mr.  Breeding.  That  is  all,  Mr.  Chairman. 

Mr.  Patman.  I  assume  any  related  matter,  not  extraneous  matter, 
will  be  admissible. 

The  Chairman.  We  should  apply  that  rule.  If  we  did,  our  rec- 
ords would  be  very  much  shorter.  It  certainly  ought  to  be  required 
that  the  questions  l>e  relevant. 

Mr.  Patmax.  That  is  right:  and  this  material  will  be  kept  to  a 
minimum. 

The  Chairman.  Do  any  other  members  desire  to  ask  questions? 

Mr.  Mumma.  Is  this  the  last  meeting,  Mr.  Chairman  ? 

The  Chairman.  Yes. 

Mr.  Mttmma.  I  wish  to  say  these  hearings  have  been  long  and  then, 
though  the  questions  were  addressed  mainly  by  two  members,  I  have 
learned  a  lot  about  the  banking  industry  and  related  business  and  I 
have  tried  to  show  that  by  being  present. 

Thank  you,  Mr.  Chairman,  and  Mr.  Patman. 

Mr.  Multer.  Mr.  Chairman,  if  no  one  else  wants  recognition,  I 
would  like  it.  How  much  longer  will  we  continue?  I  have  some 
other  questions  1  would  like  to  ask. 

The  Chairman.  We  will  continue  until  the  House  goes  into  session. 
The  House  is  not  in  session  now.  We  have  5  minutes.  Anybody  who 
desires  to  use  that  time  may  do  so. 

Mr.  Miltkr.  If  no  one  else  asks  recognition,  Mr.  Chairman,  I  would 
like  to  have  it. 

The  Chairman.  Does  anybody  want  recognition  <  You  may  pro- 
ceed, Mr.  Multer. 

Mr.  Miltkr.  Thank  you. 

Mr.  Cook,  you  have  recommended  that  you,  your  officers  and  em- 
ployees, be  brought  within  the  civil  service  retirement  system. 

Mr.  Cook.  We  are  in  the  civil  service  retirement  system  now. 
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Mr.  Multeh.  There  is  some  recommendation  that  you  have  made 
with  reference  to  that:  is  there  not? 

Mr.  G  re  f,n  sides.  The  recommendation  is  to  pay  the  past  contribu- 
tions, which  our  employees  have  benefited  from — you  see,  as  of  July 
1  of  this  year  we  did  start  to  pay  in,  but  for  prior  to  that  time  there  is 
a  recommendation  that  we  pay  to  compensate  the  retirement  fund  for 
the  benefits  our  employees  have  received. 

Mr.  Multeh.  At  the  same  time  you  also  have  a  recommendation 
here  that  your  employees  he  exempted  from  civil  service. 

Mr.  Greensides.  That  the  employment  of  examiners  he  exempted 
from  the  civil  service  recruitment  rule. 

Mr.  Milter.  What  about  your  other  employees,  are  they  to  be  con- 
tinued under  civil  service? 

Mr.  (rKKKXSiniw.  They  would  still  be  under  the  Civil  Service  Re- 
tirement Act ;  yes,  sir. 

Mr.  Mi'i.tek.  Now  is  there  any  doubt  that  all  of  your  employees 
other  than  the  examiners  are  under  civil  service  rules  as  to  recruit- 
ment, and  discharge ' 

Mr.  (.'(ihi'Ks,  Mr.  Multer,  I  would  say  there  is  some  doubt,  yes. 

Mr.  Mi'lteh.  Is  there  any  question  that  we  should  remove  that 
doubt  and  put  them  under  civil  service  ?  I  am  talking  about  employees 
now  other  Mian  exu minors. 

Mr.  (.'(iniKX.  As  a  matter  of  fact,  the  recommendation  is  that  us 
far  as  employment  is  concerned  they  be  removed  from  civil  service. 

Mr.  Mrn.TF.it.  Von  mean  all  of  your  employees! 

Mr.  (VmuKN.  Yes.  sir. 

Mr.  Mi'ltkk.  I  thought  that  was  directed  only  against  the  examiners. 

Mr.  Cr>m-KN.  The  problem  is  primarily  examiners,  but 

Mr.  Mri.TF.it.  Your  recommendation  is  that  we  take  all  of  your  em- 
ployees out  from  under  civil  service. 

Mr.  Couimx.  Yes,  sir. 

Mr.  Mri-TER.  Now  can  you  or  Mr.  Cook  justify  to  this  committee 
why  chauffeurs,  clerks,  stenographers,  typists,  custodians  should  be 
hired  and  discharged  except  in  accordance  with  civil  seivice  law,  rules, 
requirements,  and  regulations? 

Mr.  CoHuttx.  I  can  merely  point  out  that  the  other  Federal  agencies, 
the  Federal  Reserve,  the  Board  of  Governors  of  the  Federal  Reserve, 
the  Federal  Reserve  banks,  the  Home  Loan  Bank  Board,  and  the 
savings  and  loan  under  the  provisions  of  this  bill  have  such  statutes, 
outside  of  civil  service. 

Now,  the  original  wording  in  our  business  was  taken  from  the  word- 
ing applicable  to  Federal  Reserve  banks  as  distinguished  from  the 
Hoard  of  Governors,  and  they  deem  that  that  terminology  took  them 
outside  of  civil  service.  Now  we  have  followed  civil  service  sulwran- 
tially.  The  pinch  is  particularly  bad,  as  Mr.  Greensides  said,  and 
where  it  hurts,  and  sincerely  hurts,  is  in  reference  to  examiner  per- 
sonnel. 

Mi".  Multer.  Assume  that  we  were  going  to  go  along  with  von  on 
the  exemption  of  examiners.    WhyjmoHldnt  we  make  the  rule  uni- 


ie  agencies,  Federal  Reserve  and  so  on;  why  shouldn't 


form  in  all  of  th 

they  all  l>c  subject  to  civil  service  regulations? 

Mr.  Coiithx.  We  do  not  think  it  we  are  to  obtain  by  recruitment 
necessary  examiner  personnel  that  we  can  follow  civil-service  require- 
ments. 
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Mr.  Multer.  You  didn't  follow  my  question.     I  say  suppose  we 


going  to  go  along  and  take  examiners  out  from  under  civil  service, 
"why  shouldn't  all  of  your  other  employees  and  all  of  the  other  em- 
ployees of  the  Federal  Reserve,  and  the  other  agencies,  why  shouldn't 
they  all  be  subject  to  civil-service  law,  rules,  and  regulations? 

Mr.  Cobukn.  As  far  as  the  other  agencies,  I  will  let  them  speak  for 
themselves.  We  can  live  with  civil  service  as  far  as  the  other  em- 
ployees. 

Mr.  Mutter.  I  think  you  said  you  have  about  030  examiners  on  your 
payroll  t 

Mr.  Greenbides.  Yes,  sir. 

Mr.  Mui.teb.  About  how  ninny  examiners  does  the  Comptroller  have 
•on  his  payroll  ( 

Mr.  (ireexsh)f.s.  I  think  that  was  placed  in  the  record  when  Mr. 
■Gidney  was  here.    I  don't  know. 

Mr.  Multer.  Do  vou  recall  how  many  examiners  the  Federal  Re- 
serve Board  has  on  its  payroll  ? 

Mr.  Greenbides.  No,  I  do  not.  The  Federal  Reserve  banks  each 
have  a  corps  of  examiners.  The  Federal  Reserve  Board  examiners 
■deal  with  the  examination  of  the  Federal  Reserve  banks  and  not  the 
member  banks. 

Mr.  Multer.  I  think  the  complaint  lias  been  from  all  of  them  that 
none  of  them  have  enough  examiners,  nor  can  you  get  enough  exam- 
iners. 

Mr.  Greensides.  Right;  it  is  very  difficult  because  the  source  of 
supply  is  so  limited.  Young  men  have  not  been  entering  the  banking 
business  for  pretty  near  a  generation— that  is,  in  volume — and  the 
number  of  men  in  the  colleges  studying  banking  and  finance  is  very 
limited. 

Mr.  Multer.  I  understand  the  reasons.  Now  when  you  are  con- 
templating or  there  is  an  application  pending  for  insurance  by  a 
State  bank,  the  Federal  Reserve  Board  will  send  their  examiners 
and  you  will  send  your  examiners  to  make  a  joint  examination;  is 
that  not  the  procedure  ? 

Mr.  Greenbides.  If  the  proposed  bank  does  not  intend  to  have  Fed- 
eral Reserve  status,  but  wants  to  be  an  insured  bank,  it  will  be  exam- 
ined by  only  our  examiners.  If  they  file  for  Federal  Reserve  mem- 
bership, it  will  be  examined  by  only  the  Federal  Reserve  examiners. 

Mr.  Multer.  But  many  times  they  file  for  both,  membership  in  the 
Federal  Reserve  Rank  System  and  for  insurance;  is  that  not  so? 

Mr.  Greensideh.  Not  ordinarily.  It  is  only  in  the  case  of  a  national 
Imnk  application  that  the  Comptroller  mokes  it  a  practice  of  asking 
the  advisory  opinion  of  the  Federal  Reserve  bank  and  of  FDIC. 

Mr.  Multer.  Wait,  let's  take  the  State  bank  first.  Then  we  will 
get  to  the  national  bank. 

Where  a  State  bank  is  applying  for  membership  in  the.  Federal 
Reserve  and  applying  for  insurance  in  your  Corporation,  is  it  not  the 
practice  for  each  of  you  then  to  send  an  examiner  to  examine  and 
make  a  complete  examination  as  to  whether  or  not  they  are  qualified 
for  membership  in  the  Federal  Reserve  System  and  qualified  for 


Mr.  Greenbioes.  No,  ordinarily  not;  for  the  reason  that  the  Federal 
Reserve  will  deal  with  the  same  factors  as  set  forth  in  our  law. 
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Sir.  Milter.  And  then  they  will  send  a  copy  of  their  report  to  you. 

Mr.  (iKEBNSiDF-s.  Thev  will  send  a  certification  to  us  that  they  have 
given  consider nt ion  to  lliose  factors. 

Mr.  Multkk.  Then  you  act  on  their  report  without 

Air.  GitEExaiDES.  We  do  not  have  to  act.  If  they  admit  the  pro- 
posed bank  into  membership,  Federal  deposit  insurance  is  automati- 
cally extended  lo  the  bank. 

Mr.  Mri.TKii.  Xow,  in  the  case  of  the  organization  of  a  new  bank — 
let's  talk  about  just  the  national  bank— in  the  organization  of  a  new 
national  bank,  h  I>IC  sends  out  its  examiner  to  make  an  investigation 
and  report;  Federal  Reserve  System  does  the  same,  and  the  Comp- 
troller does  the  same? 

Mr.  Grkkk  kirks.  Yes,  sir. 

Mr.  Mri.TKit.  There  are  three  examiners  going  out  to  make  an  in- 
vestigation and  examination. 

Mr.  Green  sides.  Yes.  sir. 

Mr.  Multkh.  Usually  I  hey  coordinate  their  investigations  and  visits; 
is  that  not  so? 

Mr.  Greensides.  There  will  ordinarily  be  1  or  2  or  3  meetings  in 
which  the  different  examiners  will  work  together. 

Mr.  Milter.  And  they  usually  work  together  in  getting  up  their 
reports. 

Mr.  Gkf.kNsi of.s.  They  may  on  occasion,  but  ordinarily  I  would  say 
thai  is  not  so.     The  reports  are  individual  and  separate. 

Mr.  Milter.  Wouldn't  it  relieve  the  difficulty  of  not  being  able  to 
twin  it  enough  examiners  for  each  of  these  3  agencies  if  we  had  1  corps 
of  examiners  for  all  of  these  3  agencies? 

Mr.  Green  si  i»:s.  No,  I  do  not  believe  so.  because  there  is  no  duplicn- 
tion  of  examinations  now.  The  amalgamating  of  3  forces  into  1 
would  not  release  any  personnel  except  perhaps  1  or  2  or  very  few 
review  examiners. 

Mr.  Mi'LTKK.  I>»  you  exchange  reports  between  the  three  agencies? 

Mr.  GliKKN  sides.  Yes.  sir. 

Mr.  Mri.TF.it.  Does  FDIC  always  get  a  copy  of  the  Comptroller's 
report  of  examination  and  always  get  a  copy  of  the  Federal  Reserve 
ivporl  of  a  member  bank  ? 

Mi',  (ireensides.  We  receive  a  copy,  at  least  one  copy  of  a  national 
bank  report  each  year,  and  also  the  Federal  Reserve's  report  of  ex- 
amination each  year. 

VYe  do  not  furnish  reports  to  the  Comptroller  or  to  the  Federal 
Reserve  on  our  uoumeiul>er  banks,  because  they  are  not  interested  ex- 
cepting as  they  msiv  have  an  application  for  conversion  or  for  Federal 
Reserve  membership,  Mr.  Multer. 

The  (  'h-wrman-.  The  House  is  now  in  session.  The  committee  will 
adjourn. 

We  me  very  grateful  to  you  for  the  information  you  have  given  us, 
and  we  (bank  you. 

(  Whereupon,  at  l:i :  03  p.  in.,  the  committee  adjourned,  to  reconvene 
at  the  call  of  (he  Chair.) 
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(Statements  and  letters  submitted  to  the  committee  follow :) 
Ohio  Bankers  Association, 
Columbus,  Ohio,  July  17,  1B57. 
Mr.  Bbent  Sfence, 

Chairman,  House  Banking  and  Currency  Committee, 
House  of  Representatives,  Washington,  D.  C. 
Dear  Mb.  Spbnce:    May  we  submit  the  enclosed  memorandum  reflecting  the 
policy  of  the  Oblo  Bankers  Association  la  regard  to  H.  R.  7026,  Mr.  Brown  of 
Georgia— proposed  Financial  Institutions  Act  of  10.77. 

If  your  Committee  on  Banking  and  Currency  desires  testimony  beyond  the 
enclosed,  we  shall  be  glad  to  comply,  although  we  believe  all  the  points  covered 
by  the  memorandum  will  be  adequately  explored. 

You  will  note  that  tbe  memorandum  endorses  a  number  of  points  Included  In 
S.  1451,  by  Mr.  Robertson,  of  Virginia,  the  companion  measure,  as  passed  by  the 
Senate. 

However,  1  or  2  questions  are  raised  in  regard  to  S.  1451  and  emphasis  is 
given  to  some  miscellaneous  points. 
Respectfully, 

Belford  P.  Atkinson,  Executive  Manager, 

the  Legislative  Committee  of  thi 
[  Regard  to  Proposed  Financial  Instituti 
Related  Matters 

Cumulative  voting 

Section  26  (c)  :  Permission  for  shareholders  of  national  banks  to  use  cumula- 
tive voting  in  the  election  of  directors  When  the  articles  of  association  so  pro- 
vide, should  be  supported.     Similar  Ohio  law  for  State  banks  works  well. 
Temporary  stock  in  another  hank 

Section  32  (b)  :   If  this  proposal  can  be  properly  safeguarded  so  that  It  wiil 
not  be  an  instrument  used  primarily  for  the  promotion  of  mergers,  it  should  be 
supported — but  90  days  may  be  too  long. 
Real-estate  loans 

Section  36  (a) — A  redefinition  providing  that  a  leasehold  pledged  as  security 
for  a  real-estate  loan  would  be  one  having  maturity  of  not  less  than  10  years 
beyond  the  final  maturity  of  such  loan,  should  be  supported. 
Construction  loans 

Section  36  (c)  :  The  proposal  to  permit  national  banks  to  make  construction 
loans  on  industrial  and  commercial  buildings,  with  maturity  not  to  exceed  18 
months,  provided  there  is  a  valid  takeout  agreement  from  a  financially  responsi- 
ble concern,  should  be  supported.  The  increase  in  the  aggregate  amount  of  all 
construction  loans  which  a  national  bank  can  hold  from  50  percent  of  capital 
to  100  percent  of  combined  capital  and  surplus,  should  be  supported. 

Note. — Ohio  Assembly  bas  just  enacted  State  bank  law  similar  to  the  pro- 
visions of  the  two  paragraphs  above. 
Industrial  loans 

Section  36  (e)  :  Tbe  proposal  to  permit  notional  banks  to  make  loans  to  estab- 
lished industrial  or  commercial  businesses  with  repayment  from  the  operation 
Of  such  borrowers,  whether  or  not  secured  by  a  mortgage  on  real  estate,  should 
be  supported.  The  committee  feels  that  amortization  anil  maturity  of  not  more 
than  10  years  should  be  required. 
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i. .Mil  Hint  national  liai-t?  ":v  permitted  to  borrow  up  w 
ins  Hit*  minmnt  '•'■  "'''  •■«Mn**l  <pnpitJi!  paid  Id  and  nn- 
■h  national  bank  *l i  W  supported. 

nit* 

•  allow  national  i'-:nk«  10  days  r 


>'- -'I    li,„  „„.„,|«  should  h-   *i'iwrwl.     The  repeal  of  pm*nt  taw  re- 

...,.,.!>  wiHi  .mi  »m    ^  (()  reWF    ,.,  ..,,-:i:i.,[i  of  dividends  r«  it*-  Comptroller 


,.  nnrt'i*;'  '  ■"  rwfl  executive  oftkt-rs  t"  borrow  up  r.- 
ihot  •"'  nscitntirins.  and  the  riebt  to  borrow  up  to 
I'.ift      '•    i>'ines  for  iiersonal  oriupaiioy.  ^h ■  ■ '  1 1  ■  1  I»-  -'Ip- 

,.      ,r:     :wn  authority 

.....  ,«;*  to  have  the  powers,  present  and  future,  wf  lb* 

..".  -'■•»!'■!  «i*ll«l  out  in  the  xtutttles  should  be  supported. 

•   <?tluitnati>d  from  the  name  "Federal  Home  Loan 

..     ..»■.■  I'll  l«H  braiwhr--* 

.■..■sal  that  Feder.il  saving  nurt  loan  aswn  iatinns  should 
jii*h  hranehep.  except  in  conformity  with  the  lawn  and 
.t-vvrDliiic  tlie  establishment  of  branch  rifflces  of  State- 
.I-;  associations  or  banks,  should  be -imported.  Rran-hes 
:  he  prohibited. 


....  «•  oure  *lii-iilil  lie  taken  to  prevent  the  nature  of  an  insured 

,:  .i.vonnt  from  heinc  changed  by  eitlier  the  Federal  Deposit 

,.  -.  ii  or  the  Federal  Savings  an.I  Ijiian  Insurance  Corjmratlon. 

1I18CELLASE0UB 

.■Ciiace  used  to  detine  or  result1  te  payment  of  interest  on  de- 
.  -..'  ,  tear  that  it  cannot  l-e  interpreted  to  prohibit  the  voluntary 
..aiii  State  taxes  on  deposits  hy  hanks. 

'•.i;'k  mercers  should  be  in  the  liands  of  appropriate  bank  SUper- 
luit  without  prejudice  to  the  powers  of  the  various  State  author - 
le  chartered  Institution  Is  Involved. 
4<i>nm'irori!^M 
t'jink  acquires  another  hank  loc 
k  should  he  poverned  by  its  Sta 


n  should  N>  abandoned  as  early  as  practicable. 

or  otherwise,  provision  should  he  made  for  at  least 
of  :ilt  rii-.amial  institutions  recanlless  of  their  tor- 
■ii-..  iplo  rtiould  apply  to  other  fields  of  bneineu. 
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Maurice  S.  Brody  Associates, 

Denver,  Colo.,  July  J9,  1057. 
Hon.  Bbest  Spence, 

Chairman,  House  Banking  and  Currency  Committee, 
House  Office  Building,  Washington,  D.  V. 
Deak  Cowobeshman  Spence :  The  pun*ose  of  this  letter  is  to  put  you  on  guard 
and  thereby  alert  yon  against  the  danger  of  removing  tbe  present  basic  safe- 
guards protecting  our  national  bunks  in  tbe  interest  of  millions  of  depositors 
and  500,000  public  stockholders.  Senate  bill  1401,  camouflaged  by  hundreds  of 
technical  changes,  adroitly  uproots  and  discards  these  basic  safeguards  which 
during  the  last  24  years  have  proven  to  be  of  tremendous  and  lasting  value  in 
the  Interest  of  sound  banking. 

The  provisions  of  S.  1451  concerning  our  national  bunking  system  which— 

(1)  Eliminate  mandatory  cumulative  voting; 

(2)  Permit  the  Issuance  of  preferred  stock : 

(3)  Allow  stock  options  for  bank  officials :  and 

<4)   Increase  the  borrowing  ability  of  national  bunks  by  210  times. 
All  operate  to  remove  the  present  basic  safeguards  protecting  depositors  and 
stockholders  alike.    This  is  done  by  sharply  downgrading  the  rights  of  de- 
positors and  stockholders  and  at  the  same  time  upgrading  the  power  and  privi- 
leges of  the  few  professional  bankers  who  manage  our  banks. 

1.  The  elimination  of  mandatory  cumulative  voting  removes  tile  present  right 
Of  stockholder  representation  on  tbe  boards  of  these  national  banks  in  order  to 
independently  supervise  internally  the  activity  of  bank  managements  and  thereby 
prevent  these  managements  from  engaging  in  practices  detrimental  to  the  In- 
terest of  depositors  and  stockholders.  External  supervision  by  the  Comp- 
troller's Office  alone,  6  months  or  a  year  later,  is  woefully  inadequate.  I  ask 
yon.  Congressman  Spence,  do  you  think  that  In  view  of  the  vast  expansion  of 
credit  that  has  taken  place  that  we  should  at  this  time  unceremoniously  dump  the 
valued  safeguard  of  independent  internal  supervision? 

2.  The  issunnce  of  preferred  stock  as  n  normal  and  regular  method  of  raising 
capital  has  tbe  same  effect  as  tbe  placing  of  a  mortgage  ahead  of  all  the  present 
stockholders  of  a  national  hank.  This  method  of  tinnneing  endangers  tbe  safety 
of  the  stockholders'  investment  and  thereby  will  tend  to  discourage  the  common 
stockholders  from  periodically  adding  to  their  present  investment  in  the  bank. 
The  Federal  Reserve  Board  believes  that  the  issuance  of  preferred  stock  would 
tend  to  make  the  financing  of  our  national  banks  difficult  and  arduous  and 
thereby  would  Impede  the  effective  expansion  of  our  national  bunks  such  as  they 
have  experienced  during  the  last  i!4  years. 

3.  The  allowance  of  stock -purchase  options  for  bank  officials  will  turn  the  at- 
tention of  these  bank  managers  from  soundness  to  fantastic  growth  in  order 
that  they  might  thereby  profit  from  their  stock  options.  This  change  of  em- 
phasis Is  both  unsound  and  hazardous  for  our  national  hanks. 

4.  The  increase  in  the  borrowing  ability  of  our  national  bunks  by  2%  times 
by  permitting  a  substantial  increase  in  the  ability  of  tbe  banks  to  Isirrow  from 
one  another  promotes  an  expansion  by  our  national  banks  which  Is  strongly 
condemned  by  the  Federal  Reserve  Hoard  aw  being  both  unnecessary  and  unde- 
sirable. Here  again  safety  is  discarded  in  order  to  bring  nbout  undue  and  un- 
necessary expansion. 

It  is  of  significant  interest  to  note  (tint  each  one  of  the  aforementioned  pro- 
visions were  strongly  opposed  by  tbe  Independent  and  nonpartisan  Federal  Re- 
serve Board  in  the  hearings  belli  by  tin*  Senate  Hanking  and  Currency  Commit- 
tee concerning  S.  1491.  These  provisions  were  strongly  resisted  by  the  Federal 
Beserve  Board  on  the  ground  that  they  were  detrimental  to  the  maintenance  of 
a  sound  national  banking  system.  It  would  be  folly  to  fly  in  the  face  of  the  ex- 
pert opposition  of  the  Federal  Reserve  Hoard  charged  with  the  responsibility 
of  maintaining  n  sound  banking  system. 

Furthermore,  insult  Is  added  to  injury  by  incorporating  in  S.  1451  a  weak  and 
wobbly  merger  provision.  Neither  the  feeble  and  ambiguous  wording  of  the 
provision  nor  the  agencies  entrusted  In  enforcing  the  provision  are  at  all  likely 
to  even  slow  dowu  the  present  strong  trend  toward  concentration  into  huge 
banking  units.  The  Department  of  Justice  is  not  even  permitted  to  act  against 
the  formation  of  vast  bunking  mergers. 

As  the  director  of  a  large  national  bunk,  I  speak  from  n  background  of  ex- 
perience when  I  strongly  urge  you  not  to  abandon  valuable  hanking  safeguards 
which  have  stood  the  test  of  time. 


>,  Google 


CIOXS  ACT  OF    1937 


-iirs  fur  your  continued  success. 


ROBEKT  MoKKIS  ASSOCIATES. 

i»M«.i.irios  of  Bask  Loa.\  Dfficejw  and  Cxxdit  Ues, 

Rochester,  X.  V.,  July  19,  19">7. 

'i*i-  tlnnkinif  Committee, 
.'•.  imsentutivcn,  Washington,  D.  C. 
.    v..»ii:    At  the  request  o(  the  United  Stated  Semite  Committee  on 
..  .   ivieucy,  Subcommittee  on  Hanking,  and  as  president  of  Robert 
■  ■ .  .  ..ins.  I  testified  on  February  5,  1957,  at  a  hearing  considering  the 
.      ';,.ii.ii;il  Institutions  Aet of  1957. 

Myitis  Associates  was  conceived  in  June  1914.     Generally  Rpenklng.  it 

.  .:..'.aii"ii  of  hanks  and  certain  related  institutions  which  engage  in  the 

l  i- red  it  and  whose  representatives  in  the  associates  are  bank-loan 

...  credit  men  who  are  primarily  or  actively  associated  with  credit 

U.iuliership  of  the  associates  comprises  over  800  bonks,  represented  in 

.  -»« « .ales  by  over  2, .KM)  senior  loaning  officers  or  managers  of  credit  depurt- 

.    i  :  In-  member  banks.    The  member  banks  have  deposits  totaling  approii- 

.   t    mi  [H>rcent  of  the  deposits  of  ail  the  banks  that  are  members   of  tbe 

.  ..i!  Itoerve  System. 

[.■  oiiucipal  purpose  of  this  organization  is  the  interchange  and  disxeniina- 
uiiiiug  memliers,  of  information  concerning  loan  policies,  administration, 
mines,  und  devices;  legal  developments  affecting  credit  statement  analysis, 
>i    analysis,   und    credit   development   administration,   practices,    and   pro. 

it  li.siil  is  a  copy  of  a  statement  that,  on  behalf  of  Robert  Morris  Associates, 
.'.-crited  at  the  hearing  mentioned.  We  respectfully  request  that  your  com 
cc  «ive  consider:!  ion  to  the  discussion  and  views  expressed  in  the  enclosed 
<■  infill,  which  at  this  time  the  association  reaffirms.  A  complete  transcript 
ic  testimony,  ingestions,  and  answers,  appears  In  Hearings  Before  a  Subcom- 
iv  of  the  Committee  on  Banking  and  Curxenecy,  United  States  Senate  (pt.  S. 
lil.l  IW3). 

we  can  he  helpful  in  any  way  in  your  study  of  this  proposed  legislation, 
-hull  welcome  an  opportunity  to  do  so  either  by  correspondence  or  a  per- 
il appearance,  if  necessary. 


Robert  Morris  Associates 
The  National  Association  of  Bank  Loan  Officers  and  Oreoit  Mex 

February  11,  11*57. 
Ih.ak  Membeh:  Lust  summer  the  Senate  Committee  on  Banking  and  Cur- 
rency under  Acting  Chairman  Senator  A.  Willis  Robertson  began  an  exhaustive 
,[iidy  of  nntiniiiil  hanking  and  credit  laws  with  the  objective  of  bringing  up  to 
ilitie  all  iiutuioded  legislation.  The  associates'  then  president  Jim  Overbey.  after 
, -.insulting  with  the  other  officers,  expressed  a  desire  to  be  helpful  In  any  way 
IHissilile.  I-uter,  an  advisory  committee  of  bankers  was  appointed  with  Kenton 
Cravens  as  chairman.  These  committees  received  recommendations  from  the 
I'Vilenil  iigciiiics  concerned  and  held  hearings,  after  which  a  Senate  committee 
print  bill  entitled  'Financial  Institutions  Act  of  l!K!7"  was  prepared,  based  on 
I  he  conclusions  reached. 

[Hiring  the  latter  part  of  January  lf>."7  find  early  this  month,  hearings  were 

held   on   thP  print   bill   by   the  Senate   Committee  on   Banking  and   Currency. 

I'ri-MoVnr  Wiilliice  Mly  was  Invited  to  testify. 

The  executive  cMiiiinlttee  "t  the  associates  met  In  Chicago.  Jnnnnry  12,  and 

•led  that  RM A  should  present  a  statement.    The  date  set  by  the  Senate 
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•  for  President  Ely's  appearance  was  February  <<■  The  intervening 
period  whs  used  for  intensive  Study  and  the  preparation  of  the  statement  with 
oar  counsel,  Drinker  Blddle  &  Reath,  Philadelphia. 

Under  the  circumstances  It  was  not  practicable  to  survey  the  membership  of 
RMA  for  Views  and  opinion,  nor  wan  it  deemed  necessary  us  the  position  taken 
by  RMA  In  general  accords  with  that  of  the  ABA.  In  line  with  executive  com- 
mittee action  and  the  advice  of  our  counsel  President  Ely's  statement  and  testi- 
mony was  restricted  to  matters  of  particular  interest  within  the  field  of  endeavor 
of  RMA.    A  copy  of  the  formal  statement  accompanies  this  letter. 

In  addition,  President  Ely  answered  detailed  technical  questions  from  mem- 
bers of  the  committee  and  Its  counsel.  He  deserves  your  congratulations,  as 
both  his  statement  and  handling  of  questions  before  the  Robertson  committee 
reflect  the  highest  credit  to  and  recognition  of  the  associates. 

If  you  have  any  questions  or  opinions  on  the  statement  and  the  proposed  legis- 
lation, let  me  know.     Please  contact  your  Senator  and  your  Congressman  when 
the  final  bill  goes  to  the  Senate  and  House  for  enactment. 
Sincerely, 

Executive  Manages. 


I.  THE  KATURE  AND  PURPOSES  OP  ROBERT  MOl 

Robert  Morris  Associates  was  conceived  In  June  1014.  became  an  unincorpo- 
rated association,  and  was  Incorporated  ns  a  Pennsylvania  nonprofit  corpora- 
tion on  April  19,  1921.  Its  central  office  is  located  in  the  Philadelphia  National 
Bank  Building,  Philadelphia,  Pa. 

Generally  speaking.  Robert  Morris  Associates  is  an  organization  of  banks  and 
certain  related  Institutions  which  engage  in  the  extension  of  credit  and  whose 
representatives  In  the  associates  are  bank  loan  officers  and  credit  men  who  are 
primarily  or  actively  associated  with  credit  work.  The  membership  includes 
national  and  State  banks  and  trust  companies,  savings  banks,  Federal  Reserve 
banks,  private  banks  and  bankers,  acceptance  houses,  commercial  paper  dealers 
and  American  agencies  of  foreign  banks  anil  trust  companies  located  outside 
the  United  States,  The  organization  Is  financed  by  annual  dues  based  on  a 
graduated  srhedule,  according  to  the  total  resources  of  the  respective  members. 

The  membership  of  the  associates  comprises  over  800  banks,  represented  in 
the  associates  by  over  2,500  senior  loaning  officers  or  managers  of  credit  depart- 
ments of  the  member  banks.  There  are  members  located  in  all  of  the  several 
States  of  the  United  States  and  also  In  Alaska,  Hawaii  and  Puerto  Rico.  The 
member  banks  have  deposits  totaling  approximately  60  iiercent  of  the  deposits 
of  all  the  banks  that  are  members  of  the  Federal  Reserve  System.  Four  hun- 
dred sixty-nine  national  banks  are  members  of  the  associates. 

Among  the  objectives  or  purposes  of  Robert  Morris  Associates  are  the  fol- 
lowing : 

1.  The  promotion  of  friendship  and  understanding  among  bank  loan  officers 
and  credit  men. 

2.  The  interchange  and  dissemination,  among  members,  of  information  con- 
cerning business  and  economic  conditions  and  trends;  business  organization, 
management,  functions,  practices,  characteristics,  and  problems;  and  other  as- 
pects of  national  and  international  economic  life  bearing  upon  the  extension  of 
credit. 

3.  The  interchange  and  dissemination,  among  members,  of  Information  con- 
cerning loan  policies,  administration,  techniques  and  devices;  legal  develop- 
ments affecting  credit,  statement  analysis,  credit  analysis,  and  credit  develop- 
ment administration,  practices,  and  procedures. 

n.    COXBTDERATIOX    OF    THE    PBOPOSfin    FINANCIAL    INSTITUTIONS    ACT    OF    1S57 

Upon  examination  of  the  committee  print  bill  it  appears  that  Robert  Morris 
Associates  is  particularly  Interested  in  seclions  34.  35,  and  30  of  title  I,  Na- 
tional Bank  Act.     These  sections  I  shall  discuss  briefly  In  the  order  named. 

Section  34.  Mmriniiim  Loan  Limitations. — New  categories  are  proposed  to  be 
added  to  the  list  of  loans  which  are  now  excepted  from  the  limitation  lhat  a 
national  bank  may  not  lend  to  any  one  person  more  than  10  percent  of  the 
capital  and  10  percent  of  the  surplus  of  the  bank.    They  are  ns  follows: 
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/.  Rrfrigcratcil  anit  frozen  foodt  {Subpar.  (*)  (6) 

Under  existing  Inn-,  obligations  secured  by  documents  securing;  title  covering 
readily  marketable  staples  are  exempt  from  the  10  percent  limitation.  How- 
ever, to  (jualify  readily  marketable  staples  must  be  nonperiahable. 

Voder  the  proposed  law,  loans  secured  by  refrigerated  or  frozen  readily 
marketable  staples  tire  exempt  provided  they  are  fully  insured,  and  the  maxi- 
mum loan  to  any  one  borrower  does  not  exceed  25  percent  of  the  bank's  capital 
and  surplus  and  the  maturity  does  not  exceed  li  months. 

Comment :  This  appears  highly  desirable.  The  frozen  food  mnrket  has  ex- 
cluded tremendously  tn  recent  years.  It  Is  a  relatively  simply  mutter  to  de- 
termine market  prices;  and  the  sources  of  outlet  such  as  institutions,  fond 
chain  stores,  retailers,  food  brokers,  wholesalers  and  retailers  nre  numerous 
enough  to  enable  ready  liquidation.  Storage  arid  packing  facilities  have  In- 
creased substantially  and  there  is  no  reason  why  frozen  foods  should  not  rt-celve 
the  same  treatment  as  other  readily  marketable  staples. 
2.  Hairy  cattle 

Under  existing  law  loans  secured  by  Ileus  on  range  animals  (cattle,  sheep, 
goats,  horses,  moles,  etc. )  are  exempted  from  the  10-percent  provision. 

The  proposed  change  would  add  dairy  cattle  to  the  list  provided  that  any 
such  loan  to  any  one  dealor  shall  not  exceed  29  percent  of  the  bank's  capital 
and  surplus.    Such  obligations  must  carry  with  them  the  dealer's  responsibility. 

Comment :  Tills  change  appears  desirable.    Certainly  dairy  cattle  have  values 
equivalent  to  other  types  of  cattle. 
,i.  Consilium  iontaUment  paper 

Under  existing  law,  If  a  hank  purchases  it  on  negotiable  consumer  Installment 
paper  from  a  dealer  and  the  paper  is  purchased  on  a  full  recourse  basis,  the 
transaction  Is  subject  to  the  10  percent  limitation. 

I'nder  the  proposed  law,  obligations  as  endorser  or  guarantor  of  negotiable  or 
iiomiegorinble  Installment  consumer  paper  carrying  a  lull  recourse  endorsement  or 
unconditional  guaranty  of  the  dealer  shall  be  subject  to  a  2ii  percent  instead  of  * 
111  perrent  limitation;  provided,  that  if  mi  officer  of  the  bank  certifies  that  the 
hank  is  relying  primarily  upon  the  maker  or  makers  (rather  than  upon  the  endors- 
ing dealer),  for  the  payment  of  the  obligation,  then  there  shall  be  no  1  imitation 
other  than  the  limitation  of  ID  percent  with  respect  to  each  maker. 

Comments:  The  addition  of  n  on  negotiable  paper  is  desirable.  A  considerable 
amount  of  consumer  installment  paper  Is  purchased  not  on  a  full  reeonree  basis. 
but  on  a  restrictive  repurchase  basis  under  which  the  dealer's  obligation  Is  limited 
to  repurchasing  the  repossessed  goods.  This  type  of  dealer-obligation  has  been 
construed  by  the  Comptroller  to  amount  to  a  guaranty  by  the  dealer,  thus 
making  the  transaction  subject  to  the  loan  limitations  of  this  section.  However. 
such  a  limited  obligation  of  the  denier  would  not  qualify  as  a  fnll  recourse 
endorsement  or  unconditional  guaranty  and  the  hank  would,  therefore,  be  lim- 
ited to  id  percent  rather  than  2.1  percent.  These  provisions  should  be  expanded 
so  as  to  include  in  the  25  percent  limitation  any  dealer  transaction  which  Is 
subject  to  ihe  general  limitation  provisions  of  this  section  of  the  act  and  the 
proviso  clause  should  also  be  expanded  so  as  to  provide  that  it  wonld  cover  all 
such  dealer  transactions. 

On  page  27  of  the  committee  print  the  word  "appreciable"  In  line  13  of  sub- 
paragraph (12)  of  section  M  should  read  "applicable." 

ScrfioM  .'{5.  M'13-imunt  rate  of  intercut. — This  section,  relating  to  maximum  rate 
of  Interest  permissible,  contains  a  new  clause  which  provides  that  the  purchase  at 
obligations  or  evidences  of  Indebtedness  from  the  owner  shall  not  be  deemed  a 
loan  or  discount  so  far  as  interest  is  concerned,  except  to  the  extent  they  may  be 
so  construed  under  the  laws  of  the  State  where  the  hank  Is  located. 

Comment  ;  This  makes  it  clear  that  in  tile  purchase  of  obligations  at  less  than 
liar  no  usury  can  result  in i less  by  the  law  of  i lie  State  where  the  hank  Is  located. 
The  pun-base  is  not  regarded  as  a  loan  or  discount.  This  is  obviously  desirable 
and  also  eipiitable  as  the  purchase,  for  example,  of  corporate  bonds  at  less  than 
par  should  never  be  regarded  lis  a  loan  or  discount,  otherwise  It  would  tend  to 
make  many  obligations  unsalable. 

Srrtivii  .:>!.  Hi itl-iHltilr  loan*. — The  old  provision  was  in  section  24  of  the  Fed- 
eral Reserve  Act.  Imt  as  it  applied  only  to  national  hanks  this  provision  Is 
logically  inserted  In  the  new  National  Hank  Act. 
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7.  leasehold  loans  [subpar.  («)] 

The  existing  law  (sec.  24  of  the  Federal  Reserve  Ad)  permits  loans  to  be  made 
■on  leasehold  Interests,  but  only  (a)  if  the  lease  is  fur  u  term  not  less  than  90 
years,  which  Is  renewable,  or  (6)  If  the  lease  bus  a  period  of  DO  years  to  ran  from 
the  date  the  loan  Is  made  or  acquired  by  the  bunk. 

The  new  law  authorizes  loans  on  leaseholds  if  tbe  tense  has  at  least  10  years 
to  run  after  the  loan  matures  or,  if  the  lease  nmy  he  renewed  so  that  It  will  not 
expire  for  at  least  10  years  after  the  maturity  date  of  the  loan. 

Comment :  This  change  would  liberalize  the  making  of  loans  on  leasehold 
interests  and  Is  more  realistic  under  present  day  business  iiracttecs. 
2.  Total  amount  of  real-estate  loans  [suhpar.  (a)] 

Under  the  existing  law  the  aggregate  of  real-estate  loans  may  not  exceed  an 
amount  equal  to  the  unimpaired  paid-in  capital  of  the  bank  plus  Its  unimpaired 
surplus,  or  In  excess  of  (iO  percent  of  its  time  ami  Havings  deposits,  whichever  Is 
greater. 

The  proposed  law  adds  a  third  alternative  and  permits  loans  up  to  20  percent 
of  the  bank's  demand  deposits. 

Comment:  This  appears  desirable.    As  mortgages  are  generally  on  an  amor- 
tisation basis  this  provision  will  not  tend  to  tie  up  demand  moneys  for  an  unrea- 
sonable length  of  time.    As  demand  deposits  do  not  fluctuate  too  widely  on  a 
long-term  basis,  it  would  appear  to  constitute  safe  banking  practice. 
S.  Industrial  and  commercial  construction  loans  [subpar.  (c)  ] 

Under  existing  law  national  banks  may  not  make  loans  of  this  type,  construc- 
tion loans  being  limited  to  farm  and  residential  construct  inn. 

Under  the  proposed  law  such  loans  may  be  made  to  finance  the  construction  of 
Industrial  or  commercial  buildings,  provided  the  maturity  does  not  exceed  18 
months  and  there  is  a  valid  agreement  by  a  financially  responsible  lender  to 
advance  the  full  amount  of  the  bunk's  loan  upon  completion  of  the  construction. 

Comment:  This  appears  desirable,  us  the  exiierlencc  of  Stale  hanks  in  (his 
field  has  been  favorable. 
4.  Totalamount  of  construction  loans  [suhiiar.  ip>] 

Under  existing  law  a  national  bank  may  not  make  construction  loans  in 
excess  of  fJO  percent  of  Its  paid-in  milmpnirii)  capital. 

Under  the  proposed  Inw,  a  Imnk  war  lend  <>n  const rurtiim  loans  up  to  100 
percent  of  the  bank's  paid-in  and  unlm|ialred  i-apltal  plus  l'K)  percent  of  its 
unimpaired  surplus. 

Comment.     It  is  submitted  that  the  proposed  Increa 
■on  tbe  total  amount  of  construction  loans  entails  n 
Keats  especial   caution   unless   there   is  wine  additional   protection,   such  as  a 
requirement  that  a  completion  bond  with  a  re.-pousiblc  eorporate  surety  lie  fur- 
nished the  bank. 
o.  Working  capital  loans  ltttbpar.(.C)] 

A  new  provision  has  been  proposed  which  provides  that  loans  to  manufactur- 
ing and  industrial  businesses  secured  Iiy  a  Mortgage  on  the  borrower's  real 
estate  shall  not.  lie  considered  "real-estate  loans"  within  the  mean  I  tut  of  the 
section  If  the  bank  looks  for  repayment  out  of  the  operations  of  the  borrower's 
business.  relying  primarily  on  the  borrower's  general  credit  standing,  forenist 
of  operations  with  or  without  cither  security  and  the  mortgage  Is  taken  as  a  pre- 
caution against  coiitingcnrlcs. 

Comment.  This  Is  an  excellent  provision,  as  it  enables  a  bank,  which  would 
in  most  cases  make  the  loan  In  any  event,  to  protect  Itself  against  future 
adverse  changes  in  the  borrower's  financial  position.  It  might  well  be  broadened 
to  include  loans  to  other  types  of  business,  such  as  merchandising  and  com- 
mercial. 
*>.  Public  tiuililinff  construction  hums 

A  new  provision  is  proposed  which  provides  tli.it  loans  innrie  to  finance  the 
t-oust ruction  of  buildings  during  a  construction  iieriod  not  lo  exceed  '-W  months, 
upon  the  security  of  pun-hnsc  contrai-is  entered  into  pursuant  to  the  Public 
Building  Purchase  Act  of  1!>54  or  the  l'ost  Office  Department  ['rojierty  Act  of 
1934,  shall  not  be  subject   lo  the  provisions  concerning  real -estate  loans. 

"    mold 
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'  OF  IIabbiaox  TlWHAIAN,  of  Easto.n,  Ml).,  AS  TO  TITUS  I,  National 
Hank  Act  of  the  Fixanciai.  Institutions  Act  of  1057 


Having  been  informed,  sis  requested,  tliat  the  committee  addressed  began 
hearings  on  S.  UrA  anil  H.  It.  702<i  (the  Flnanelal  Institutions  Act  of  1«37j 
on  July  IS,  mid  that  the  submission  of  u  statement  for  inclusion  In  the  rei-ord 
is  now  appropriate.  I  respectful  I  v  submit  the  following. 

Title  I  of  S.  14ra  Is  entitled  the  "National  Bonk  Act."  In  section  iitS  (el 
thereof  1  observe  Knottier  attempt  to  strip  stockholders  of  national  bank*  of 
their  right  to  cumuhile  their  votes  in  the  election  of  directors.  Such  n  pmvi- 
sion  appeared  in  >■  hill  i  S.  2'.ti.  House  Calendar  SV2\  which  was  before  the 
Mtn   Congress.   2d   session,   and   died   with   the  adjournmciit  of   Congress  last 

May  the  present  altetniit  iirove  no  more  successful. 

The  sugar  coating  with  which  it  is  covered  to  catch  the  unwary— I  refer  of 
course  to  the  delusive  representation  made  by  Its  projtonents  that  the  i>ro|msed 
chance  merely  renders  "permissive"  what  is  now  -mandatory" — neetl  not  de- 
ceive. 

Cumulative  rating  never  has  been  "mandatory."  It  Is  now  "permissive." 
and  has  been  so  ever  wince  Congress  in  1!K«  wisely  amended  the  National 
Banking  Act  so  as  to  provide  for  It.  Obviously  stockholders  are  not  required  to 
cumulate  their  votes  in  electing  directors,  they  nre  however  lawfully  em- 
powered to  do  mi,  and  this  "permission."  whelher  exercised  or  not.  is  n  safe- 
guard. Without  it  stockholders  have  no  effective  means  of  control  over  their 
property  or  its  management. 

What  Is  attempted  by  section  2(1  (c)  of  the  bill  is  the  substitution  for  a  legal 
right  of  a  transitory  privilege,  which  may  tie  extended  or  withheld  by  those  in 
a  position  to  cumulate  a  majority  of  proxies  and  vote  them  as  best  suits  their 
purposes— ill  eluding  the  amendment  of  the  charter. 

Without  the  power  which  is  inherent  in  cumulative  voting  as  a  legal  right, 
stockholders  (even  a  nonalert  majority  in  interest)  nre  nt  the  mercy  (if  such  It 
may  lie  called)  of  the  dominant  Influence  over  their  property,  wherever  it  maybe 
located.  It  may  lie  in  a  majority  In  interest  of  the  stockholders  (as  it  usually 
docs  not),  or  in  an  ensconced  group,  or  indeed  in  the  Comptroller  of  the  Cur- 
reni'.v — now  urging  the  proposal,  and  who  has  by  a  ruling  (so  I  understand! 
undertaken  to  prevent  stockholders  of  a  national  bank  from  doing  more  at  an 
ii  urinal  meet  in;:  than  electing  members  of  the  board  of  directors  (I.  e..  ratifying  a 
slate  as  to  the  names  upon  which  they  may  not  even  have  been  informed). 

The  represoiiljiltoii.  that  if  the  proposed  provision  becomes  law  stockholder! 
would  siill  have  the  right  to  cumulative  voting  through  the  Inclusion  of'n  pro- 
vision for  it  In  the  articles  of  association  of  the  hank,  is  not  addressed  to  intelli- 
gent minds.  The  same  Influence  that  is  making  the  present  attempt  would  see 
to  it  that  articles  of  association  would  not  contain  a  provision  which  would 
defeat  their  purpose. 

Tlie  statement  of  Lewis  R.  Reynolds.  San  Francisco,  Calif.,  appearing  on  pages 
l.T!-i:ri  of  the  Study  of  Hanking  Laws  by  the  Senate  committee  lln  pt.  1  as 
printed  i.  I  respectfully  submit,  is  sound  throughout.  Likewise  I  am  III  accord 
with  that  by  the  president  of  Women  Shareholders  in  American  Business.  Inc, 
appearing  on  page.-  "-"i-T'iT  inclusive  (pt.  i!.  of  same),  and  with  the  presenta- 
tion marie  by  Mr.  Fred  Walker,  a  director  of  First  National  Bank  of  Arlington. 
Arlington.  Va.,  in  his  statement  (pt.  1,  pp.  124-131),  and  with  others  to  like 
etl'eet  appearing  in  the  study. 

My  own  statement  to  the  Senate  committee  ap]iears  on  page?  1008-1070  (pt.  2, 
as  printed)  and  1  respectfully  request  consideration  of  It  and  here  Include  It  by 
reference. 

The  Senate  also  print od  a  report  of  an  advisory  committee  as  part  of  the  study 
of  hanking  laws.  The  names  of  the  members  of  the  advisory  committee  appear 
on  the  hist  page  of  its  report.  They  are  primarily  bankers  Interested  in  main- 
taining and  intending  their  itnwcrs  over  the  property  of  others.  I  do  not  ol>serve 
aiming  them  anyone  panieiihirly  interested  In  preserving  to  stockholders  their 
present  rights  or  extending  to  them  other  rights  (such  as  annual  reports  la 
mle-iuate  detail  I  as  a  matter  of  law. 

The  advantages  and  Immunities  which  professional  bankers  are  seeking 
Ihrough  S.  14."1  as  it  passed  the  Senate  liear  a  close  similarity  to  those  which 
professional  labor  organization  officials  have  had  and  abused.  In  brief,  they 
nre  powers  whiih  are  unsafe  In  any  hands  and  which  are  Inconsonant  with  the 
ue:.er:il  welfare. 
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It  Is  timely  that  legislation  should  bring  the  situation  under  control  and  In 
line  with  what  has  been  done  in  other  instances,  notably  by  securities  and 
exchange  legislation. 

Sterns  Department  Stores,  Inc., 

Woterville,  Maine,  August  7,  1957. 
Hon.  Bbcnt  S  pence, 

Chairman,  Hotue  Banking  and  Currency  Committee, 

Washington,  D.  C. 
Dear  Mb.  Ctiaieman  :  I  hereby  wlHh  to  enter  my  protest  against  the  provision 
of  the  Financial  Institutions  Act  of  1057  which  provides  for  the  elimination  of 
mandatory  cumulative  voting. 

I  am  and  have  been  for  many  years  an  Investor  In  stock  of  national  banks.  I 
have  also  invested  in  such  stocks  for  my  children  and  my  grandchildren. 

It  seems  to  me  grossly  unfair  to  us  investors  to  eliminate  any  provision  of  the 
law  relative  to  mandatory  cumulative  voting  which  will  diminish  the  value  of 
our  investment. 

It  also  seems  to  me  in  all  fairness  that  minority  stockholders  should  have 
the  right  to  representation  on  the  directorate  of  a  bank  if  they  so  desire,  a 
51  percent  majority  should  not  be  able  to  disenfranclse  40  jiercent. 

In  New  England,  I  fall  to  find  one  case  where  mandatory  cumulative  voting 
has  done  any  barm ;  In  fact,  I  feel  it  has  been  a  good  check  on  complete  domi- 
nation of  bank  stockholders  by  bank  management. 
Very  truly  yours, 

George  H.  Sterns. 

The  Chase  Manhattan  Rank. 

.Vew  York.  N.  T.,  July  £2,  19o7. 
Hon.  Brent  Sfence, 

Chairman,  Committee  on  Banking  and  Currency, 
Route  of  Reprcnentativeg,  Washington,  I).  C. 

Dkak  Congressman  Spence:  In  response  to  the  letter  of  July  9,  1057,  from 
Mr.  Robert  L.  Cardon,  clerk  and  counsel  of  the  Committee  on  Banking  and 
Currency,  I  Should  like  to  submit  this  statement  for  the  consideration  of  the 
committee  In  connection  with  its  study  of  section  23  of  title  I,  section  23  (g) 
of  title  II,  an  dsection  27  (b|  of  title  III  of  Ihe  Financial  Institutions  Act  of 
1957  (H.  R.7026). 

These  provisions  would  Impose  various  reporting  and  other  requirements 
with  respect  to  the  ownership  of  bank  stocks.  I  believe  that  If  eacted  in 
their  present  form  these  provisions  would  nut  only  impose  a  substantial  burden 
on  brokers  and  other  nominee  holders  of  bank  stocks,  hut  also,  by  making  trans- 
fers of  bank  stocks  much  more  cumbersome  and  expensive,  would  Impair  the 
marketability  of  bank  stocks. 

I  think  I  am  aware  of  the  situation  and  the  reasoning  which  provoked  the 
insertion  of  such  measures  by  the  Senate.  I  urge,  however,  that  the  desired 
purposes  he  accomplished  without  imposing  an  undue  burden  on  the  holding 
and  transfer  of  bank  stocks.  By  Impairing  the  marketability  of  bank  stocks, 
such  legislation  would  have  a  detrimental  effect  on  the  capacity  of  lianks  to 
raise  additional  equity  capital  as  required  and.  thus,  would  affect  adversely 
the  soundness  of  the  bunking  structure  anil  its  ability  to  lend  essential  support 
to  a  growing  economy. 

The  problems  which  would  be  created  by  the  present  provisions  can  be  avoided, 
I  believe,  and  adequate  disclosure  obtained  by  requirements  following  the  pat- 
tern of  section  Hi  of  the  Securities  Kxcbange  Act  of  1934.  This  section,  which, 
as  you  know,  regulates  equity  securities  registered  mi  national  security  ex- 
changes. Imposes  the  burden  of  reporting  on  the  beneficial  owners  rather  than 
the  record  holders.  I  see  no  reason  why  bank  stocks  should  be  discriminated 
against  in  this  respect  and  an  added  burden  imposed  upon  (he  holding  and 
transfer  of  hank  stocks.  A  suggested  text  of  |>ruvi*iun  modeled  after  section 
16  is  set  forth  below.  This  provision  would  require  beneficial  owners  iwlierlier 
officers,  directors,  or  other  persons)  of  5  ]wm-ent  or  more  of  the  outstanding 
shares  of  the  stock  of  a  bank  to  reitort  such  ownership.  Section  1(>  imposes  this 
requirement  on  the  beneficial  owners  of  10  percent  or  more,  and  on  all  officers 
and  directors  of  the  issuers  who  are  beneficial  owners  regardless  of  amount. 
I  suggest  n  more  limited  requirement  in  respect  of  hank  officials  for  the  reason 
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Ihiit  banks  customarily  have  a  far  greater  number  of  officers  than  other  corpo- 
rations and  It  would  seem  unnecessary  to  require  this  larger  number  of  officer* 
to  report  when  their  respective  holdings  do  not  exceed  5  percent.  The  text  of 
the  suggested  provision  to  which  I  have  referred  is  as  follows: 

"Every  person  who  is  directly  or  indirectly  the  beneflrial  owner  (but  not  the 
holder  of  record  of  uiore  than  live  per  centum  of  the  outstanding  shares  of  stuck 
in  any  national  hank  (or  In  any  State  member  bank  or  insured  uonmember 
bank,  as  the  case  may  be)  shall,  within  ninety  days  after  the  enactment  of  the 
Financial  Institutions  Act  of  1057  or  within  thirty  days  after  becoming-  such 
beneficial  owner,  whichever  is  later,  notify  the  Comptroller  (or  the  Board)  In 
writing  of  such  ownership.  Every  person  required  to  give  such  notice  shall. 
within  ten  days  nfter  the  close  of  each  calendar  month  after  the  month  In  which 
such  notice  was  given  by  him,  notify  the  Comptroller  (or  the  Board)  In  writing 
of  changes  In  such  beneficial  ownership  during  such  calendar  month.  Any  per- 
son convicted  of  any  willful  violation  of  this  subsection  shall  be  fined  not  more 
than  fTi.000." 

Sincerely, 

J  xo.  J.  HcClot. 

Arizona  Association  of  Insurance  Agents 

February  25,  1957. 
Re  Financial  Institutions  Act  of  1057. 
Hon.  John  J.  RirooES, 

Route  of  Representatives, 

Washington,  D.  0. 

Dear  John:  Serious  objection  is  taken  hy  the  Arizona  Association  of  Insur- 
ance Agents  in  connection  with  the  nationwide  objection  of  the  National  Asso- 
ciation of  Insurance  Agents  to  that  feature  of  the  above  act  which  proposes  to 
allow  that:  "National  hunks  be  permitted  to  act  as  Insurance  agents  and  write 
insurance  In  cities  of  over  5.000  population.'* 

Specifically,  Implementation  of  this  recommendation  is  contained  on  page  37. 
section  4.1,  of  the  253 -page  committee  print  of  a  proposed  Senate  bill  to  amend 
anil  revise  the  statutes  governing  financial  institutions  and  credit.  The  author 
of  this  bill  Is  the  chairman  of  the  subcommittee.  Senator  A.  Willis  Robertson 
of  Virginia.     (No  number,  as  yet,  has  been  assigned  to  the  bill.) 

Title  12,  section  02,  United  States  Code,  permits  a  national  bank  to  act  as  an 
insurance  agent  in  those  towns  wbere  the  population  la  .".000  or  under,  the 
original  purpose  of  which  was  to  enable  national  banks  t"  procure  needed  In- 
surance covering  the  subject  of  the  loan  in  those  areas  where  Insurance  facili- 
ties may  have  been  lacking.  There  Is  no  solid  basis  for  extending  that  author- 
ization to  cities  and  towns  with  a  population  greater  than  5,000  as  coverages  to 
protect  any  mortgagee  Interest  are  readily  available  through  established  lnsnr- 
tince  agencies. 

The  Arizona  Association  of  Insurance  Agents  firmly  believes  that  it  is  detri- 
mental to  the  best  iuterests  of  the  public  to  further  extend  the  rights  of  national 
luniks  to  carry  on  an  Insurance  business.  The  power  of  credit  has  a  tendency  to 
Influence,  If  not  at  times  to  coerce;  to  deter  the  borrower  of  his  right  of  selec- 
tion of  a  qualified  agent  of  bis  own  choice,  and  competitive  benefits. 

Like  banking,  insurance  is  a  highly  technical  business.  True  Insurance  pro- 
tection is  liest  attained  through  those  persons  who  make  a  specialty  of  the  in- 
stinmr  e  I  nisi  n  ess. 

While  we  are  urging  our  two  Senators  to  nse  their  influence  In  having  the 
objectionable  section  deleted  from  the  Financial  Institutions  Act  of  1957,  we 
arc  acquainting  you  with  our  position  as  a  matter  of  Information. 
Respectfully, 

H.  W.  Nason,  Executive  Secretary. 
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Hon.  J  oh  n  J.  Rhodes, 

House  of  Representative*,  Washington,  D.  C. 

Deah  John  :  At  the  present  time  I  understand  the  Senate  Ranking  and  Cur- 
rency Committee  bos  under  consideration  a  proposal  to  amend  the  Federal 
banking  laws  which  would  permit  national  banks  to  write  insurance  In  cities 
over  5,000  population. 

Under  our  present-day  economy,  insurance  has  become  a  highly  technical  and 
complex  business  which  requires  that  any  person,  In  order  to  do  a  worthwhile 
job  for  the  public,  must  spend  his  full  time  handling  Insurance,  aud  from  your 
own  personal  experience,  I  am  sure  you  realize  they  have  to  he  highly  qua  lined 
and  experienced  agents.  Therefore,  I  would  like  to  add  my  objection  to  that 
part  of  the  bill  which  is  to  be  found  on  page  87,  section  45,  of  the  committee's 
print  of  the  proposed  Senate  bill  to  recommend  and  revise  the  statutes  covering 
financial  institutions  and  credit  members. 

Experience  has  proved  that  those  are  In  a  position  to  influence  placing  of 
Insurance  through  the  powers  of  credit  may  have  the  tendency  to  influence,  or 
even  coerce,  the  borrower  to  place  insurance  covering  the  security  of  n  loan 
through  a  particular  channel.  I  believe  that  this  Is  not  In  the  public  Interest 
and,  therefore,  this  portion  of  the  bill  should  definitely  be  deleted.  Although 
yon  are  not  on  the  committee  that  is  handling  this  bill,  I  strongly  urge  that  you 
use  your  influence  to  protect  the  public  by  the  deletion  of  section  45  of  title  I, 
chapter  I,  in  the  enactment  of  the  Financial  Institutions  Act  of  1957. 

Thank  you  for  your  help  In  this  matter. 
Respectfully  yours, 

J.   C.   MILLER. 


Hon.  John  J.  Rhodes, 

House  of  Representative*,  Washington,  D.  C. 

Deab  Johit  :  At  the  present  time  I  understand  the  Senate  Ranking  and  Cur- 
rency Committee  has  under  consideration  a  proposal  to  amend  the  Federal 
banking  laws  which  would  permit  national  banks  to  write  insurance  In  cities 
over  5,000  population. 

Under  our  present-day  economy,  Insurance  has  become  a  highly  technical  and 
complex  business  which  requires  that  any  person.  In  order  to  do  a  worthwhile 
job  for  the  public,  must  spend  bis  full  time  handling  Insurance,  and  from  your 
own  personal  experience,  I  am  sure  you  realize  they  have  tn  he  highly  qualified 
and  experienced  agents.  Therefore,  I  would  like  to  add  my  objection  to  that 
part  of  the  bill  which  is  to  be  found  on  page  37,  section  45.  of  the  committee's 
print  of  the  proposed  Senote  bill  to  amend  and  revise  the  statutes  covering 
financial  Institutions  and  credit  members. 

Experience  has  proved  that  those  who  are  in  a  position  to  influence  placing 
of  Insurance  through  the  powers  of  credit  may  have  the  tendency  to  Influence, 
or  even  coerce,  the  borrower  to  place  Insurance  covering  the  security  of  a.  loan 
throush  a  particular  channel.  I  believe  that  this  is  not  in  the  public  interest 
and,  therefore,  this  portion  of  the  bill  should  definitely  he  deleted.  Although  you 
are  not  on  the  committee  that  is  handling  this  hill,  I  strongly  urge  that  you  use 
your  influence  to  protect  the  public  by  the  deletion  of  section  43  of  title  I,  chap- 
ter 1,  in  the  enactment  of  the  Financial  Institutions  Act  of  1057. 

Thank  you  for  your  help  in  this  matter. 
Respectfully  jours, 

W.  A.  Ruob. 
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